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Unique treasury touch. Globa 





SION. 





Market volatility can turn profits into losses 
overnight. Today’s corporate treasurer needs a 
truly global bank that works 24 hours a day. 


At the mere touch of a screen, our state-of-the-art 
treasury trading systems allow dealers to keep 
track of markets, and react quickly to changes on 
the economic scene. Round the clock. 


Hongkong Bank’s experienced corporate dealers 
will work closely with you, finding creative 
answers to your company's treasury needs. 


With more than 1,300 offices in over 50 
countries, and 35 dealing rooms worldwide, the 
HongkongBank group's treasury services can put 
you ahead. And keep you there. 


For further information, contact your nearest 
office of the HongkongBank group. 


Advanced treasury management technology. And 
a global capability. That's our strength. 
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HongkongBank 


The Hongkong and Shanghai Banking Corporation 





Marine Midland Bank * Hang Seng Bank 
The British Bank of the Middle East * HongkongBank 
of Australia * Hongkong Bank of Canada 


Wardley * James Capel * CM&M 
Equator Bank 


Carlingford and Gibbs Insurance Groups 


Fast decisions. Worldwide. 


CONSOLIDATED ASSETS AT 31 DECEMBER 1988 
EXCEED US$113 BILLION 





COMBINED P 


EVERY PRODUCT THAT BRITISH AEROSPACE COMPANIES 


MAKE IS ENGINEERED FOR PERFORMANCE — IN SPACE, IN THE 
AIR, ON THE BATTLEFIELD, ON THE GROUND AND UNDER WATER 
BRITISH AEROSPACE TAKES 


EVERY DECISION THAT 


IS AIMED AT ENHANCING ITS BUSINESS PERFORMANCE 


ap RISES LTD 


ent® 


ERFORMANCE 


— IN STRATEGIC PLANNING, IN COST REDUCTION, IN MARKETING, 
IN MAKING THE BEST USE OF HUMAN RESOURCES 

WHICH EXPLAINS WHY ONE OF THE WORLD'S GREATEST 
MANUFACTURING COMPANIES IS ALSO ONE OF THE WORLO'S 
BEST-PERFORMING BUSINESSES 


BRITISH AEROSPACE 


British Aerospace pic, 11 Strand, London 
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Much more than Takeshita .................. 
Communism's convulsions .................. 
European defence contracts: Open your arms 
Of banks, borrowers and Brady ............. 
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WORLD POLITICS AND CURRENT AFFAIRS 


MARGARET THATCHER'S TEN YEARS 
17 A singular prime minister 


|. ASIA 

21 The Recruit monsters stalking Japan 

22 Japan's next leaders 

24 Enough! says the party to China's students 

25 The Afghan rebels’ stalled offensive 

25 Gandhi and his opponents jockey for position 
28 South Korea’s less miraculous economy 


AMERICAN SURVEY 
29 Talking loudly on trade 
30 A concentration camp for aliens 
30 On being taken into custody 
31 The New York mayor's race 
31 Manhattan's criminal frolic 
32 Trying to topple Noriega 
32 Affording a house 
33 Lights out on Long Island 
33 Congressional by-elections 
34 Oat-bran frenzy 
34 Split decision on missiles 


INTERNATIONAL 
35 One week in Lebanon 
36 The infighting in Iran 
36 Palestine and the World Heath Organisation 
4| King Hussein's uprising 
4| Africa's economic reforms 
42 The Sandinist campaign trail 
42 South Africa, Ulster, Blowpipe 





EUROPE 
43 Our man with the Soviet army 
44 West Germany's new Ostpolitik 
45 Gorbachev tightens his grip on the party 
45 Uncomradely rows in Eastern Europe 
46 Police against police in Portugal 
46 Tax clearance for 1992? 
48 April in the EEC 
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49 Why strikes are spreading 
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52 By-election prospects in Glamorgan 
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BUSINESS, FINANCE AND SCIENCE 
59 BUSINESS THIS WEEK 


BUSINESS 
61 The challenge to Europe’s food moguls 
62 ConsGold: The fight goes on 
63 Economics focus: The Channel tunnel 
64 Japanese construction 
64 Pre-paid hamburgers 
65 Orphan drugs 
65 Argentina’s latest woes 
66 Lemon cigarettes 
68 Home, sweet office 


FINANCE : 
13 America's shareholders fight for their rights 
14 Pity the downtrodden investor overseas 
77 Market focus: Taking stock in the third world 
80 The mounting cost of policing the City 
80 Euromutual funds invade Britain 
81 Optional extras in Bulgaria's foreign debt 
82 Stakeholders v shareholders in Japan 
82 Japan's personal Pacman banker 
84 When bankers scale a Chinese wall 


SCIENCE AND TECHNOLOGY 
85 The clever way to find brain drugs 
86 Let there be antibiotics 
86 Better batteries 
88 The case of the misplaced fossils 


ECONOMIC AND FINANCIAL INDICATORS 


103 Output, jobs, boxes commodities, bourses, in- 
terest rates, trade, currencies, plus a closer look 
at business confidence and manufactured 


exports 


BOOKS AND ARTS 
89 The true nature of the Raj 
90 Ross Perot v General Motors 
90 Enoch Powell on the couch 
91 The Falklands war from the other side 
91 Global and political rock 
92 The Rushdie affair on stage 
92 Karajan bows out 


6 On Cian Vietnam and Kampuchea, 
Mittele ty-free shops, sooni grapes 
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More than Takeshita | 
The reforms that should follow 
in shaken-up Japan, page 11. Re || 
cruit, and other emerging scan- 

dals, page 21. The young politi- || 
cians most likely to succeed the ||. 
tainted generation, page 22. 


Trade witch-hunt 


America sidles towards managed - 
trade, page 29. Construction | 
does Japan’s trade image no 













Political reform lags economic || 
change in China, page 24. The | 
party frustrates the people there | 
and in Russia, page 12. Gorba- | 
chev prunes some dead wood, ` i 
page 45. | 
Korea bickers | 
Labour troubles, a slower econ- _ 
omy and political mistakes: — 
South Korea's miracle looks falli- 











Thatcher’ sten years 
Mortal, but remarkable, pages — | 
17-20. The views of sceptics, 
friends and foes, pages 50-51. 


Shareholder clout _ 


American investors take on the 
firms they own, page m man 
iya abroad, page 74. Especial 
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LETTERS 


Christianity 
Sir—Since when has The Econo- 


mist gone protectionist? You im- 


. ply (April lst) that religious toler- 


ance has gone too far in the case 
of the Bishop of Durham. You 





I'm just a free trader 


are right that his views "attack 
the very heart of Christianity” 

but these issues were hotly de- 
bated at the time of the writing 
of the creed. If Christianity can 
withstand this bout of criti- 


-cism—which | am sure it will —it 


will come out the stronger. 

Why not let market forces 
work in the religious sphere as 
well? 

Providence, THOMAS WiLLIAM ORT 
Rhode Island Brown University 


Sir—It is plain as day that the 
resurrection and associated sto- 
ries do not represent reality. 
There is little to be gained in the 
age of reason by perpetuating 
them. The consumers of today 


and tomorrow are not going to 
buy theories and ideas that are 
manifestly false. 

Sydney SIMON MANSFIELD 


Sir—The Bishop of Durham 
seems Closer to the founding fa- 
ther of Anglican policy than 
you, when you say that the bish- 
op's doubts about the creed "at- 
tack the very heart of Christian- 
ity . Like you, Richard Hooker 
distinguishes between the very 
heart and the “indifferent”. Un- 
like you, he sees arguments 
about dogma as indifferent. At 
the heart he puts experiential re- 
ligion, as in the sense of commu- 
nity among neighbours. 

Fresno, 


California 


EARL W. LYON 


Sin—Tennyson answered your 
leader: 
"There lies more faith in honest 


doubt 
Believe me, than in half the Creeds."' 





Dar es Salaam, 
Tanzania S. GILLETT 
Vietnam and Kampuchea 


SIR—As you say (April 8th), the 
Vietnamese-installed regime in 
Phnom Penh has integrated 
20,000 Vietnamese soldiers (af- 
ter giving them Kampuchean 
citizenship) in its army, thus rais- 
ing its strength to 35,000. This 
regime has also enlisted 100,000 
Vietnamese ex-soldiers, out of 
400,000 Vietnamese immigrant 
settlers, in its local militia, for 
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information should be addressed to The 


the protection of its villages from 
the Khmers Rouges. Mr Deng 
Xiaoping has made it clear that 
all these "tens of thousands" of 
Vietnamese concealed within 
the Kampuchean army and mili- 
tia must be removed as part of a 
complete Vietnamese with- 
drawal. 

Last year, the United Nations 
gave a draft peace proposal to all 
the parties concerned in the 
Kampuchean conflict. Under 
this plan Vietnam has to inform 
the United Nations secretary- 
general of its precise schedule of 
troops withdrawal in three 
phases, in compliance with the 
ten consecutive UN resolutions 
on Kampuchea. On receipt of 
this schedule, the four 
Kampuchean factions shall get 
together to settle the adminis- 
trative arrangements for estab- 
lishing a provisional national 
government under the leader- 
ship of Prince Norodom Siha- 
nouk, on the basis of non-return 
to the universally condemned 
policies and practices of the re- 
cent past. All the four factions 
would be disarmed and dis- 
banded by the uN peace-keeping 
force. After the elections, the 
peace-keeping force would assist 
the elected government in the 
recruitment and training of a 
new national army, and will also 
remain in Kampuchea, until 
such time that its presence is no 
longer required. 

The UN peace proposal is com- 
prehensive, well planned, and 
has none of the loopholes that 
existed in the declaration of the 
international conference on 
Kampuchea in July 1981, or in 
the Geneva Agreement on Indo- 
china in 1954. Vietnam and its 
protégé in Phnom Penh have 
not accepted this UN peace plan. 

However, on the instigation 
of Britain, the topic of 
Kampuchea is now on the 
agenda of the five permanent 
members of the UN Security 
Council. It is hoped that they 
will put pressure on Vietnam to 
abide by the UN peace proposal, 
and thus bring lasting peace to 
this land, now soaked with 
blood and tears. 

Wembley, 


Middlesex K.L. BiNDRA 





Mitteleuropa 


Sir—No, I do not believe that 
Empress Zita's funeral was the 
end of an era (April 8th). It was a 
first sign that a major error of 


judgment is being corrected. In 
this correction, the House of 
Habsburg may well have its role 





to play. 
Vienna GEORGE LOWENSTEIN 
Free on arrival 


Sik—A duty-free shop for in- 
coming passengers is a twist that 
seems logical not only to both 
Irish and Russians (April Ist), 
but also to those passengers ar- 
riving in Buenos Aires, Rio or 
Sao Paulo. These airports have 
been operating incoming duty- 
free shops for many years. 

Pity that more airports have 
not yet imitated their example: it 
is more convenient for passen- 
gers (not having to carry the?- 
purchases on and off the a 
craft), safer (no bottles in over- 
head storage bins) and more efh- 
cient: (on-board storage space 
put to better use). 


Northwood, 


Middlesex M.A. Lima 





Forbidden fruit 


Sir—The prospect of cyanide 
ions in grapes is a chimera 
(March 18th). When sodium cy- 
anide is injected into a fruit rich 
in glucose, the cyanide ion un- 
dergoes a series of reactions cul- 
minating within hours in the 
conversion of the cyanide to am- 
monia. The failure of a group of 
criminals to understand the 
chemistry of the cyanide ion is 
not only forgivable, it is also for- 
tunate. The same, alas, c 
scarcely be said of the Food oo 
Drug Administration. 


Edmonton, 
Canada R.A. SMITH 





Latest Special Report No. 1174 
The Man-Made Fibre 


Industry in Japan 
Profiting from High Technology 
Although Japanese fibre producers have 
enjoyed rapid growth in sche 
increased raw material costs and 
competition from developing countries 
have meant an erosion of traditional 
markets. Will the current moves to high 
technology processes and products be 
sufficient to maintain Japan's favourable 
market position? This Report analyses 
the current industry situation, profiles 
the major suppliers and predicts likely 
future strategies. 

Price including postage: UK & Europe £245; 
North America US$485; Rest of World £248. 
The Economist Intelligence Unit 


Dept (EDXL) — 215 Park Avenue South 
40 Duke New York, NY 10003 
London W1A 1DW, UK USA 
Tel: 01-493 6711 Tei: (212) M—— 





Bu} - 
6 pucuehad weakly (excapt for a combined issue she last week in December and the first week in January) The Economist Newspaper Ltd., 25 SL James's Stree, London SWIA IHG, 
Printed in Return undeliverable mail to Times Printers Sdn, Bhd, Times Jurong, 2 Jurong pon Road. Singapore DAA 
Economist Newspaper Ltd., Representative Office, 2 


ich Por sk Siero 2201. To 2844031, uu we REED ret 









The World Economic Forum offers an opportunity to: 


INDUSTRY MANAGERS 


We are looking for someone with an exceptional personality, 
commitment and professionalism, which must be clearly evidenced 
his/her career. He/she should have a superior university background, 
preferably a combination of a technical degree and a MBA, and a 
thorough understanding of global economic issues, be at ease in 
handling electronic systems, capable of organising top-level meetings 
and of expressing him/herself perfectly in English, as well as having 
command of other languages. The successful candidate (ideal age: 
28 to 36) will find in this opportunity an outstanding entrepreneurial 
challenge. A minimum experience on the strategic level of three 
years in one of the following sectors is required: aerospace, 
automotive, energy, engineering and construction, food and agro, 
health and information technologies. 

We are a small dynamic and young team promoting personalised 
interaction on the highest level globally and through face-to-face 
contacts (Annual Meeting in Davos, National Meetings in ail major 
capitals), publications (World Link) and electronic networking 
(WELCOM systems). 

We are an independent and impartial foundation, tied to no political 
partisan, regional or commercial interests. Our motto is 
entrepreneurship in the public interest. | 

Please send your personal and confidential application to: 
Professor Dr Klaus Schwab 3 
President — 


World Economic Forum 
53, Chemin des Hauts-Créts, 1223 Cologny, 
Geneva, Switzerland. be 
















The. World Health Organiza- 
tion (WHO) is an inter-govern- 
mente m i internationally 
recognized for its integrity 
and lasting achievements. 
Guided by humanitarian con- 
cerns, O works to direct 
and coordinate global and na- 
tional efforts to improve the 
health of peoples throughout 
the world. To meet its objec 
tives, WHO depends on staff 
members with special quali- 
ties of leadership, dedication 
and commitment. 





control efforts and their impact on society. 


The successful applicant will coordinate research on the economic aspects of tropical diseases in accordance with the priorities of 

| developing endemic countries and SER/TDR. Current priority research areas include cost-effectiveness studies, resource allocation 
^":.4ssues and economic evaluation of disease control interventions. Other responsibilities include planning and implementation of 
‘SER activities, such as monitoring and evaluation of ongoing projects, assistance to researchers in the development of research - 


protocols and the organization of technical meetings. 


. Applicants should. have a doctoral degree in health economics (or equivalent) and extensive experience in health economics 
research and/or teaching, including significant experience in developing countries. Excellent knowledge of English, and good . 








orking knowledge of French or Spanish—essential. 





encourage 





n The Lafferty Group Ltd. 


different offices and countries to reinforce and develop the internationa 









The UNDP/WORLD BANK/WHO Special Programme for Research and Training in Tropical Diseas s | 
lobaily coordinated effort to bring the resources of modern science to bear upon the control « 
tropical diseases and to strengthen the research capability of endemic, developing countries w 


a 


disease control technologies are most needed. To meet its objectives, TOR has recruited into its 
network scientists of the highest calibre to participate in this international research effort. 


TROPICAL DISEASES RESEARCH 
. PROGRAMME ol 


| GENEVA, Switzerland 
TDR—a globally coordinated programme designed to harness resources for the control of major tropical diseases—is d an 


economist with experience in health research in developing countries to work in its Social and Economic Research : ER} 
component. SER supports research on social and economic aspects of disease transmission and control in order to strengthen > 


ease send your detailed curriculum vitae and letter of application by 31 May 1989, quoting this ad and the name of the journal in - 
ych it vi M to Personnel (MPR), World Health Organization, 1211 Geneva 27, Switzerland. Applications from women are - 


Only candidates under serious consideration will be contacted. 








SENIOR EDITORS BANKING, ` ` 


The Lafferty Group, which researches and publishes business informas: 
tion for the financial services industry worldwide, seeks three Senior. 
Editors, two of whom will be located in Dublin (Ireland) and one in- 
Atlanta, Georgia (USA). E MELDE EMI 
Each Senior Editor will be responsible for a group: of newsletters, th 
editors and staff working on them. _ d RE eiie mie 
The Senior Editors located in Dublin will be responsible for 
in the areas of European banking, retail banking, p rat i 
business or middle market commercial banking, bank fina man 
agement and life insurance. py 
The Senior Editor located in Atlanta will be responsible for publicatio 
in the areas of credit and other payment cards, electronic payments an 
financial industry technologies. | es 
Applicants should be able to demonstrate experience in writing about: 
these topics, wide knowledge of the major institutions and competitive 
strategies in markets internationally, particularly Europe and. North. 
America, and an ability to lead and organise staff and correspondents i 





















































































































leadership of our publications. ; 
The Senior Editors should also be capable of contributing to the: 
planning and execution of major international research projects in these 
areas of specialisation, and of speaking at seminars and conferences. 
Proficiency in at least one modern European language other than 
English is desirable. | 

Salaries will be in the range of $40,000-$60,000, and negotiable for the 
right person. | M 

Please reply to Mr Peter Sabine, The Lafferty Group Ltd, 1st and 2nd 
Floor, Axe and Bottle Court, 70 Newcomen Street, London SET 1YT. 
Telephone 01-357 7200. d o. 
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. Manila, Philippines - 


The ASIAN DEVELOPMENT BANK, a multilateral development finance institution based in Manila, Philippines, 
is seeking applicants for the following anios OSSE staff vacancies: 


( ECONOMISTS 


MACROECONOMIST — responsible for the analysis of the economic and social development situation in developing rember counties Aie shovkd be familiar with the 
developing countries in Asia, preferably with in-country experience, and have experience in macroeconomic modelling and forecasting for developing countties. 


RESEARCH ECONOMIST — responsible for economic research in specific sectors and areas of development. pppoe should normally have a Doctorate. Degree, substantial | 
experience in econometric and research methodology and a proven publication record. 


PROJECT ECONOMIST/FINANCIAL ANALYST — responsible for the review and evaluation of the economic and financial TS ol loan iid technical assistance protects financed. 
by the Bank. Applicants should nine have an advanced degree and pedem in the economic and financ ial evaluation of projects. . 


| INVESTMENT OFFICER 


INVESTMENT OFFICER —- responsible for loan and equity investments involving private sector investment projects of the Bank. Applicantsn must bé farniliar with investment! aws of (d usn 
veloping member countries, capital markets and the business climate. Candidates must have experience in various aspects of international corporate l finance including venture capital. 


| COUNSEL — responsible for advice on legal matters relating to the MERENI administration, lending, equity investments and fund i raising, operations. of the Bank. . Applicants i 
should possess superior academic qualifications from an internationally recognised law school. 


if you would like to apply for any of the above positions, please send a brief résumé of your background and experience in English quoting REFERENCE No 1 


'YOUNG PROFESSIONALS 


The Bank recruits a limited number of exceptionally well-qualified young people to undertake a two-year on-the-job training program in preparation fora careerin the Bank. Minimum 
qualifications for the Program are a Master's Degree or a Bachelor's Degree in economics, business administration or finance, with two years work experienc A PhD i 
would be preferred. Proficiency in written and spoken English is essential. 


. Those interested in the Young Professionals Program should send their curriculum vitae, copies of academic gi ae Pini of r 31 3 JULY 1 989 to REFERENCE to l l 


YP90-1. 
Selected. candidates will be expected to report for duty between March and May 1999. 
p ications, quoting the specific Reference Numbers, should be sent to HUMAN RESOURCES DIVISION, ASIAN DEVELOPMENT BANK, PO Box 7188, 1099 


























AMN PHILIPPINES. 
Enquiries may besent by an (Nos. 63587 ADB PN; 45071 ADB PM; 23103 ADB PH) or by Facsimile (No. 632-741-7961) ar by phoning international Telephone No ex) 71 385). 004. 















A Bg 1 
Nomura Research Institute Europe provides analysis and on, DON Aa 
research services for the securities, fund management and banking " 
A k ho activities of the Nomura Group, one of the world's largest and most 
ey position wit profitable financial organisations. Our European Boa in 
| | London require a Senior Economist who will not only enhance our 
No m u ra /— ^ 5 presence in the UK markets, but will also initiate and develop new ideas 


for research products. 
The candidate will have responsibility for both short a 
Resea rch Institu te: term forecasts of the UK economy, currency and bond marke 
| closely with our equity strategists, and assisting European researc] 
where appropriate, it is essential that you have the ability to undertake 
fundamental market analysis and originate commercial ideas. Excellent | 
report-writing and presentation skills are pre-requisites: 

You must also be a high-grade graduate economist witha proven 

record in applying economic theory and producing first-class research 
material. Having had at least 3 years experience ina similar role with | 
a major City institution,you will probably be i in your late twenties OF a 
early thirties. ou 

An attractive salary is offered, tog ether with. an excellent aa 
package which includes a company car, discretionary bonus, mortgage. - 
subsidy, free BUPA and life assurance, and 25 days’ holiday.. 

To apply, please send a full CV together with details of ct 
salary to Rob habe ze, Personnel Department, 24 Monument Sti 
London EC3R 8AJ. A ternatively, you may telephone Mark Clif 
Economist, on 01-626 1086 ext. 2809 for a Baar a discu ; on. 
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Your own talent has already taken you a long way. The corridors 
of power are beckoning. | 
Unfortunately you're not alone. The competition is knocking 
at the door. | | | 
You have a nagging worry that sheer talent is not enough. 
It's time to take direct action. 


Four short weeks that will prepare you for the 
years ahead. | 


The Accelerated Development Programme at London Business 
School lasts just 4 weeks. 

Four weeks that represent the distillation of many years’ 
experience of business practice. à | 

It is designed to address the three major areas of management 
competences — technical, human and conceptual. 

Technical competences provide the breadth of skills managers 
require to operate successfully. Human competences help participants 
develop the interpersonal skills that are necessary to create successful 
change. Conceptual competences provide the important overview that 
potential senior managers need to acquire. 

The Accelerated Development Programme is an initiative away 
from the traditional, longer all-embracing management programmes. 

It is designed to provide the central pillar of a carefully structured 
personal portfolio of development that can be chosen by the individual 
_ or by his company. : 

This represents an entirely fresh concept, allowing participants 
choice and flexibility in their approach to management training. 


A new philosophy from an established business 


school. 


Although the Accelerated Development Programme is 
completely new, it is offered by one of Europe's most established 
business schools. | 

To participate in this programme you will be part of an elite 
group who have already achieved considerable success in their chosen 
fields. | 
As such, you will be discriminating and demand the highest 
"standards of an academic institution. 


surrounded by the latest technology as much as by the greenery. 


the coupon below and send it to us. | 


s LONDON BUSINESS SCHOOL 
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Naturally, London Business School will not disappoint you. —— 
Our resources are counted among the world's best, and we offer 
one of the largest business research facilities in Europe. | 
We have a unique expertise in the areas of finance and investment 
through close links with the City of London, a leading financial centre of 
the world. 
And our Centre for Economic Forecasting is internationally 
acclaimed. 


Prepare for the jungle. In the park. 
London Business School is based in a Regency building set in one 
of London's most beautiful parks. 
 Buton the Accelerated Development Programme you will be 


Every participant has access to micro and mainframe computers, . 
and to the school's library — which is one of the UK's biggest ! 
subscribers to on-line databases. 

In preparing for the business jungle, we believe you need all the . 
weapons we can give you. 


Send for more information. 


For more details of the Accelerated Development Programme, 
talk to your Personnel or Human Resources Manager. Or simply fill in 


We can't guarantee to get you to the top. But we can guarantee tc 
help you on the way. EE 


To: Dept of External Affairs, London Business School, Sussex Place, 
Regent's Park, London NW1 4SA, U.K., Tel: 01-262 5050 
Fax: 01-724 7875 Telex: 27461 LBS KOX G. 


Name: 
Job title: 

Company: 
Address: 














24/4/89 
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Accelerated Development Programme 
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Please send me details of: 
(Please tick appropriate box.) 
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Hartlepool — provision of residential, leisure and busines- ^ 
amenities and maritime-related enterprise at the new marin 
compiex. Teesside Park — specialist retail outlets at the old 
Stockton racecourse, now being developed together with the 
UK’s largest leisure centre. Teesside opportunities — backed by 

|. accommodation on technology and business parks. Participation Development Area grants and Enterprise Zone incentives.To find 
- and business opportunities in Teesside Development Corporation outmore contact Duncan Hall, Chief Executive, Teesside Develop- 
a initiatives: Tees Weir — a £200M rejuvenation of 250 ment Corporation, Tees House, Riverside Park, Midd esbrough, 


SAN RE 


. premises under construction or being planned. Specialised 


acres as a high quality office, home, retail and leisure mix. Cleveland TS2 IRE. Tel 0642 230636. FAX 0642 230843. 
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Much more than Takeshita ; 


ICHARD NIXON was not the first poli-  g 
tician to find that governments canbe [9 
brought down by the silliest mistakes. Nor 
was he the last. Only a tiny tremor was felt a 
year ago when some junior reporters investi- 
gating the deputy mayor of Kawasaki, one of 
Tokyo's grimier suburbs, found that he had 
ken a bribe from a company called Recruit 
^in exchange for favours in an urban-renewal 
project. This week the political earthquake 
that has since gathered force shook Japan’s 
prime minister out of office. Mr Noboru 
Takeshita’s colleagues at the top of the ruling Liberal Demo- 
cratic party are hoping that his sacrifice will mean the end of 
their troubles. Japan’s friends should hope it will not. 

That is not to wish ill to Mr Takeshita’s successor. At 
midweek it seemed likely that the man taking over for the rest 
of Mr Takeshita’s term, which ends in October, would be Mr 
Masayoshi Ito, a former foreign minister. Mr Ito is 75 years 
old and in poor health; he has loudly said he does not want 
the job. But he is under pressure. His virtue is that he seems 
untainted by scandal. He has even shown political courage. 
When he was foreign minister in 1981, his prime minister, Mr 
Zenko Suzuki, cravenly backed off from a phrase in a commu- 
niqué referring to the Japanese-American "alliance" (far too 
controversial a word in those days). Mr Ito resigned. 

Whether it is Mr Ito or another Mr Clean, the party bar- 

ns are hoping for a return to business-as-usual in October. 
ı hat would mean a leadership contest among chieftains from 
the party's four main factions. These are headed by Mr 
Takeshita himself; Mr Shintaro Abe, the cautious and colour- 
less party secretary-general who was in line to succeed Mr 
Takeshita before Recruit blew up; Mr Yasuhiro Nakasone, 
the previous prime minister; and Mr Kiichi Miyazawa, the 
finance minister who had to resign over Recruit in December. 

All the faction heads are up to their eyeballs in Recruit— 
though none, including Mr Takeshita, has been accused of 
breaking any law. Yet conventional wisdom at the top of the 
party holds that, with the immensely unpopular Mr Takesh- 
ita out of the way, and with the electorate coming to grum- 
bling terms with the equally unpopular consumption tax that 
took effect on April Ist, it is only a matter of time before the 
party's fortunes recover. Why not stick to the comfortable old 
routines and wait for that to happen? 

It may go that way. The Japanese can draw on bottomless 
reserves of cynicism about politics as they judge their new 
government in the weeks ahead; shrugged shoulders could be 
the result. And, as top Liberal Democrats never tire of point- 
ing out, there is no mechanism for forcing change inside their 
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party, since its 40 years of economic brilliance 
(and its opponents’ 40 years of dottiness) 
have made its chances of actually losing power 
seem so remote. Yet this formidable conserva- 
tive logic was also offered by party bigwigs to 
explain why Mr Takeshita would never be 
forced out by the Recruit scandal. Look what 
happened to him. at 

It is a better bet that the scandal will no 
die. Recruit spread its favours—cheap shares 
in a subsidiary and cash donations for politi- 
cal campaigns—far and wide. In Japanese 
money-politics, many companies buy influence from politi- 
cians. Recruit was dealing in such breathtaking amounts, 
handed out so extensively, that it seems Mr Hiromasa Ezoe, 
Recruit's chairman, was trying to buy politics itself: a high 
position for himself in one of the ruling party'sfactions. — 

The scandal has been kept on the boil by the investiga- 
tions of the Tokyo public prosecutor. Some people thought 
that the prosecutor was running out of leads. It now looks as 
though he may have even bigger ones, including the possibil- 
ity that Mr Ezoe dealt illegally in large blocks of Nippon Tele- 
graph and Telephone shares when the huge state company 
was being partly privatised—and then distributed the pro- 
ceeds to politicians and bureaucrats (see page 21). E. 


Two jobs for Mr Clean s 
Recruit has shown that something is seriously awry in Japa- 
nese politics and society. lf the ills are not cured—and the 
present crisis may be the only way of ensuring they are—Ja 
pan is going to have a hard time finding the proper place fot 
itself in a world that increasingly depends on it. d 

The most obvious wrong is money-politics itself. A lowh 
member of parliament has to raise $1m in a non-election year 
to pay his staff and sweeten his constituents; most of tha 
money has to be raised from companies, like Recruit, looking 
for political and bureaucratic attention. Constituents are as 
guilty of milking this system as politicians. Members of parlia 
ment attend an average of 6.6 weddings and 26.5 funeral: 
each a month. They are expected to bring a gift of ¥10,00 
($75) to each funeral and Y20,000-30,000 to each wedding 
For a three-week period every December, a politician has t 
attend or be represented at 30 parties a day, at each of which 
he must chip in Y5,000-10,000. L 

America's post-Watergate reforms and Japan's own post- 
Lockheed ones suggest that supply-side attacks on money- 
politics do not work: new methods of delivering the supply 
will be found. But some things can be done to reduce Japanese 
politicians' demand for money. The most needed is to replace 
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three-to-five-member constituencies with | single-member 
_ ones. This would eliminate the money-burning contests be- 
—. tween different factions of the Liberal Democratic party for 
__ the same seats. A quicker fix would be to outlaw politicians’ 
gift-giving at funerals, weddings and parties. 
" The deeper lesson of the scandal is that Japan cannot 
move forward unless some of the regulations, controls and 
_ protection swaddling its economy and society are loosened. 
= The strohg exchange rate of recent years has remarkably re- 
made Japan, thrusting its companies out into the world and 
- — bringing many more of the world's goods and ideas to the 
— Japanese. But the country’s potential remains stunted. De- 
— spite the high yen, avid Japanese consumers still pay two or 
more times world prices for many consumer goods because of 





a distribution system designed to protect shopkeepers. Farm 
protection means the Japanese still pay six times the world 
price for rice and three times for beef. Regulations and taxes 
restrict the supply of land for housing when the demand for it 
is bursting Tokyo's seams. 

The black joke of the Recruit affair is that the Recruit 
company was an excellent young firm, sparkling with bright 
ideas for new services and markets. Something is badly wrong 
when politicians and bureaucrats hold so much sway that 
companies like Recruit reckon they should be ladling out cash 
to buy licences and favours from them instead of racing ahead 
in the marketplace. The great test of whatever political re- 
forms the Liberal Democrats make will be whether they help 
to end that sorry state of affairs. 





Communism's convulsions 


The people are unhappy in both China and Russia. The party stands between them 
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N CHINA it is student-power, in Russia it is voter-power. 
In the past month communists in both countries who had 
never before questioned their right to rule have been hum- 
- bled by the people on whose behalf they claim that right. 
| In Beijing not only did 100,000 students pack Tiananmen 
"Square last weekend in defiance of party instructions, but sev- 
— eral thousand had already had the cheek to shout their defi- 
- ance right outside the party bosses’ compound. China's once 
remote and all-powerful leaders suddenly looked simply re- 
- mote as the mood in China turned sour (see page 24). Mean- 
while in Moscow this week the party elders gathered to pon- 
- der the recent parliamentary election in which voters had 
_ their first chance in 70 years to swipe at some candidates and 
- watch them tumble. Communism’s two great experiments in 
reform have taken different paths, yet both have now come 
up against, not popular rejoicing, but popular discontent. 


. Blame it on unbalanced reform 


- Ten years ago Deng Xiaoping had the people behind him as 
“he led the dash for economic growth. Communists had the 
- reforming ideas, and hardly anybody questioned their right to 
lead. But in the past two years inflation has overtaken them. 
Clamps on credit and prices threaten farmers and small busi- 
“nesses and have already thrown many people out of work. 
Privileged students demonstrating for political freedom used 
to have little in common with China's toiling masses. But 
_ now public sympathy for the students suggests that people 
who have enjoyed the new economic freedoms have little 
faith that the party will defend them. 
— In Russia Mr Gorbachev has the Deng problem in re- 
- verse. He has made bold strides towards political reform, 
— partly because economic reform still does not work and partly 
- to chivvy party foot-draggers who realise that their powers 
— will be threatened if it ever does. The recent slightly free elec- 
- tion was an effort to take the argument to the people over the 
-— heads of party blockers. But glasnost has raised expectations 
__ that perestroika still cannot meet. How long can the spectacle 
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of a few fallen communists—even the 100 or so "dead souls" 
cleared out of the Central Committee this week (see page 
45)—make up for emptier shelves and longer queues? 

Their problems are different, yet Russia and China have 
much in common. Mr Deng's four modernisations (of indus- 
try, agriculture, science and defence) and Mr Gorbachev's 
perestroika are huge undertakings, on the scale of the indus- 
trial revolution in nineteenth-century Europe. It would be a 
miracle if the inevitable dislocation of people, jobs and even 
whole industries happened tidily and peacefully. But the task 
is all the greater since, by official order, the changes have to 
be managed within a straitjacket of single-party rule. 

Some of the old restraints have gone. In both countries 
communists have realised that Stalin was wrong: that state 
ownership of factories and farms gives power, not to entrepre- 
neurs who would use it to produce things people want, but : 
bureaucrats who serve only their own interests. Both partic. 
are trying out new sorts of ownership: a bit of private enter- 
prise, co-operatives, and leases that turn over land and fac- 
tories to those who can make good use of them. 

But ditching Stalin in favour of a touch of economic plu- 
ralism is one thing, ditching Lenin—and the party’s claim to 
power—is another. When bold Mr Gorbachev talks of ‘‘so- 
cialist pluralism”, he means encouraging debate within the 
Communist party, not allowing its authority to be challenged 
by other parties. As China's students are complaining, Mr 
Deng cannot bring himself to go even that far. Which is why, 
when the problems pile up, the know-it-all parties find their 
authority challenged on the streets and the picket lines. 

China's leaders are facing their challenge fresh out of 
ideas. In Russia ideas are all Mr Gorbachev has to his credit. 
His chances of survival would be better than Mr Deng's if he 
could turn his ideas into more food in the shops. If not, then 
Russians, too, may soon be out on the streets protesting at 
one-party perestroika. How awful for communists who claim 
to speak for the people to be talked back at so rudely. 
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Allowing GEC and Siemens to buy Plessey would be fine, if only 


Open your arms 


British defence-procurement were genuinely international 


$6 EN I want to keep my dividends up, you will dis- 

cover that my want is a national need." A prediction 
by Lord Weinstock, chairman of Britain's General Electric 
Company? Not yet, but bear those words, from Andrew 
Undershaft, the arms mogul in Shaw's play “Major Barbara", 
in mind now that the antitrust authorities in Britain and the 
EEC have given the go-ahead to a joint takeover bid for 
Plessey, Britain's second largest defence-electronics contrac- 
tor, by GEC and Siemens of West Germany. National needs 
and defence contractors' wants still have a nasty habit of be- 


g made to coincide. 


- The usual slogans have been trotted out for this bid— 
1992, scale, synergy, research and development costs, and so 
on—and both antitrust authorities have justified their liberal- 
ism by reference to competition in the European market, 
rather than merely the British one. It all sounds fair: the com- 
panies and their shareholders can be left to make their own 
mistakes—or the millions that would come with success. Yet 
it is principally the fact that Britain still buys its arms in a 
Shavian, nationalistic way that makes the bid worthwhile for 
GEC. Alongside antitrust liberalism, what is needed is for Brit- 
ain to buy its defence electronics from a wider range of suppli- 


ers, including foreign ones. 


Defence bizarre 


The search for more defence business is not the only motive 
behind the £2 billion ($3'2 billion) bid for Plessey. Siemens 
wants to sell telecommunications equipment in Britain, and 
Plessey's telecoms business there would help it do so. A take- 
over would also create Europe's second-largest chip maker. 
These businesses are either global already, or fast becoming 
„3; no grounds for objection there. Defence is different. 
Despite talk of a global market for arms, Britain's pur- 
chases from overseas—though growing—remain tiny. The 
Ministry of Defence is British industry's largest customer. Of 
its £8 billion-a-year equipment budget, a quarter of which 
goes on defence electronics, only a tenth is spent abroad. An- 


Of banks, borrowers and Brady 


Commercial banks must be encouraged to take the pain of reducing third-world debt. 


They can afford it 


Wi the debtors in Latin America have suffered, their 
creditors have prospered. The big provisions that 
many international banks made against their sovereign debts 
in 1987 have barely touched dividends or careers. But real 
incomes in the most heavily indebted Latin American coun- 
tries are now lower than at the start of the decade. Their po- 
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other 15% goes towards European joint projects, in which - 
British companies have a large stake. At the first whiff of con- 
troversy the government buries its plans to buy foreign arms. 

Huge losses, such as £1 billion thrown away by GEC on a duff 
airborne radar, seem to be needed to persuade it to look be- 
yond the usual handful of British suppliers. 

In such conditions, a takeover of Plessey invites monop- 
oly. A third of Gec’s £3.5 billion sales in 1987 came from 
defence work, and 4096 of Plessey's £1.2 billion. With 
Plessey's defence businesses on board, GEC and Siemens be- — 
tween them would control around three-quarters of Britain's 
defence-electronics contracts. Admittedly, the Ministry of 
Defence has already done much to rid itself of its cost-plus — 
contracts, which guaranteed profits to suppliers no matter : 
how inefficient they were. Only 796 of the ministry's con- 
tracts in 1986-87 were based on this principle, yet truly com- 
petitive contracts still accounted for no more than 35% of its 
spending in that year. The Monopolies and Mergers Commis- — 
sion, in its report on the Plessey bid, has also tried to 
minimise the scope for monopoly power. It recommends that - 
if GEC wins Plessey it should keep out of certain areas (such as — 
radar) and a particular contract (called jrips), or else license 
the technology to competitors. ' 

All such measures are worthy, but incidental. The real 
reason that governments do not get the best value for money 
from their defence budgets is nationalism. Britain is not the — 
worst offender: despite the rhetoric of European collabora- - 
tion on arms, France and West Germany buy án even smaller 
proportion of their defence equipment from abroad than 
Britain does. But they too are susceptible to changes that - 
would save them money, reinforce 1992-style openness, and — 
give Americans some financial interest in maintaining close 
military collaboration with Europe. 

Those are big prizes, and they can be won by driving hard. 
for a free market in arms among all che NATO countries. Brit- 
ain is the country best placed to lead the drive. Cynics ole 
Shaw should not always have the last word. f 
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litical fabrics are fragile. The danger is that steps taken to- 
wards democracy could all too easily be violently reversed if 
banks keep thinking that their debt problem will work idi 
out painlessly. 

The banks, anyway, are no longer in a position of com- 
mand, as they have been in the endless reschedulings since — 
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= 1982, when Mexico first ran out of money. The new debt 
—— field-marshal is the International Monetary Fund. The Fund 
—— showed its primacy earlier this month, when it promised Mex- 
- _icoa loan of $3.6 billion. This happened before the country 
started talks with its bankers, which it did only this week. The 
— IMF's move broke a tradition that it should make its loans 
— Conditional on an agreement between the debtor country and 
its banks. The break suggested that the Fund might lend to 
— countries, such as Mexico and Costa Rica, which have met its 
~ targets but still cannot raise money from banks. 
The debt-reduction ideas sketched out by the American 
treasury secretary, Mr Nicholas Brady, will put more pressure 
— on the banks. He suggested that the MF and World Bank 
— should lend to indebted countries to help them buy back 
- their bank debts at a discount, and also guarantee interest 
-— and principal on long-dated bonds that banks could accept in 
— lieu of such debts. This idea needs tightening up. The guaran- 
— tees should be available only if the envisaged debt swaps will 
—— eut deeply into the debtor’s interest bill, thus leaving little 
— chance that the guarantees would be called. 
— . There are two reasons for this proviso. One is that the 
—— World Bank's AAA credit rating would take a knock if its guar- 
- antees were ever used—thus making the financing of new 
— development projects more expensive. The other is that west- 
= ern taxpayers should not have, effectively, to bail out banks 
N- by paying the interest on World-Bank-guaranteed bonds that 
E ir borrowers are still too cash-strapped to service. 


— n 1988 Mexico paid its foreign bankers around $6.5 billion 
in interest—or an almost unsustainable 30% of its export 
- earnings. The figure must fall by at least $2.5 billion if foreign 
- banks are not to be paid more than 2096 of Mexico's export 
3 revenue this year. Mexico is now trying to get this relief by 
- way of debt-reduction rather than by raising an extra $2.5 
- billion of new money. 

-— — -In most past reschedulings, banks have lent fresh, short- 
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T MAY be that Mr Mikhail Gorbachev is now the only 
à person who can save the NATO alliance from the mess Mr 
b Helmut Kohl has got it into. If it seems curious to hope that 
. your adversary will rescue you from your friend, consider the 
- other twist in the tangle about nuclear weapons in Europe. If 
-. Mr Gorbachev declines to help, this will show that his inten- 
tions towards West Germany are by no means as innocent as 
— he says they are, and as Mr Kohl and Mr Kohl's supporters 
believe them to be. 
E It has been evident for several weeks that West Germany's 
_ chancellor, panic-stricken about the election late next year, 
— will do d rm before then to preserve the efficiency of 
NATO's short-range nuclear weapons. He has now let himself 
~ be bullied into adding a proposal for “early” talks with Russia 
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— West German wobblings make it necessary to put a straight question to Mr Gorbachev 





term money in order to get repaid the interest on their exist- 
ing (often overdue) loans, thus preserving their book value. If 
Mexico gets its way, this practice will stop. It wants banks to 
lend it new money for five or six years, rather than for one or 
two years as in the past. The extra risk involved in lending for 
so long will deter banks from lending enough to pay them- 
selves all the interest due to them. So they will no longer be 
able to kid themselves and their accountants that their Mexi- 
can loans are worth their face value. 

These tough Mexican terms on accepting new money 
should make the idea of swapping discounted bank loans for 
World-Bank-guaranteed bonds that much more attractive to 
the lending banks. However, to reduce Mexico's debt to a 
sustainable level, they will have to accept discounts of around 
4096 on their Mexican loans—compared with a discount of 
almost 6096 in the secondary market at present. That will 
mean income losses both for British and for American banks: 
the discounts will go beyond the provisions they have already 
made against these loans. They should take such losses i 
their stride: with rare exceptions, they are strong enough | 
do so. The alternative, if Mexico fails to clinch a deal, will be 
much less interest: for a time, perhaps, none at all. 

The Bank of England currently recommends provisions of 
at least 2096 against Mexican loans for British banks. The way 
the tax system works in the United States means that Ameri- 
can banks with provisions against Mexican loans of 3596 
could accept discounts of around 3096 before they lost in- 
come, provided they have large offsetting foreign earnings. 

If the banks go for debt reduction in a big way in Mexico, 
they cannot be expected to cover Mexico's (and other coun- 
tries’) external deficits, or even to provide much project fi- 
nance. The World Bank and, with luck, the equity markets 
will have to be the main sources of development money. Pro- 
vided they are seen to be lending to an economically virtuous 
Mexico, other heavily indebted countries should conclude 
that they are better off with an official mF and World Bank 
debt-reduction scheme than with unilateral default. 








designed to cut such weapons down to the same, small num- 
ber for each side. Germany's main allies, despairing of getting 
the jelly-like Mr Kohl to assume a firm shape before the elec- 
tion, reluctantly went along with the first part of this. But his 
urge to start talking to Russia has shocked them. 

America, Britain and France suspect that any negotiation 
to cut these weapons would soon become a negotiation about 
abolishing them. They fear abolition not just because Russia 
commands so much bigger an army of men, tanks and guns in 
central Europe. Even if Russia gave up that advantage, the 
continued presence of some nuclear weapons in Europe 
makes it less likely that war of any sort will ever break out. 

Mr Kohl is unlikely to let himself be persuaded to un-say 
what he has just said. He is mesmerised by the coming elec- 
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. .to the anti-nuclear demos of 1983. It is conceivable that he 
. - will get through to election day without making any more nu- 
clear retreats (for instance, by accepting the “third zero" of 
full denuclearisation). He may even win the election, though 
resent behaviour is the opposite of the sturdy calmness 
German voters used to admire in him. But these are frail 
- hopes, too frail for NATO to stand on comfortably from now 
- until 1991. This is the case for turning to Mr Gorbachev. 













p | Identification friend or foe 
- The Russians have never said clearly what they think a negoti- 


¿o ation about short-range nuclear weapons ought to be aiming 


-> gt. Their formal statements say "the reduction and elimina- 
— tion" of such weapons, but one or two of their senior officials 
© have suggested that "reduction" would be enough. The ques- 
tion George Bush, Margaret Thatcher and Francois 
. itterrand should therefore be asking on their various pri- 
-te chat-lines to Mr Gorbachev is: will you promise not to 
press for abolition? 

If Mr Gorbachev says yes, knowing the tape-recorder is 
switched on, everybody can relax. All but the crustiest of 
NATO’s generals are now prepared to make do with a fairly 
small number of nuclear warheads on a new land-based mis- 
sile to replace the rusting Lance, plus modest numbers of a 
new air-launched missile. The German government's pro- 
posal for talks with Russia says that NATO will need some 


Trade turns pinker 


The ups and downs of Britain' S iride deficit matter far less than the need to crunch inflation 






i N THE ve after West Genuas s Bundesbank unexpect- 
«edly raised its interest rates, a bad set of British trade fig- 
.. ..Ies might have confronted the chancellor, Mr Nigel Lawson, 

with a painful dilemma: raise British interest rates yet again, 
or eat his recent promises and let the pound slide. As it 
turned out, the figures were not so bad as the City had feared, 
. and Mr Lawson was briefly off the hook. But there is little 
cause for celebration in the Treasury. That so much should 
turn on one month's volatile and unreliable figures is a sure 


“sign of economic policy gone wrong. 


- The current-account deficit in March was 213 billion—a 
lot except by recent. standards. The financial markets had 
braced themselves for a deficit of between £1.4 billion and 
February's £1.7 billion, so they breathed a sigh of relief. As 
the risk of an immediate rise in interest rates lifted, share 
prices climbed. However, if the mood of relief is as shaky as 
the figures it is built upon, it will prove short-lived. Last sum- 
mer, even taking account of seasonal factors, the external def- 
icit fell from £1.8 billion in July to £700m in September, and 
se to £2.4 billion in October. - 
iiic are 1 pae to these ees t 







tion; the - - weapons of both bs for years to come. Th 
lar; he seems to have forgotten his own success in standing up - 
























































have equal numbers of their own. The estan can 
If Mr Gorbachev says no, on the other hand, it will b 
to ask what he is really up to. A Europe in which the 
armies are cut to equal size, each with a small force of s 
range nuclear arms, poses no danger to a Russia which 
on possessing a large armoury of long-range missiles. Fo 
Gorbachev to try to insist on the nuclear clearance of cen 
Europe would mean that his true aim was not Russia's se 
rity but the opening of a gap between West Germany at 
allies. If that gap were opened, it would probably develop 
a gap between Western Europe and America—becaus 
Americans are unlikely to leave their army in Europe 
the nuclear component they consider necessary. 1t is 
putting the question to Mr Gorbachev, ; if only to ft 
whether this is what he is really trying to achieve 
Pity Mr Kohl for the difficulty he faces, if not 
he is facing it. His country is in a curious state. T 
tremes of German politics, the Greens and the natio 
are both on the rise at the same time. Both of them, it 
different ways, reject some of the basic ideas on xh 
Hitler Germany has been built. West Germany's inte; 
nections have come loose. If Mr Gorbachev is also tryin: 
disconnect it from its western friends, that is something 
all western leaders—including Mr Kohl—need to know 
Mr Gorbachev, or is he not, someone they want to do b 
ness with? Russia’s leader, who has his own domestic wori 
should see the point of giving the right answer. 


cellor has MER to convince the City that he will stop 
pound from falling, regardless of what that promise entails 
interest rates. He has even warned, ominously, that he ne 
said the economy would land softly after last year's b 
growth. Decoded, that was a hint that he would let the: 
omy sink into recession rather than let a devalued poun: 
the inflationary spiral another twist. 


Trust me, trust my friend 


The trouble is that these threats and promises are simp 
believed. If they were, Mr Lawson would be facing irresi 
pressure for interest rates to fall. The gap of seven per 

points between British and West German interest rat 
flects the markets' belief that, for all the talk, the pou 
be allowed to slide in due course. Every time Mr- 
stresses his commitment to a stable pound the City 
ruefully. When he last made that promise he was overru 
the prime minister as soon as it came to be tested. A 
sterling recession may be needed to expunge the memor 
the meantime, Mrs Thatcher still apparently thinks tha 
exchange-rate targets are foolish. So when she thinks 
pound can be safely allowed to fall, that is precisely wh 
will be allowed to do. 





































sing the neglected core of what used to be called his me- 
m-term financial strategy: the growth of demand, as mea- 
ed by money-Gpp. Mr Lawson cannot sensibly give money- 
P priority over sterling when it comes to setting interest 
es. But by directing the City’s attention to it he stands a 
tter chance of making a stable pound consistent with inter- 
st rates that sit comfortably in the domestic economy. With 
terling held steady, weakening demand should persuade the 
City to accept lower interest rates; or higher rates, if demand 
grows faster than intended. 

. Seen in this light, the new current-account figures (and 
specially the gradual slowdown in the growth of import vol- 
mes) simply add one more item to the accumulating evi- 
ice that demand is moderating. The other evidence in- 
des house prices (which have begun to fall in parts of the 
outh-east), retail sales (roughly unchanged in volume terms 
ce last summer), and slowing growth of cash in circulation 


ave the rhino 





HE Queen and lies family emigrate fom Britain; ar- 
haeologists in the Holy Land discover the skeleton of 
a Pompeii-sized earthquake destroys Paris: Africa's 
"industry faces a threat of comparable magnitude that 
rtunately is not imaginary. Poachers are slaughtering the 
als that attract the visitors. Cape buffaloes are still com- 
, but the numbers of three of the big five—leopard, lion 
:lephant—are much reduced. And there is a real risk that 
hinoceros will soon disappear from the wild. 

his happens it will be an economic as well as an envi- 
ental tragedy for some African countries. Tourism is the 
d's biggest business and is already the biggest earner of 
um exchange in Kenya, where 700,000 visitors spent 
00m last year. In Zimbabwe it could become more valuable 
tobacco, in Botswana than diamonds. But fewer people 
go to Africa if the rhino disappears. Comments in visi- 
books in the big game reserves show it now ranks just 
nd the lion as the animal people most want to see. 

‘hey are often disappointed. In 1970 Africa had 65,000 
| ck rhinos. Today it has fewer than 4,000. White Paice 
ook secure only in their South African heartland. The rhinos 
re being killed because their horns fetch $30,000 in North 
en when they are turned into dagger handles—and 
ly as much in parts of East Asia when they are ground up 
produce quack medicines marketed as a cure for fevers, 
and heart complaints and as an aphrodisiac. 

Vith the help of conservation groups, those few countries 
are really committed to preserving wildlife have adopted 
ee-pronged approach to save the rhino: protection in the 
removal into fenced sanctuaries; export to zoos and sa- 
arks abroad. (Some also have a shoot-to-kill policy for 
hers. Zimbabwe has bagged more than 60 poachers dur- 














f sisa UNE ‘slippery vision for the chancellor ` 
his policies. His best chance of staying upright is to keep 


rica’s big animals are worth their weight in pounds, yen, dollars and D-marks 








0. 5% at an ánnual rate in the six mon ar 
pared with 9.4% in the six months to Piecembe): 

Sceptics point to bigger wage settlements and to the cur- 
rent spate of industrial disputes (see page 49). These are wor- 
rying, but in a different way. Faster wage inflation does not 
point to slower demand; but it does imply that as demand 
slows, the fall in unemployment of the past three years will 
peter out, and perhaps go into reverse. All the more reason 
for the government to explain—rather than deny—the role 
that demand mánagement plays in its policies. 

For the moment, however, the biggest danger to Mr 
Lawson's balancing act is the idea that sterling needs to be 
judged by the external deficit, instead of being used as a me- 
dium-term anchor for prices. Exporters are complaining 
loudly that the present level of sterling is putting them at a 
competitive disadvantage. Actually, it is their wage awards 
and price rises that are doing this. After ten years of Mrs 


Thatcher, it seems that British businessmen have yet to learn 


lesson one about the economics of inflation. 





ing the past four years, Kenya more than a dozen in the five. 


months to March.) The three-pronged policy itself is un- " 





controversial. The trouble is that it does not go far enou 


Some save-the-rhino ideas need to be shot down. Back- 


benchers in Zimbabwe’s parliament call for bounties on 


poachers to encourage rural people to kill them rather than 


rhinos; they overlook the risk of innocent people being mur- 
dered in that sort of hunt. Dehorning rhinos makes more 
sense. Conservationists who rubbish the idea note, rightly, 


that it would not deter all poachers. The beast’s skin, toenails _ 


and genitals as well as its horn are used in quack medicine 
Poachers show no compunction in shooting baby rhinc. 
whose horns are mere stumps. But these objections miss the 


point: most poachers are far less likely to risk their lives for a 


$500 skin than a $30,000 horn, especially if a way can be 
found to turn local people into gamekeepers. 


Harvesting horns 


A way exists, though the idea horrifies conservationists en- 
gaged in a faltering effort to stamp out the trade in rhino 
horns. The horns could be harvested for sale to give local 
economies an interest in preserving the rhinos. The horns 
grow again, so are a renewable resource. The big unanswered 
questions are how often and how quickly the horns regrow 
and whether the loss of the horns might alter rhinos’ breed- 
ing habits, leave their young more vulnerable to predators 
and force damaging changes in their diet. A start should be 
made on answering these questions by removing the horns of 
rhinos in a well protected national park and seeing what hap- 


pens. Tourists prefer unblemished beasts; but rhinos that are. 


sometimes hornless are e better than n no o rhinos at all. 

























A singular prime minister 


c Whatever her failures or her faults, Margaret Thatcher has been Britain's 
ne outstanding peacetime leader of the twentieth century __ 


T IS seldom easy to tell iude a contem- 
v porary figure will prove also a figure of 
” üssory. But Britons know already that that 
vC eveye of iV argaret Thatcher, who celebrates 

tenth anniversary as their prime minis- 
ter on May 4th. Her sex, and the length of 
her term in the office (bettered by only three 





- oprime ministers since 1780, and by none 
. since Gladstone) alone would guarantee it. 
~~ But her significance goes far deeper than 
- . this. More than any of her peacetime prede- 

cessors in this century, she has carved her a 


"^. name on the country. 





more tentative—turn out to have 
of those who helped change the world. 


-Thanks not least to her, collectivist eco- - 


~~ nomic policies are everywhere on the defen- 


sive. Even the Soviet Union is abandoning. > 
them, and may be taking aboard western - 


avs with western economics. 
Mrs Thatcher's brand of conservatism 
E i rooted in her own country, owing nothing 
to that of continental Europe. She has little 
time for the paternalism of Christian Demo- 
crats or Gaullists. Her economic doctrine— 
- favour of the market and against state in- 
vention or regulation—is shared by the 
American new right, who think of her as 
one of their own. Yet much of their agenda 
holds no interest for her. She accepts liberal 
abortion laws. She personally would like to 
see capital punishment restored, but has 
never made that government policy. She has 
tolerated the peccadilloes of ministers. After 
a^ disastrous effort to formulate a “family 
policy" in 1982, she has stayed well clear of 
anything that sounds—one of her favourite 
words—"‘preachy’’.- 

Her beliefs grow out of the English prov- 
inces, and the English class system: she ac- 
knowledges a profound debt to her father, a 
small-town grocer. "My policies", she has 

said, “are not based on some economic the- 
i or ibur on things I and millions like me were 
bror ht up with: an cigs day’ s work for 








rund s cannot ex- 
sm, nor ny her voy in 





jected Keynesian demand management in a 


She may also— here judgment must. E be 
een one. 


1979 should seem so decisive an event in 
British history. Her three predecessors at 10 
Downing Street came, after all, from a simi- 
lar provincial, lower middle-class mould. In 
some ways her policies have been a 
continuation of theirs. Mr James Cal- 
laghan, whose Labour administration. 
she defeated in 1979, had already re- 


speech to the Labour party conference in 
1976. It was his chancellor of the exchequer, 
Mr Denis Healey, who first targeted mone- 


tary aggregates as a weapon of economic pol- 
icy, not the 
' Howe, whom Mrs Thatcher put into the 


“monetarist” 


Sir Geoffrey 


Treasury in 1979. 
One vital difference between Mrs 


Thatcher and her predecessors was her 
readiness to admit that modern Britain was 


a failure. There had been respectable rea- 
sons for Britain's path after 1945. It was 
tired; it wanted to provide the basic decen- 
cies lacking in prewar society. It was saddled 
with an empire, albeit a shrinking one, and 
ex-imperial attitudes still harder to shake 
off. At the same time, its economy 's long rel- 
ative decline was accelerating. 

Its industries were hidebound, starved 
of investment, wracked by awful labour rela- 
tions. Two governments in the 1970s ended 
against a backdrop of venomous strikes. 
While West Germany and France—to say 
nothing of Japan—were growing at 3-596 a 
year, Britain often struggled to reach 296. 
Mrs Thatcher knew what the grim logic of 
compound interest will do to a 296 gap; she 
had heard Lord Rothschild, the head of Mr 
Edward Heath’s think-tank, warn an incred- 
ulous cabinet that Britain would soon be no 
richer than Italy. 


The political economy of handbags 

The question was: did that matter? For one 
kind of Briton it hardly seemed so. From the 
worst days of the war (their golden age) Brit- 
ain had been managed by an establishment 
of intelligent rationalists. They had taken a 


. view on what people should eat, how and 


where they should be housed, what condi- 
tions they should labour under, what they 
could hear on the radio or later watch on 


and women who were honest and cí 


wasn't and isn’t. 


200, d 
— 
manae tant 


Mid 





















































^V SPER TIER TALES RY ERE ESE HOEIDHE 
EEILIDIDIDUIIL pate iius 


television. They were in the civil servi 
their natural home; but also in the House 
Commons (on both sides of the aisle), t 
schools and universities, the BBC, € 
bishops' palaces. By the 1970s, when« 
for change like Harold Wilson's technolo 
cal revolution had been exposed as 
rhetoric, they had affected an elegan 
turned cynicism, a world-weariness, to a 
to their catch-phrases: "managed decline 
"playing Greece to America's Rome". | 
This establishment was made up« 





its members did not steal and cheat. | 
Wilson, Lord. Callaghan and Mr Heat 


all seduced by its niceness. Mrs 





That was the second way in which 
differed from them. She wondered why 
since the country had performed so ly 
those who governed it were so conten 
themselves; and she decided to break th 
As Mr Julian Critchley, an irreverent Con 
servative backbench member of Parliame 
has put it, she cannot see an insti 
without hitting it with her handbag. 

Why she should have challenged 
great and good where others had n 
matter for the psychologists. Perhap 
woman, she had been patronised o 
often. Perhaps she could afford. to- off 
unlike her three predecessors, she is 
or at least her husband is. She has ri 
to curry favour with the establishment 
joy the good life. For whatever re 












































































hatcherism is and how its victories have 
en achieved. 


Serious money 

'| have changed everything," Mrs Thatcher 
aid shortly after being elected leader of the 
onservative party in 1975. By now, as one 
oks at the institutions of Britain in 1989, 
one could well argue she is right. The old 
guard at the BBC has been turfed out. The 
universities have been so alienated that Ox- 
ord will not grant Mrs Thatcher an honor- 
ry degree. The glittering prizes in the civil 
ervice go to can-do meritocrats, not to ele- 
ant wordsmiths. The legions of local gov- 
nment have been chopped down; the 
rmin’d gowns of the law are next on the list 
be reduced to rags. — 

Mrs Thatcher's triumphs depended on 
crucial failure of her enemies. The old 
rablishment was fairly meritocratic, but 
ver enough. Too often, its ranks seemed 
ed to those not bred into them; it ac- 
pted the scholarship boy (though not his 
| but only on sufferance. So when 
| is it was not able to muster popu- 


is Thatcher presenting eser. as he 
upporter of Britain's underdogs. The 
Britain’s best-selling daily newspaper, 
|. a wholly working-class circulation, al- 
draws a flattering distinction between 
"hatcher (who, it reckons, knows what 
linary people want) and her ministers 
ho often do not). 

: Without this streak of personal support 
would have achieved far less, for many 
er individual policies have been deeply 
popular; the table below, from a paper by 
r Ivor Crewe from Essex University, gives 
some examples. At no time between 1980 
d 1987 did Gallup find more than 24% of 
ose it polled anxious to cut taxes rather 
an expand public spending; or fewer than 
% who preferred the opposite. Since 1979 
pport for more welfare benefits has mark- 
increased; support for a return of capi- 
punishment, which Mr Crewe rightly 
"the core of authoritarian populism”, 
s steadily dropped. 

To her personal support Mrs Thatcher 
as been able to add a sense of what would 
eplace establishment values, and this has 





embers | is cent to understanding what’ 


| | policy. Ať 
| ihi: centre of Thaicherism i is he belief thata ae 


society whose individual members pursue 
wealth is likely to be a happy one; and that 
there is no reason why those who acquire 
wealth from their own efforts should not 
also enjoy power. It follows that for Mrs 
Thatcher economic policy is not something 
that just keeps the show on the road. It has a 
wider social, even moral, purpose. 


Help yourselves 


Hence the essential first step of Thatcherite 
economics is to provide incentives so that 
people can enrich themselves. In 1979 this 
was revolutionary. Given the levels of tax- 
ation, accumulating wealth by work was 
hard. The top rate of tax on earned income 
was 8396. Apart from modest exemptions, 
investment income paid an extra 15% on 
top of that, to give a maximum of 98%. 

Against that background, Sir Geoffrey 
Howe's 1979 budget was 
dramatic. The basic rate of 
income tax was cut from 
33% to 30%; the top rate 
was cut to 60%; and the 
first £5,000 (a respectable 
amount in those days) of in- 
vestment income escaped 
the 15% surcharge (which 
vanished entirely in 1984), 
Mr Nigel Lawson’s no less 
dramatic budget of 1988 re- 
duced the basic rate to 
25%, and the top rate to 
just 4096. 

This boost to personal 
riches has been helped by three other 
trends. First, earnings differentials have in- 
creased. In 1970 the highest-paid 10% of 
males in fulltime employment earned 62% 
more than median earnings; in 1986, 76%. 
In 1970, the lowest-paid 10% earned 36% 
less than the median; in 1987, 41% less. Sec- 
ond, privatisation of state industries has 
nearly trebled the number of households 
with shares. In 1979 about 7% of all adults 
ae some shares; by 1988 more than 20% 

id. 

Third, and most important, owner- 
occupation of housing has continued to 
grow—more than 64% of British homes are 
now owner-occupied. This is only partially 
due to Mrs Thatcher; even in 1970 the fig- 
ure was around 5096. But only Thatcherites 
spotted what effect a 30-year growth in 
owner-occupation has had on the British so- 
cial structure. It has reintroduced inheri- 
tance. Economists at Morgan Grenfell, a 
merchant bank, estimate that inter- 
generational flows of capital are now worth 
£7 billion a year (or 1.5% of Gpp) and will 
rise to £13 billion by 2000. | 

Inheritance coupled with low taxation 
and wider share-ownership equals the 
democratisation of money. Politically, this is 
profoundly significant. Any post Thatcher 





way of communicating with the world—364 









mined die ‘old estable. Until the- 
1980s graduates ofthe top universities could 
live as comfortably, and enjoy more power, 
by joining the civil service rather than come 
merce. Today they aspire to be bankers or 
entrepreneurs. Mrs Thatcher has not just 
made it possible to get rich in Britain; she 
has made it respectable. 


The economics of trauma 


Providing incentives for the creation of per- 
sonal wealth has been one central objective 
of Mrs Thatcher’s economic policy. On a 
broader basis, she has been determined to 
change the climate in which corporate deci- 
sions are taken. 

Central to this has been the abandon- 
ment of policy objectives framed in terms of 
employment or output. Instead, the gover" 
ment emphasises supply-side improvemet — . 

| the removal of blockages 
(notabl EN trade-union 
. power) in “the labour mar- 
et, deregulation, free 
movement of capital. Cou- 
pled with these policies 
there was to be a reduction - 
in the share of the economy ~ 
appropriated. by the state, 

and a measure of price sta- 
. bility. | 
Only parts of this pro- - 
gramme have worked. 
Monetary targets have of- 
ten been missed. Britain re- 
mains inflation-prone, its 
present rate well above ltaly's or France's. _ 
Ás unemployment (and therefore benefit. 
payments) soared above 3m, public expendi- 
ture's share of GDP was higher from 1980 to 
1986 than in 1979. Sterling's rise in 1979. 
and 1980, to a trade-weighted rate 3077 
above its end-1978 level, and the con 
quent squeeze on corporate profits, were un- _ 

foreseen in the Treasury. — 

Twice, however, Mrs Thacker s gov- 
ernments have sent economic signals that 
were both brave and right. The first such 
moment was the 1981 budget. By that 
spring, unemployment had risen to 2.4m, 
double what it had been in May 1979; infla- 
tion was 10.3%. Though interest rates were 
falling by 1981, base rates after Mrs Thatch- 
er’s first victory had risen as high as 17%, 
prompting the director-general of the Con- 
federation of British Industry to speak of a 
“bare-knuckled fight with the govern- 
ment" . Manufacturing Was supposedly be- 
ing beaten to its knees. | 

Keynesian doctrine cried out for refa- 
tion. Instead, the chancellor both reduced 
planned expenditure, and raised indirect 
taxes—taking, in total, more than £4 billion 
out of the economy. In a celebrated letter to 
The Times—the establishment's hallowed 
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economists damned the policy and pre- 
dicted dire social consequences. 
They were wrong. Though unemploy- 
> ment continued to rise, and did not turn 
~~ down until July 1986, industrial production 
. had already bottomed by the time of the 
budget. And private-sector industry, faced 
with the reality that government would not 
reflate its way out of trouble, took the only 
other way: higher productivity and im- 
proved competitiveness, the keys to all that 
has been achieved since. 
The 1981 budget had a political conse- 


quence too. It convinced Mrs Thatcher that 


the uneasy truce in her cabinet between 
“wets —those who balked at her economic 
policies—and “dries” was unsustainable. In 
the autumn of 1981 she ditched the wets. 
The critical change was to replace Mr James 
Prior at the employment department with 
the dry-as-dust Mr Norman Tebbit. The sig- 
""Iwas clear. Though Mr Prior had started 
€urb the trade unions, the pace was now 
“to be forced: they were to learn the lessons 

that industry had already taken in. 
. Mrs Thatcher had to wait 2V? years, but 


then her opportunity came. The miners’. 


union, which had brought down Mr Heath, _ 


struck over a pit-closure 
programme. Its leader, Mr 
Arthur Scargill, had made 
it plain that, "Where there 
is coal, then that coal 
should be produced"; and 
no less clear that he saw the 
strike asa class war. — — 
From the spring of, - 
1984 Mr Scargill mobilised 
most of the miners, much of - 
the Labour party, and even 
parts of the establishment. 
And he lost. As Mr lan - 
Mac Jregor, the head of the 
coal board during the 
strike, has made plain, Mrs. 
| Thatcher he self d 


did not in- 























tervene in the day-to-day battles. But she 
gave him everything he asked for; police, 
money (the government spent at least £3 bil- 
lion on beating the miners), time (the strike 
lasted a year), and an utter refusal to accept 
a fudge, even when dockers and colliery su- 
pervisors struck in support of Mr Scargill's 
men. By early 1985 both sides of industry 
knew that this prime minister did not trim, 
and—as important—that she did not sacri- 
fice long-term objectives to short-term gain. 


Salami and the state 


Compared with her battles with the eco- 
nomics establishment and the trade unions, 
Mrs Thatcher's approach to the welfare 
state has seemed cautious. In 1982, after 
work by the Cabinet Office's think-tank was 
leaked in The Economist, she dismissed pro- 
posals like vouchers for higher education, or 
a health service financed by insurance 
rather than taxes. The next year she ordered 
the shredding of all copies of a Whitehall 
document advocating radical reform of state 
pensions. 

In her second term, education reforms 
adumbrated by Sir Keith Joseph, her educa- 
tion secretary from 1981 to 1986, got 
wrecked by a long teachers’ strike; the 1985 


review of social-security benefits seemed _ 
timid; reform of the national health service ` 


was limited to managerial changes in the 
wake of the 1983 Griffith report. 

Yet was she really so cautious? Hind- 
sight offers a different interpretation: that 
Mrs Thatcher is an expert salami-slicer. Her 
assault on local government is the clearest 
example. In her first term she laid fierce fi- 
nancial controls on local authorities. In the 
second term she introduced central controls 
(“rate-capping’’) on the revenue that some 
could raise, and abolished the Labour-run 
metropolitan counties and the Greater Lon- 
don Council. In the third term she has 
forced councils to put many services out to 
tender, and is replacing domestic rates with 
a poll-tax system that will put 75% of local 
government's revenue-raising under the 
centre's control. 

. Similar patterns can be seen in: 

@ the state industries (first 
appoint sympathetic chair- 
men; then hammer the 
unions; then set commer- 
cial targets; then privatise); 
@ housing (first sell council 
houses to tenants; then al- 
low some new building to 
escape rent controls; then 
reduce the subsidy to coun- 
cil housing; then remove 
rentcontrols on all new ten- 
ancies, to recreate private 
rental; then offer bulk pri- 
vatisation of the council 
houses that remain); 

e state education (first pro- 
vide "assisted places" in 
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private. schools; then insist on a 
curriculum: then let schools opt out 
authority control). 

This is government by softening-u 
the time the fina Thatcherite -ons 
opens, those who might resist have b 
feated so often that they are tir 
fight. The model suggests what a 
Thatcher government might be like. 
where the salami-slicer can still go to: 
include higher education (first term, sqi 
the cash; third term, change the finar 
institutions; fourth term, finance by v 
ers?) and, above all, the health service ( 
term, control costs: second term, chang 
management structure; third- 
limited opting-out; fourth term, 
taxation funding to insurance?). 

Some close to Mrs Thatcher thin 
welfare system can be treated the same 
so that benefits are targeted only on th 
who both need and deserve them. On 
server says the fourth term will be abow 
cial engineering", with benefits op ni 
to discourage—say—single-parer x 
to encourage people to live as: fa 
There has been some movement in. 
rection: the government was surprisi 
easy it was to remove the right to be 
unemployed school-leavers. 

Northern Ireland looks a good t rg 
the salami-slicer, with the governmen 
ing in stages from the Anglo-lrish agree 
of 1985 towards a comprehensive i 
ment. Might the coming privat 
Shorts and Harland & Wolff, the two : 
owned bases of the Protestant working- 
be the next slice? | 


Luck deserved zx 
"Has he luck?” Napoleon used to ask ab 
his generals. Margaret Thatcher has 

tainly had it. In 1982, when the impa 
her economic rigour on public opi 
threatened to lose her the next el 
Argentina’s invasion of the Falkland Is 































































































d her a terrifying s way to reassert her- 
elf. And even without this foreign adven- 
- Britain's opposition parties have 
d hard to keep her where she is. 
irst, Labour's trade-union comrades 
ided her the 1979 election. Then be- 
en 1980 and 1982 the Labour party tore 
self apart as the left tried to dominate it 
d the right retired to form the Social 
mocrats, In early 1983 some in the La- 
our shadow cabinet were 
prepared to ditch Mr Mi- 
hael Foot, their awful 
ader. But then—luck 
gain—the Alliance put 
p a terrible candidate at a 
by-election, in Darlington, 
abour won what seemed 
o be a famous victory, and 
Ar Foot was saved, to lose 
he general election com- 
























ne opposition was no , less helpful in 
. Many national Labour politicians 
'd- prepared to excuse the miners’ be- 
our. A few local ones in the “loony left" 
glorious copy to the media. The Alli- 
parties squabbled over defence. No 

der that in 1983 and 1987 the Conser- 
ves won 421496 of the popular vote; 
, against a divided opposition, to en- 
arliamentary majorities of 100-plus. 

uck, of course, tends to go where it is 
ed. Mrs Thatcher has at times shown 
determination. The Falklands war is 
vious example. But the challenges that 
e greater praise are the 1981 budget 
the miners' strike. On these she took 
unfudged decisions that had eluded a 
neration of British politicians. Only once, 














986, when she lost two cabinet ministers 
and considered resigning, has Mrs Thatch- 
er's political nerve failed her. 





he failures and the legacy 

"Thatcher's combination of luck and de- 
ness have won her deserved respect. 
yas the plain evidence that by some mea- 
s, such as the gains in manufacturing 
ictivity, Britain really has gone 
gh something like an economic mir- 
le. Even so, such successes cannot disguise 
T shortcomings. 

Confident in her own rightness, Mrs 
tcher has done nothing to create a sys- 
f legal redress against government of 
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strange Westland helicopter affair of. 


the kind that Americans regard as axiom- 
atic. While dispersing the economic power 
of the state through successive privat- 
isations, in many ways she has centralised its 
political power—and in some has seemed to 
want to monopolise power herself. She does 
not like the British tradition of dissent. 

She has not begun to stem the tide of 
British ugliness—the yobbish teenagers 
shivering in their torn gear; the shoddy 
streets littered with fast-food packaging; the 
drunks urinating on London’s tube plat- 
forms; the drug culture. It is facile to call 
those concerned "Thatcher's children”: she 
is not responsible for their actions. But nei- 
ther, after a decade, has her government any 
real idea how to change them. 

One vision of Thatcherism shows no 
sign of coming to pass. This is the view that 
Mrs Thatcher would create a liberal, class- 
less Britain, like America at its best. Nor has 
she challenged the power of heredity 
(the ultimate unThatcherite value) in 
the House of Lords. Britain in some 
ways is more meritocratic than it was; 
in others it remains as snobbish and 
exclusive as in 1979. The arrogance 
that sometimes goes with wealth is in- 
deed more openly displayed; and— 
witness the way “yuppie has become 
a broad word of populist abuse—is 
made no more palatable by the fact 
that the arrogant may have earned their 
wealth rather than inherited it. Nor, while 
preaching Victorian values, has Mrs 
Thatcher until recently even noticed one of 
the most prominent of them: the duty felt to 
be owed by those whom luck or self-help has 
favoured to those less fortunate. 

Most critically, Mrs Thatcher has 
shown no sign that she is the right person to 
deal with what may yet prove to be Britain's 
most pressing political issue, "the national 
question '. She is the prime minister of the 
United Kingdom, but her heart is in south- 
east England. After the 1987 election the 
Conservatives held just ten of 72 parliamen- 
tary seats in Scotland, eight 
out of 38 in Wales. If resent- 
ment turns into separatism, 
she has no political base to 
deal with it. She does not 
know how to nurture the 
traditions of Britain's pe- 
ripheral regions, or those of 
some of its ethnic minor- 
ities. Equally, she lacks the 
temperament to realise that 
in ways critical for the 
development of its econ- 
omy, the whole nation may 
have to surrender some sov- 
ereignty to the European 
Community. 

. One other item on the 
debit side of the ledger; by a 
significant segment of the 
country, she is hated. Not 











resented, or  disliked.— Hiat ed. She has lacked 
the. sunny charm that President Reagan 
brought to his most controversial policies. 
Perhaps this is excusable; perhaps Britain's 
predicament cried out for someone who 
said, over and over again, that people must 
face the consequences of their own behav- 
iour, until the most mindless luddite finally 
understood what she meant. Perhaps the 
old establishment really had to be under- 
mined. Perhaps lots of people had to be 
made unhappy for the country to face the 
future with some confidence. Well, they 
have been—and it does. 

On the credit side, one thing is clear and 
unchallengeable: Britain has changed 
course, At an Anglo-American conference 
in Philadelphia in the autumn of 1986, it 
took an American academic to point out a 
curious thing: that all the London-based 
politicians, pressure-group activists and. 
journalists present were pessimistic abo 
Britain's future; yet all the businessmen and 
women, many from outside London, looked 
to the future with great confidence. — 

This is the change that Mrs Thatcher 
has wrought. Talk to the managers of those 
British companies that have come back from 
the brink in the 1980s —&rms like TI, ICi 
Thorn-EMt, Lucas—and it is easy to find her 
real achievement. These are people who may 
have been the first in the family to go to uni- 
versity; they often have social views more 
liberal than hers. But, for the first time in 
their lives, the prevailing ethos of the coun- 
try does not judge their work as boring at 
best, exploitative at worst. They have a 
prime minister who believes there is some- 
thing not trivial, but noble, in the simple as- 
pirations they have for their families—a 
good home of their own, plenty of spare 
cash, a decent school, children brought up 
to know right from wrong. Margaret 
Thatcher may not be the person to deal wit" ^ 
everything that will face Britain in ti 
1990s, but that change in British values is a 
legacy of which she can be proud. 









The monsters stalkin 
politicians’ dreams 


FROM OUR TOKYO CORRESPONDENT 


-RED-EYED from being up all 
night, Mr Noboru Takeshita, 
Japan's prime minister for 
the past 17 months, called 
reporters into his office on 
Tuesday morning, April 25th, 
to announce the inevitable. He was 
. . ming because of the Recruit scandal. He 
would go as soon as the stalled budget. — 
which should have been approved by April 
lst—was passed by parliament, probably 
within a month. His entire cabinet, plus 
leading officials of the ruling Liberal Demo- 
cratic party, would go with him (though 
some may be reappointed). The next morn- 
ing one of Mr Takeshita’s former aides, Mr 
Ihei Aoki, who had received Recruit money 
on his boss's behalf, slashed his wrists and 
hanged himself. 07 
The Recruit scandal, which broke over 
Japanese politics last July, has devastated not 
only lives and careers but the ruling party 
itself. Mr Takeshita was the fourth cabinet 
irs to give up because of the affair. In 
all, 4 






2 politicians, senior officials and lesser 
iave resigned, and 14 people have been 
Ámong those held are two former 
vice-ministers; Mr Hisashi Shinto, the for- 
mer chairman of Nippon Telegraph and 
Telephone; and the man who started it all, 
Mr Hiromasa Ezoe, the Recruit company's 
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founder. More arrests are expected, but the 
ruling party is hoping that Mr Takeshita's 
departure will end the worst of it. Vith Son- 
of-Recruit and Son-of-Son-of-Recruit now 
looming, that may be wishful thinking. 

In the end Mr Takeshita was defeated 
by the parliamentary manoeuvring that used 
to be his own greatest skill. For more than 
six weeks a surprisingly united opposition 
had brought parliament to a standstill. The 
Socialists and Komeito (Clean Government 
party), along with the Communists, have 
been boycotting the budget hearings. They 
demand that Mr Yasuhiro Nakasone, the 
previous prime minister, testify on oath be- 
fore parliament about his involvement in 
the Recruit affair. Mr Nakasone’s faction 
has been adamant that he should not. With 
one slip in his testimony, he would be 
charged with perjury. — — 


Mr Takeshita could not bully his prede- _ 


cessor to give evidence: to stay in power, he 
needed the support of Mr Nakasone's fac- 
tion. So Mr Takeshita tried to shame Mr 
Nakasone into appearing by offering parlia- 
ment a full account of what he himself had 


received from Recruit. Mr Takeshita admit- 


ted that in the months before he became 
prime minister he got ¥151m ($1.1m) from 
Recruit in the form of cheap pre-flotation 
shares in Recruit Cosmos, the Recruit 


eral council? Mr Ito is not a healthy ma: 












te ar 
ox. 


RV 
“We See die o 


group's property subsidiary, and in cas 
purchases of tickets to his fund-ra 
parties. | 2e 
With the. show of a clean breast, V 
Takeshita declared that was it. Unfort 
nately, it was not. A few days later it turne 
out that he had received another ¥50 
from Recruit. This was the second time th: 
Mr Takeshita had "forgotten" to tell par 
ment something important about his 
volvement. With this second lapse of m 
ory, the last shreds of his credi 
disappeared. E 
After his resignation, the government 
moved swiftly to restart the budget debat 
without the opposition parties. The ord 
nary Japanese is getting weary of the opposi- 
tion's obstructionist charade and, with Mr 
Takeshita half way out the door, would not 
unduly quibble if the ¥60.4 trillion ($46 
billion) budget were rammed through over 
the other parties’ heads. | 
When parliament returns on May 8t 
from its Golden Week holiday, Japan sho 
have a new prime minister waiting in th 
wings. Will he be Mr Masayoshi Ito, the 7: 
year-old chairman of the ruling party's get 























but he is the personification of clean pol 
tics. He might try to start rebuilding pu 
confidence in the Liberal Democratic pa 
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forms. 

With such hopes, the ruling party is al- 
dy rolling up its tentative plans for an 
arly general election. When things were - 
ooking desperate under Mr Takeshita, it 
ad been thinking of holding a lower-house 
lection to coincide with the upper-house 
oll due this summer. In an emergency, a 
double election is the Liberal Democrats’ 
- last resort: they are the only party with the 





























































FROM OUR TOKYO CORRESPONDENT 


NOBORU TAKESHITA is not 
the only one to have been 
dished by the Recruit scan- 
dal. The leading politi- 
cians who in normal times 
would have been in the run- 
ning to succeed him have seen 
their hopes frustrated. All but one of them 
have received gifts from Recruit that appar- 
ently make them unacceptable to lead the 
: country just now. The ultimate beneficia- 
ries of the scandal—though many of them, 
too, have been tainted with it—are a tier of 
relatively junior politicians in the ruling 
Liberal Democratic party who would nor- 
mally expect to wait another decade to get 
to the top. Some of them may be in high 
cabinet jobs this autumn or, conceivably, 
in the next few weeks. And they may be 
fighting for the prime ministership within 
five years instead of ten. 

First, consider the men already at the 
summit. The ruling party is a collection of 
five main factions. The men who head 
them are the top men in the party. The 
smallest faction of the five, run by Toshio 
Komoto (the only one untainted to Re- 
cruit), has little sway, which is why Mr 
Komoto is thought to have almost no 
. chance, even these days, of becoming 
. prime minister. The big four are run by Mr 
 "Takeshita; by his predecessor as prime 
- minister, Yasuhiro Nakasone; by the 
. party secretary-general, Shintaro Abe; 
and by the former finance minister, Kiichi 
Miyazawa. Mr. Nakasone's lieutenant, 
Michio Watanabe, is a transitional figure 
between generations. He belongs with the 





— Noboru Takeshita 
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over briefly as prime minister when his pa- 
tron, Masayoshi Ohira, died in office in 
1980. He belongs to the party faction led by 
Mr Kiichi Miyazawa, who was finance minis- 


elders because if he is to have a chance at 
power it is in competition with the present 
faction heads. 

All (save probably Mr Nakasone and 
Mr Takeshita) could still have one more 
shot at the top job, most likely at the end of 
October, when the party presidency (and 
thus the prime ministership) comes up 
again. The trouble for all except Mr Komo- 
to is that they are drenched in Recruit 
money. And each will shortly be crowded 
by youngsters from within his faction. 


The road to the top 


How did the new-new generation get into 
position? Six things seem essential: 

e A leg-up. All the new-new leaders had, or 
still have, strong ties to a former prime 
minister. All used the patronage to get an 
advantage over their colleagues. 

e Money. The average parliamentarian has 
to collect Y120m-130m (around $1m) a 
year to survive in office. Faction leaders 
need to raise several billion yen a vear to 
secure their members’ support. The ambi- 
tious politician has to create an efficient 
fund-raising machine in his constituency 
and at the national level. Voters expect 
gifts and favours (eg, help to get a son into a 
good school). 

e Supporters. Most of the new-new leaders 
have created networks of support groups, 
both within the Diet and outside. A poten- 
tial leader should himself become a mentor 
to less senior Dietmen. 

e Large constituency majorities. Serious 
responsibility does not go to Dietmen 
whose tenure may be tenuous. The party 


Kiichi Miyazawa | 








cember. So, if he doe E get thes top a Mr Ito 
will have to be flanked by representatives 
from two of the party’s other big battalions. 
There is talk that the party’s number-two 
job, the post of secretary-general, will go to 
someone from the Abe faction, probably Mr 
Masajuro Shiokawa. The post of deputy 
prime minister may go to a Takeshita man, 
probably Mr Shin Kanemaru. 

One of Mr Ito’s first jobs as prime minis- 
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The Recruit generation 





cherishes continuity above all. 
@ Expertise. Specialising in a single issue 
(building, education, farming or whatever) 
can get you on to the fast track. The trick is 
to become the director of the relevant sec- 
tion or research group within the party, 
then to use that as a power base to land a 
job as chairman of the corresponding Diet 
committee. Such an apprenticeship en- 
ables a politician to learn how to reach.con- 
sensus between the party factions as well as 
with the opposition. The wheeling and 
dealing also leads to contacts with the bu- 
sony and the business world, useful 

later for raising the cash he will need if he i is 
to take over leadership of a faction, ~~ 
e Ministerial experience. Vital for securing 
backing from businessmen. The big party 
posts, like chairmanship of the Natic! 
Organisation Committee, are also w 
going after. 


The tip sheet 


All the new-new leaders are well duslifad 

in these six areas. The question is which of 

them can make best use of the platform > 
they have constructed for themselves. 

Now, by faction, here are our guesses about 

who matters in Japan's next generation of 

politicians. 





Michio 1 Watanabe 


Toshio Komoto j 





would be to attend the Paris economic - 
üt in mid-July. Aides reckon that his 









is poor ealth (one of Mr Ito's more debilitat- 
. ing complaints is diabetes) would not keep 

him from the occasional trip abroad, but 
that he might not be up to the crushing daily 


- grind of the prime ministership for more 


than six months. 


"dent Gand. thus prime: 
October. Ideally, he would be a suitably 


minister) in late 


sanitised member of the old pud eer 
haps Mr Shintaro Abe, the present secre- 
tary-general, or Mr Miyazawa. If it was feel- 
ing really imaginative, the party might even 
reach down into the ranks of the “new-new 
leaders" (see box) for a young go-getter. Ei- 


oe nothing to solve the 3 
Nakasone’s involvement in ns Rec "ui 
fair, nor that of other senior party men. 7 
ruling party has nerve-rackingly little co 
trol over developments in this area. The’ 
kyo public prosecutor, Mr Yusu 
Yoshinaga, has his own timetable, and iss 









tematically squeezing a handful of leadi 





That might be perfect, as the ruling par- 
ty's guardians see it: a clean-up under Ito fol- 
lowed by the election of a new party presi- 








Takeshita faction 


SaN Hashimoto is 51, a graduate of 
a Keio University and, like 
many of the up-and-com- 

.  ersin the party, the son of 

... a former Dietman. He has 

. .been elected nine times 

by his Okayama constitu- 

ency and has been trans- 

" “ar port minister and health 

"n and "m minister. He seems to prefer 

mountain climbing to politics. Given any 
opportunity, he is off to Nepal or China to 
scale the peaks. Back home, he tends to 
play the part of a welfare worker. 





, iind Ozawa, another rising star in the 
Takeshita faction—and 
another Keio graduate 
and Dietman’s son. He is 
only 46 but has already 
been returned seven 

times as à representative 
4 for Iwate. He is genial, 
"7 and a diligent student of 
murs Like his former boss, Mr Kakuei 
Tanaka, he is now well tapped into the 
building industry goldstream. 

. He has a reputation for being slow to 
come to a decision. But the decision is nor- 
"ly a wise one and worth waiting for. 

re is something of Galesworthy’ s Vic- 





torian “Man of Property" about him. Per ` 


haps because of this he is thought of as an 
Anglophile, although he knows little of the 
outside world. 


Tsutomu Hata, the tepresentative Bom 
| Nagano, is a 53-year-old 
Tanaka protégé. and the 
son of a former Dietman. 
He has served seven 
terms. He was agriculture 
minister twice and is the 
Takeshita faction's resi- 
| dent farming guru. One 
of his disadvantages is that he is too inter- 
ested į in politics for its own sake. — 

E Hei is as e as Harold Macmil- 














ther way, the party elders reckon, politics 


will be working normally again. 


Or will it? Mr Takeshita's going hes 
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Nakasone faction 


Takeo Panam aged 55, son of a 

ü Dietman, has been 
elected eight times by 
Mie's voters. He special- 
ises in education issues. 
He would run into some 
. interference from Michio 
Watanabe, the faction's 

— inter-generational contes- 
tant, but Mr Fujinami is favoured by his 
faction boss, Mr Nakasone. All his talents 
may count for little, however. He is deeply 
implicated in the Recruit case, and many 
people suspect he risks prosecution in the 
next few weeks, If he is charged, that would 
be the end of his ambitions. 





Abe faction 

PE Mitsuzuka, a 61-year-old who 
has been elected six times 
for Miyagi. He has heavy- 
weight ministerial experi- 
ence, with spells as trans- 
port minister and trade 
and industry minister. 
Member of the furusato 
(hometown pork-barrel) 
generation. Knows all the ins, outs, upsand 
downs of local politics. 

Mr Mitsuzuka is a stay-at-home with 
seemingly little interest in. the outside 
world. He has the useful political knack, 
though, of being able to impress overseas 
visitors with his sincerity. A real Japanese 
boss: takes good care of his own people. 


Yoshiro Mori is a burly 51-year-old for- 
mer education minister 
who towers over western- 
ers, let alone Japanese: 
visitors feel they are in the 
presence of a svelte sumo 
wrestler. He has some in- 
ternational experience 
DS and talks frankly and 
E about what might be done 
about Japan’s money-politics. He is none 
too optimistic, however: “The tragedy of 
politics here is that there is no way to 
change things. " 
Mr Mori i is popular and, as chairman of 
the party's National Organisation Com- 
mittee, he is quietly accumulating influence 





politicians’ aides for every last dopi o 


information, 


The prosecutor believes that 


with the boys. His greatest souble is that 
he has been badly wounded by Recruit, 
having been a big beneficiary of its largesse. 


Miyazawa faction 


Koichi Kato i is the superstar and visionary 

| of the Miyazawa faction. 
Only 49, he has had 
plenty of ministerial exc 
perience—defence minis- 
ter twice and deputy chief 
cabinet secretary once. 
He can handle complex 
issues in farming as wellas . 
ra and Peur policy, though his real 
instincts and interests are purely political. 
He is resented for his brains. He took Re | 
cruit money, but showed his astuteness by 
instantly making a clean breast of it last 
year and keeping his head down since. This 
makes him practically clean again. 





Yohei Kono, aged 51, has been elected 
eight times for Kanagawa... 
with help from his father; 
another former Dietman. 
He is an education expert. 
and a good speaker; and : 
he charms the ladies. He ~ 
talks intelligently about - 
the currents that have 
uu loin since 1945. A soft-spoken ide — 
alist, he had the temerity in the early 1980s - 
to found the New Liberal Club, a dissident 
reform group within the Lop. Asked if the 
ruling party might split over Recruit, he 
says with a laugh, “Well, that has not been 
the case in the past.’ 





Komoto faction 


Pon zum. an eloquent 57-year-old, - 
has had ten terms as rep- < 


fecture. He learned his . 
politics from the clean 
(but poor) Takeo Miki 
and his fund-raising skills. 
from his faction head, Mr. 
Toshio Komoto, a former 
shipping magnate. Twice education minis: 
ter, he is the heir apparent to the Komoto 
faction. The faction's size means that light- 
ning would have to strike for him to make 
it to the prime ministership. 
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Nakasone helped wrT front for Recruit in 
the purchase of supercomputers from an 
American company, Cray Research. lt is 
also alleged that Mr Nakasone approved the 
appointment of Mr Ezoe, Recruit's chair- 
man, to government commissions whose 
recommendations had a direct bearing on 
the company's employment and informa- 
tion businesses. Mr Yoshinaga was drop- 
ping hints this week that he may have the 
Recruit case wrapped up by late May. That 
may mean he expects by then to have 
enough evidence to charge some leading 
politicians, including Mr Nakasone. Or it 
may mean he will have concluded there is 
not enough evidence for any such charges to 
be brought. 

Gulping politicians will, however, be 
aware that since he was indicted last month 
on a second criminal charge a thoroughly 
disillusioned Mr Ezoe has been pouring his 
heart out. Mr Ezoe had grander aims than 
making a fortune. He wanted to buy his way 
into politics—as close to the top as possible. 
In his more ambitious moments, Mr Ezoe 
apparently saw himself as a leader of Japan. 
The money he splashed around was aimed 
as much at landing himself a seat in parlia- 
ment as winning favours for his company. 

Recruit's ex-chairman may have let slip 
something that even the prosecutor's suspi- 
cious sleuths had never dreamed of: a whole 


new scandal. Anxious securities dealers are 
calling it Son-of-Recruit. In 1986, when the 
government was thinking of floating its first 
chunk of NTT shares, it tested the water with 
a small competitive tender for large inves- 
tors. Only 200,000 shares were put up for 
auction at the time; a further 100,000 were 
put on ice with the Ministry of Finance. 

Investigators are now looking into what 
happened to the 33,000 NTT shares that 
were allocated in the original auction but 
which, for unknown reasons, were not 
picked up. And what happened to the 
100,000 shares parked with the finance min- 
istry? Rumours point in a familiar direction. 
One suggests that as many as 20,000 of the 
pre-flotation NTT shares wound up with Mr 
Ezoe. The sale of these is reckoned to have 
netted more than Y6 billion (about $50m) in 
clear profit. The prosecutor's men are curi- 
ous to know who else shared in the profits— 
and what political favours were granted in 
return. 

Then there is Son-of-Son-of-Recruit. A 
routine investigation—this time of alleged 
bribery in the Ministry of Health and Wel- 
fare—has turned into a nationwide inquiry. 
It has uncovered an off-the-books slush fund 
involving most of Japan's 97 national hospi- 
tals. The cash was used to buy political fa- 
vours widely. The purge of Japanese politics 
may just have begun. 





China 
Enough! 


FTER ten days of student protests set off 
by the death of Hu Yaobang, the Chi- 
nese Communist party's former boss, the 
party's fist has hit the table. The students, 
who have taken to the streets throughout 
China to demand democracy, have been 
grimly accused by the People 5 Daily of try- 
ing to overthrow the Communist party. The 
message is clear. So long as 84-year-old Mr 
Deng Xiaoping stays in power there will be 
no Gorbachev-style political. liberalisation 
in China. If necessary, force will be used to 
back up the message. 
Yet protests have continued. Students 
from virtually all of Beijing's universities 


and colleges have vowed to boycott classes 


until May 4th, the 70th anniversary of an 
earlier student-led movement to bring west- 
ern ideas of science and democracy to 
China. They have also dissolved the official 
students' unions and have begun collecting 
money on street corners. 

It is said that Mr Deng is (pretty far- 
fetchedly) blaming the now deceased Hu 
Yaobang for the trouble. But Mr Deng also 
blames Mr Mikhail Gorbachev, as well as 
the Poles and the Hungarians, for giving the 


students ideas above their station. Mr Gor- ` 


24 


bachev is certain to be greeted by enthusias- 
tic crowds of students when he arrives on 
May 15th for the first summit between 
China and the Soviet Union in 30 years. 

That visit will be one more reminder 
that China's aging leaders are missing yet 
another opportunity to introduce the politi- 
cal reforms needed to underpin China's in- 
creasingly wobbly economic reforms. In- 
stead Mr Deng has sought to discredit the 
students, by associating them with the riot- 
ing which has erupted in other cities. 

In Xian, the capital of Shaanxi prov- 
ince, a crowd of some 100,000 gathered on 
April 22nd, the day of Hu’s funeral. Later 
some of the crowd broke away to attack 
newly built government headquarters in the 
city; they wrecked more than a dozen vehi- 
cles and smashed shops selling luxury goods. 
In Changsha, Hunan’s capital, unemployed 
young people smashed shops and attacked 
the police, who arrested more than 100 of 
them. Huge demonstrations also took place 
in Chongqing, in Sichuan province, and in 
Wuhan in central China. 

- But the centre of protest has been 
Beijing, where angry officials have compared 


the students to the Red Guards of the cul- 


sei, 


tural revolution. They have reason to worry. 
On the eve of Hu Yaobang’s funeral 
100,000 students defied an official ban on 
demonstrations and marched in disciplined 
order to Tiananmen Square to be greeted by 
an enthusiastic crowd of onlookers. They 
stayed there to humiliate party leaders as 
they assembled in the Great Hall of the Peo- 
ple to pay their last respects to Hu. Since 
then many students, backed by some of 
their teachers, have openly called for the 
government's resignation. 

The students continued their protests 
on April 27th, when many thousands 
marched the nine miles from their colleges 
to the centre of Beijing. The students claim 
to have collected 1.5m yuan ($400,000) in 
donations, particularly from private entre- 
preneurs. Their posters pasted on walls 
around the city have attracted large crowds. 
Posters ‘expressing support, purportedly 
from workers, have also appeared. This 
heightened government fears of a studcuc 
worker alliance rooted in discontent over in- 
flation and falling living standards. 

The students have been supported by 
Chinese intellectuals. Many have signed 
open letters calling on the government to 
start a dialogue with the students. Journal- 
ists on state-controlled papers are angry at 
the government's refusal to allow accurate 
reporting of the student protests. A few 
newspapers, such as the Science and Tech- 
nology Daily, breached the official silence 
and are likely to pay for it. The courageous 
World Economic Herald in Shanghai, 
which printed critical opinions on the dis- 
missal of Hu Yaobang, has been closed. 

Even if Mr Deng succeeds in suppress- 
ing the students, the political reverberations 
from the unrest will be a long time dying 
away. Now that the party has decided that 





Deng’s nightmare 
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its own authority is at stake, it will be all the 
harder for reformers like the party leader, 
Mr Zhao Ziyang, to press their case. Struggle 
with the masses always takes precedence 


ae internal party politicking. 


Afghanistan 
In search of 
a scapegoat 


AILURE is a new experience for the 
mujaheddin guerrillas. Not long ago 
they were doughty fighters who had forced 
the Russians to leave Afghanistan. Now 
they are uncharitably depicted as an undisci- 
plined mob outsmarted by the defenders of 
lalalabad. Their setback is measured not 
y in the casualties they have taken, but in 
a wss of morale that disturbs both them- 
selves and their foreign friends. 

One effect of this loss of morale is a 
search for a scapegoat. Who ordered the at- 
tack on Jalalabad? It had been widely as- 
sumed that Pakistan's military intelligence 
organisation, the 1S1, urged on the guerrillas. 
The Is! says the order came from Pakistan's 
prime minister, Miss Benazir Bhutto, hith- 
erto regarded as a dove in military matters. 
According to a report in the New York 
Times, the American ambassador to Paki- 
stan—unlike the mujaheddin—sat in on the 
meeting where the attack was planned. 

A success by the guerrillas would in- 
stantly banish these  recriminations. 
Jalalabad remains vulnerable, and the best 
fighting season is just beginning with the 
end of the winter snows. The lessons of the 
past two months of fighting may persuade 
the guerrillas to make a new effort to end the 
T--privalries between them. A more unified 

ymand structure and better planning 
may follow. 

For all the qualifications, the successful 
defence of Jalalabad has given a major prac- 
tical and psychological boost to the Kabul 
regime of President Najibullah, and backs 
up its claim to be stronger than most west- 
ern observers had supposed. The govern- 
ment is playing an artful game. Although 
still dependent on the Russians for food and 
arms, Mr Najibullah has distanced himself 
from Moscow and communism. 

He portrays himself in his frequent 
speeches as an Afghan patriot. He 
sympathises with the guerrillas who, he now 
acknowledges, fought a holy war against the 
Russian invaders. They are no longer “ban- 
dits" but "brothers" and "compatriots"'. 
He reserves his scorn for the political leaders 
in Pakistan's border town of Peshawar. 
They are “warmongers” under the direction 
of the hated Pakistanis. Mr Najibullah goes 
further. Just like any member of the 
mujaheddin, he is a good Muslim. "We in 
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the government have chosen the path of 
God and his prophet," claims the former 
head of the secret police, Khad, who has 
taken to quoting from the Koran and osten- 
tatiously attending a Kabul mosque. 

Mr Najibullah would dearly like a politi- 
cal deal with his new "brothers". That still 
seems unlikely. But local pacts are a possibil- 
ity. Moreover, eight Shia parties based in 
Iran, which have been cut out from the 
mainly Sunni "interim government” set up 
in Peshawar, are threatening to make a deal 
with the Kabul regime. They carried little of 
the burden of the war against the Russians, 
and could be a real nuisance to the Pesha- 
war-based lot if the Kabul government fol- 
lowed through on its hint about giving them 
an autonomous Shia state in Afghanistan. 

In fighting for his life, Mr Najibullah 
will not only be watching for political oppor- 
tunities; he will be keeping an eye on the cal- 
endar. His aim will be to survive until the 
snows return in the autumn. lf the guerrillas 
have made no significant gains by then, Mr 
Najibullah may begin to dream that he has a 
future. 





India 


Going a bit far 


FROM OUR DELHI CORRESPONDENT 


EVER exactly Swiss-clean, India’s poli- 

tics is getting dirtier. On April 21st the 
central government in Delhi bundled the 
state government of Karnataka out of power 
even though it had not lost its majority in 
the state assembly. This was an unconstitu- 
tional act, and a measure of Mr Rajiv Gan- 
dhi’s need to revive the morale of his Con- 
gress party before India’s general election, 


ASIA 


now at most eight months away. 

Karnataka, in the south-west of India, 
has been ruled by the liberal Janata Dal 
party for more than six years. That is long 
enough for some of its members to have 
grown restless. In October, 28 of them 
broke away, but Janata Dal and its allies still 
occupied 126 of the 224 seats in the assem- 
bly. Then another group of 19 wrote to the 
state’s governor saying that they had with- 
drawn their support. The governor advised 
the president of India to dissolve the assem- 
bly—in spite of the fact that seven of the 19 
had already written a second letter to him 
withdrawing what they said in the first. 

The governor justified his action by ar- 
guing that the dissidents had been wooed 
back by the offer of large sums of money. 
But such horse-trading is common in India. 
Anyway, the constitution says that a govern- 
ment’s strength can be tested only on the 
floor of the house. Karnataka’s chief minis- 
ter had summoned the assembly for April 
27th. The Janata government could have 
mustered a majority. 

That Mr Gandhi was prepared to let all 
this happen is a sign of his government's 
fears for its future. In the past four years the 
Congress party has lost every state election 
of consequence. Until last year it consoled 
itself by saying that people tended to vote 
differently in state and national elections, 
because there was no national alternative to 
Congress. Then, last October, a national 
Janata Dal was born out of the merger of 
three opposition parties. The formation of a 
National Front, consisting of nearly the 
whole of the opposition, then confirmed 
Congress's fear that it was at last facing a 
solid challenge. 

When Congress suffered its seventh suc- 
cessive defeat in a large state, in Tamil Nadu 
in January, the party began to disintegrate. 
Within days, in four of the large states still 
held by Congress, revolts broke out against 
chief ministers who had been thrust upon 
the state parties by the leaders in New Delhi. 
Mr Gandhi contained that revolt, but he 
still needed to make his party believe it can 
ram its way to victory in the general election. 
Hence the Karnataka caper. 

So far as Congress is concerned, it may 
have worked. The party’s spokesmen de- 
clare that the government in Karnataka fell 
because Janata Dal could not stop quarrel- 
ling with itself, That is what will happen in 
Delhi, runs the message to the voters, if you 
are so foolish as to vote for the opposition. 
The voters seem unpersuaded. 

In Karnataka itself, the reaction to the 
Congress coup has been curiously muted, 
perhaps because Janata has indeed been 
rather squabblesome. The reaction in other 
southern states has been fiercer. Anti-Con- 
gress demonstrations have taken place in 
Tamil Nadu and Andhra Pradesh. The 
Congress party, says the opposition, is pre- 
pared to violate the constitution: democracy 
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| CHAIRMAN'S STATEMENT 
_.. Although the Sun Alliance Group bore its share of the 
. costs of the tragic disasters of 1988 at Clapham and 


the Caribbean where Hurricane Gilbert did so much damage, 
we enjoyed the benefit of an exceptional absence of severe 
weather in the United Kingdom. In consequence, despite 
having to find another £27m for the October 1987 storm 
claims, the Group produced a record final profit of £372m. 
with a positive underwriting result of £58m, including a 
particularly strong performance in the U.K. 
! The continuing satisfactory trend in the Commercial 
account is largely due to sound underwriting, which itself 
depends a good deal on the technical support of our 
Surveyors and engineers in the field. They are able to provide 
advice on accident prevention, security and fire protection to 
our customers, whether in a small high street shop or the 
-most modern chemical plant, and in addition we support 
industry bodies such as the Loss Prevention Council and the 
Motor Insurance Repair Research Centre. During the year a 
Home Office Working Group, which was chaired by 
Mr. R. J. Taylor, one of our executive directors, published 
a comprehensive report on arson, and the human 
inadequacies and wickedness behind it. It is to be hoped that 
the recommendations will be supported and lead to success 
in reducing the dreadful level of claims arising from this 
cause. 
. Our Personal business has continued to develop well and 
-the exceptionally good outcome gives cause for much 
satisfaction. The Household account in particular produced 
good results. 
< Our Life business has once more produced a larger profit. 
~ However, our forebodings about the complexity of the 
Financial Services Act proved to be justified and this has 
Sometimes made it difficult to maintain the standard of 
service our customers should expect. Furthermore, the 
- prospect of yet further changes could again increase the cost 
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the customer. It is to be hoped that the current review of tl 


workings of the Act will achieve a very real simplification o 
investor protection based on genuine self-regulation. 
The Sun Alliance has always benefited from life busines 


| obtained through independent intermediaries, but largely : 


a consequence of the Financial Services Act many. 
intermediaries are choosing to tie themselves to financial 


- institutions. Therefore, in order to ensure a satisfacto ~ 


diversified distribution network for our long-term insta an 
and unit trust business, we have in addition developed oui 
experienced direct sales force and also appointed tied 
agents, which are particularly important in relation to 
mortgage business. mE m 

In the wider field, the draft Freedom of Services Directi 
approved by the European Parliament last summer, will 
come increasingly to shape our activities. Unfortunately, 1 
outlook seems less encouraging than we had hoped becat 
the rules proposed are a good deal more restrictive than. 
those which apply in the U.K. and in the Netherlands. — 

True freedom to transact business across frontiers still 
seems some way off, and furthermore differences in. 
contract law, regulations and taxation present formidable 
obstacles. Meanwhile, we have a wider representation on 


the continent than our British competitors and our tot 


life premium income in all countries of the Community 
already puts us in the first division of European insurance 
companies. | EX 
Our underwriting experience abroad last year was bette 
Europe and Australia, but significantly less good as 
competition sharpened in North America and a number of 
territories where we have smaller operations. | 
In the Marine and Aviation accounts, as forecast last ye 
the going has been very much harder, with over-capacity 
the market. However, our underwriters were able to repo! 


useful profit from the closed year 1986. 


Investment income rose by about 14% excluding the 
effect of exchange rate fluctuations. With the retention of 
further profits and appreciation in the value of our proper! 
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ad investments, shareholders’ funds rose to £2,103m and 
Mr solvency margin increased from 85% to 93%. 


WIDEND 

In view of the very satisfactory results, your Directors 

send to declare a final dividend for 1988 of 26.0p per 

iare, making 41.0p for the year. 

Rí REORGANISATION 

.. pfesent structure of the Group, which has served us 

sll, has evolved from the three major mergers of the past 

wt years. As we approach a new decade it is clear that we 

ied to reshape ourselves to match our strategic aims, our 

wrating structure and our marketing organisation. 

irthermore, under current legislation, non-insurance 

less, which is an important part of our activities, cannot 
\dertaken under the umbrella of an insurance company. 

2 are therefore bringing forward proposals for the 

‘mation of a non-insurance holding company, Sun Alliance 

oup plc, which will facilitate a variety of business 

welopments. | 

The new holding company will be established by means of 

Scheme of Arrangement under which shareholders will 

ceive four shares in the new holding company for each 

a rrently held. Full details are set out in the letter and 

her aocuments issued with the report and willbe — 

nsidered at meetings to be held immediately after the 

inual General Meeting on 17th May. 
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The Annual General Meeting of Sun Alliance and London Insurance pic will be held.at 12.00 noon on 17th May, 1989 
at the Head Office, 1 Bartholomew Lane, London EC2N 2AB. | l 

The Annual Report and Accounts were posted to shareholders on 24th April, 1989. If you are not a shareholder - 

and would like a copy please write to the Company Secretary at the above address. - | 


company will continue to prosper in the challenging times 









CONCLUSION m» 
The excellent figures which the Group has produced are 

the result of the professional skills and application of our 

whole staff worldwide. They represent the assurance that the 






ahead. 
























== RES Hi TS FUR 1984 
The audited Group results for 1988 are as follows:- 

















PREMIUM INCOME 
General insurance 
Long-term insurance 


General insurance underwriting result 
Long-term insurance profits 
Investment and other income 














372.4 171.5 


PROFIT BEFORE TAXATION d 

Taxation 110.3 .— 40.9 
PROFIT AFTER TAXATION 262.1 1306 
Minority interests 10.4 97 


PROFIT ATTRIBUTABLE TO SHAREHOLDERS 251.7 120.9 


DIVIDEND 809 62 
PROFIT RETAINED 170.8 597 
EARNINGS PER SHARE  1276p 613p 


DIVIDEND PER SHARE 41.0p — 31.0p 
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is not safe while it remains in power. 

The battle of Karnataka may in fact end 
by strengthening the opposition. The 
Bharatiya Janata party, a Hindu revivalist 
group that is Congress's main rival in two of 
northern India’s largest states, had stayed 








South Korea 
But still it grows 


FROM OUR EAST ASIA CORRESPONDENT 


HE azaleas are out in South Korea’s cit- 

ies, and so are the workers. Invigorated 
by the country's first full year of democratic 
government, they want three things: lots 
more money, union recognition, and a say 
in the running of their companies. Korean 
employers, used to long years of docile 
workforces, reply that they cannot afford 
the first. They dislike the second. And the 
third they consider an impertinence. 

The result has been a spate of strikes. 
These have already hit hospitals, mines, 
plastics manufacturers and suppliers to 
heavy industries. Yet to come are Seoul's 
taxi drivers. There were rumours of a gen- 
eral strike on May Ist, but no one seemed to 
be organising it. 

Both the far left and the far right of Ko- 
rean politics are trying to turn the labour 
unrest to their advantage. President Roh 
Tae Woo's bottle«throwing opponents on 
the streets are trying to forge alliances be- 
tween workers and students. They may ben- 
efit from divisions in the union movement 
between the mainstream Federation of Ko- 
rean Trade Unions, which represents about 
lim workers, and several radical union 
groups, whose membership in all runs to 
about 200,000. 

The right wing of Mr Roh's ruling Dem- 
ocratic Justice party wants to use the strikes 
as an occasion to crack down on dissenters. 
It was partly as a sop to such feelings that 
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aloof from the National Front. After the dis- 
missal of the Karnataka government its lead- 
er announced that it was willing to make ar- 
rangements with the Front so that the two 
groups would not take votes from each 
other in the coming election. 
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10,000 riot policemen were recently sent in 
to break up the union occupation of one fac- 
tory. Although the military-like operation 
was faithfully televised, the police found 
only a handful of workers to haul off to jail. 

The non-extremist majority of Koreans 
feel confused. Mr Roh must take some 
blame for this. A month ago he postponed 
indefinitely a promised referendum on his 
first vear in power. Looking back, one sus- 
pects he would have won it. Having funked 
the challenge, he has missed a chance to 
consolidate his position. 

The parliamentary opposition to Mr 
Roh has added to the confusion. The March 
session of parliament was full of hot air but 
produced little legislation. Mr Kim Dae 
Jung, the leader of the biggest party, has had 
a row with a newspaper over its claim that 
his entourage behaved badly on a visit to the 
Vatican. Mr Kim Young Sam, leader of the 
second biggest party, has had to apologise to 
the voters on television because one of his 
minions bribed a third-party candidate with 
$15,000 to stand down in an important by- 
election. All three opposition parties, which 
together have a majority in parliament, are 
still pressing the government to decide what 
to do with Mr Chun Doo Hwan, who ran 
Korea until 1988, and the more corrupt of 
his associates. By mid-week it seemed that 
Mr Chun would at last be persuaded to 
agree to the opposition's demand that he 
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testify before parliament. 

South Korea has bigger things to worrv 
about. Despite letting its currency rise ; 
liberalising some import restraints, it is in 
imminent danger of being labelled an unfair 
trader under America’s new trade law; that 
could lead to sanctions against its exports. 
Frenzied shuttle diplomacy to Washington 
has failed so far to lift the threat. 

The economy is looking less rosy than it 
did last vear. In the first quarter of 1989 ex- 
ports were 896 higher than a year before, but 
imports were up 2196. Inflation will be given 
a push by the latest round of pay rises, which 
have averaged 15.296 this year compared 
with 1296 last year. The first-quarter trade 
surplus, although an impressive $1 billion, is 
less than half what it was a year ago. 

Growth is not all it was. Real GNP in the 
first quarter of this year is estimated to have 
been only about 5% bigger than in the first 
quarter last year; the comparable figure for 
last vear was 15.296. That is not yet cause for 
alarm, however. Productivity last year rose 
more than wages. Even if it does not dc 
again this year, wages are not as import 
in Korea's export industries as in other sec- 
tors. In heavy and light manufacturing, they 
count for less than 9% of total costs. A more 
serious worry is what happens when raw-ma- 
terial prices or interest rates rise. Korea has 
few natural resources, and needs to borrow 
to expand its industries. Still, forecasts sug- 
gest healthy (if less spectacular) growth over 
the next couple of years (see chart). 

The challenge for Korea in the 1990s 
will be to manage the transition from a low- 
wage to a high-wage economy. An American 
report published this week showed that Ko- 
rean wages are already higher than Hong- 
kong's. Next year, if they surpass those in 
Singapore and Taiwan, they will be the sec- 
ond highest in Asia, after only Japan's. 
Workers and managers already know how to 
work hard, but they need to learn how to 
work together. On that tricky matter, nei- 
ther the president nor the opposition ap- 
pears to have any ideas. 
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Talking loudly and carrying 


a crowbar 


WASHINGTON, DC 


| Dee carefully above the Washington 
hubbub that is filled with Mr Jim 
Wright, the budget, defence and Mr George 
Bush's first hundred days as president. You 
may detect the first faint sounds of an 
emerging American trade policy. The worry 
X. hat the policy will be aggressive, unilat- 
| and may end up "managed" '—three 
words that could spell doom to the trading 
system that has brought prosperity to many 
countries since the second world war. 

It is still too early to be sure which way 
Mrs Carla Hills, the president's special trade 
representative, will jump. She sometimes 
uses the right free-trade language. America's 
performance at the recent GATT talks in Ge- 
neva on the Uruguay trade round was reas- 
suring. But hints of what the Americans may 
do are more alarming than what they say. 

The 1980s have been bad for the trad- 
ing process. President Ronald Reagan 
spouted free-trade rhetoric and often re- 
sisted special-interest demands for protec- 
tion. He even vetoed several trade bills be- 
fore signing the 1988 omnibus trade act. But 
he presided over the biggest increase in 
American protectionism since Herbert Hoo- 
ver's time—on one estimate, a quarter of 
imports now get protection, instead of an 

ith. And by creating a huge budget defi- 
«x and a soaring dollar, he helped to engi- 
neer the trade deficits that remain the mo- 
tive force of American protectionism. 

The Bush administration must decide 
how it will implement the 1988 trade act. 
That act was less protectionist than many 
feared. It discarded two potentially more 
protectionist plans: Representative Richard 
Gephardt’s to force countries to reduce bi- 
lateral trade surpluses with America, and 
Senator John Danforth’s to ensure equal 
market access in every industry. The provi- 
sions that are left are mostly discretionary 
weapons—the popular word is crowbars, af- 
ter Mr Bush gave one to Mrs Hills following 
her confirmation. 

This weekend Mrs Hills is publishing a 
list of other countries’ “unfair’’ trade barri- 
ers along with figures (which will be made up 
or, to put it more politely, rest on heroic as- 
sumptions) for how much bigger American 
exports would have been without them. She 
must also decide whether and how to retali- 
ate against Japan for obstructing American 
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access to its telecommunications market. 

The next little list Mrs Hills is obliged to 
draw up, this time by the end of May, is of 
priority foreign countries (PFCs) who merit 
“super-301”’ treatment (an already standard 
bit of jargon named after the relevant provi- 
sion of the trade act). PFCs are the countries 
whose trade barriers the United States re- 
gards as so egregious that, if they are not re- 
moved during further negotiations, compul- 
sory retaliatory action must be taken against 
them. The report out this weekend will be a 
guide to who is likely to go on the list. 

Washington is alive with South Korean, 
Taiwanese and Japanese businessmen, offi- 
cials and their lobbyists all clamouring to 
avoid PFC designation. America's 1988 bilat- 
eral trade deficit with South Korea was $9 
billion; with Japan $55 billion and growing. 
The Japanese have nevertheless taken heart 
from an advisory committee that recom- 
mended deferring super-301 action for a 
year. 

Congressional and business pressure 
will probably force the administration 
to name Japan, Taiwan, South 
Korea, Brazil, India and possi- 
bly the European Commu- 
nity as PFCs. But that is 
merely the start of the su- 
per-301 process. It allows 
for up to two years of nego- 
tiations. By then the Uru- 
guay round is supposed to be 
complete. And if that has not 
removed the cause for com- 
plaint, retaliation is still not , 
inevitable. It can be blocked if 
alternative compensation is of 
fered or if the president decides 
that the national economy or na- 
tional security could be damaged. 
There is plenty of scope for South 
Korea, say, to give warning of 
risks to its political 


Hills is alive to the sound of protectionists 

























stability—and so to America’s security—as 
reasons for not retaliating. Mr Han Seung 
Soo, South Korea's new trade minister, has 
been pushing this line in Washington. 
And—who knows?—Japan in its current 
political state might be the next to try it. 

The most intriguing possible blockage is 
an appeal to the General Agreement on Tar- 
iffs and Trade (GATT). Such an appeal will 
probably come from Japan. It is quite likely 
to succeed, for the GATT does not look 
kindly on those who decide unilaterally that 
trade practices are unfair—something it re- 
gards as its prerogative. It is not clear what 
America will do if GATT in effect declares su- 
per-301 illegal. But the prospect is one more 
reason for Mrs Hills to wield her crowbar 
with caution. 

Another test of the administration's 
trade policies will come over steel. Mr Bush 
unwisely promised during the presidential 
campaign that he would extend the “‘volun- 
tary’ restraint agreement (VRA) that limits 
imports of steel to 20% of the American 
market. Yet most domestic steel producers 
are now making record profits. Fewer of 
their foreign competitors are getting "un- 
fair" subsidies. If Mr Bush were a bold man, 
he would not renew the vRA. But if he feels 
obliged to keep a silly campaign pledge, he 
should do so in the narrowest possible way. 

The problem with protectionism is that 
its benefits go to narrow inter- 
ests, who are motivated to 
lobby for it, while its 
greater harm is spread 
thinly across the 

whole economy. 
[n the case of re- 
taliatory protec- 
tionism, Mrs 
Hills has already 
hinted at one way 
to avoid this political 
dynamic: make it a 
habit to retaliate 
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by taking action against a different industry. 
Such a policy would make special-interest 
calls for protectionism less rewarding. But 
the larger point—which Mrs Hills and most 
American politicians still do not seem to 
grasp—is that free trade remains a good 
thing even if a trading partner does not re- 
ciprocate. The removal of the other side's 
barriers would benefit both sides and is 
worth pressing for; but retaliation to achieve 
it would make matters even worse, not 
better. 

Nor do policy-makers always remember 
that the trade deficit is a macroeconomic 
problem that needs a macroeconomic solu- 
tion. No amount of retaliation can reduce it 
so long as the huge gap between America’s 
savings and investment persists. The deficit 
ballooned during the 1980s even though 
protection was on the rise. The only way to 
cure the trade deficit is to cut investment 
(undesirable), raise private savings (nobody 
knows how) or reduce public dissaving (ie, 
cut the budget deficit). If Mr Bush's chief 
economic adviser, Mr Michael Boskin, 
could only drum these economic lessons 
into his boss, into the commerce secretary, 
Mr Robert Mosbacher, and into Mrs Hills, 
he would do more to stave off American 
protectionism than all of Washington's Jap- 
anese and Korean lobbyists put together. 





Illegal aliens 
Prisoners of 
the border war 


BROWNSVILLE, TEXAS 


WO men with guns and binoculars scan 

the river from their van, parked just be- 
low the horizon, its lights out. They might 
be after snipe. But this time the prey is hu- 
man: illegal aliens from Mexico and central 
America. Welcome to the McAllen border 
patrol, operating 24 hours a day along the 
Rio Grande above Brownsville. 

Unless they are carrying drugs, detected 
river-crossers give up easily. Mexicans, like 
small trout, are thrown back to try again 
later. But central Americans, mostly from 
Nicaragua, El Salvador, Guatemala or Hon- 
duras, apply for asylum as refugees and are 


— detained while their cases are dealt with. 


The Immigration and Naturalisation Ser- 
vice (INS) reckons that most of their claims 
are "frivolous", meaning that the motiva- 
tion is economic not political. But those 
turned down can appeal through the courts. 
The process can take months—which is 
where the trouble starts. 

Until recently, requests for asylum were 
relatively few. Most central Americans 
joined Mexicans in simply crossing the bor- 
der and looking for work illegally. But that 
became harder after a 1986 law stepped up 
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Alien Brit 


FROM OUR CORRESPONDENT IN CUSTODY 


OURNALISTS are warned against be- 

coming part of the story they are re- 

porting, but sometimes this is hard to 
avoid. When a correspondent from this 
newspaper showed up for a long-sched- 
uled appointment to tour a Texas deten- 
tion centre for illegal aliens, he was sur- 
prised to be swiftly detained on suspicion 
of being an illegal alien himself. 

The polite but not over-friendly im- 
migration staff were not appeased by 
press pass, driver's licence, credit cards, 
etc. A passport was what they wanted, 
for their wheezing computer had a 
hunch that the visa stamped in it would 
prove non-existent or expired. But the 
passport was sitting in a hotel room 30 
miles away. Two hours of interrogation 
later, your correspondent was bundled 
unceremoniously into a police car and 
driven back under guard to produce 
it—leaving behind a hired car that had 
to be fetched later. 

The passport turned out to be in or- 
der, so punishment was small: several 
wasted hours, a nearly missed airline 
flight, a reprimand and a reminder that 
aliens can be fined $100 or given 30 days' 
jail for not carrying passports at all times. 
(A spot check turns up many Britons in 
America who bravely or ignorantly flout 
this rule.) But the episode leaves a few 
thoughts. 


border patrols and made it illegal for em- 
ployers to hire illegal aliens knowingly. 
Meanwhile at Brownsville, asylum-seekers 
were being released temporarily, given travel 
and working papers and asked to attend 
hearings before judges in Miami, Los Ange- 
les or wherever they were going. Not surpris- 
ingly, refugees poured across the bor- 
der—50,000 in the year to last September, 
over 60,000 in the six months since then. 
Fewer than 2096 turned up at their hearings. 

The INS responded by keeping the asy- 
lum-seekers in south Texas, at first leaving 
them at large and then—when that became 
unpopular with local residents—putting 
them in detention camps. The camps come 
complete with lean-to shacks, compulsory 
orange uniforms, wire, dormitories: all the 
paraphernalia of a prisoner-of-war camp bar 
tunnelling. Refugee-assistance groups ac- 
cuse the INS of turning the Rio Grande val- 
ley into a giant concentration camp that is 
all the more bitter for its inmates because 
most of them are eventually flown back 
home. A chartered aircraft recently took 
back more than 100 Salvadorans. 

The only ones to get better treatment 
are Nicaraguans, thanks to American oppo- 


First, when immigration officers de- 
tain a British journalist who has arranged 
a tour of their camp through their own 
press office, they demonstrate both a 
commendable lack of racial bias and a 
lively paranoia about the ever-looming 
threat of illegals. Second, when good 
identification papers are shrugged aside, 
it becomes suddenly clearer how hard it 
is for an illiterate Salvadoran to justify a 
plea for asylum. Third, the sight of what 
look like concentration camps in the Rio 
Grande valley is almost bound to be- 
smirch the image of the land of the free if 
even PR tours can lead to random 
incarceration. 





Our shame : 


sition to the Sandinist regime. The former 
attorney-general, Mr Edwin Meese, stopped 
any deportations even when the INS wanted 
to refuse asylum. That policy remain: — , 
force for now, though a Justice Departn..... 
reviewing committee is expected to approve 
the repatriation of some Nicaraguans 
shortly. 

The INS maintains that it is simply en- 
forcing the law, which does not allow pov- 
erty as a justification for political asylum. 
Those sent back are monitored in their des- 
tination countries by charities, to protect 
them against retribution. And a firm policy 
soon gets back to would-be emigrants, deter- 
ring them from even leaving their countries. 
Indeed, the numbers seeking asylum at 
Brownsville have plummeted. If the policy is 
relaxed, hundreds of thousands more would 
flood across the border. 

Refugee sympathisers respond that the 
central Americans are driven from their 
homes by wars and oppression—to some of 
which America has contributed—not just 
by poverty. They would not otherwise un- 
dergo nightmare journeys across Mexico 
during which they are beaten and robbed, 
sometimes by the “coyotes” who charge 
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them hundreds of dollars to act as guides. 

a Senate investigating committee, 
though it clearly approved of what the INs is 
doing, reckoned that asylum should be 
granted more often. But just as with the war 
on drugs, the real solution is to curb 
demand—by bringing peace and growth to 
central America, a process that will take 
time and effort. 

The oddity is that America may soon 
need more immigration, legal and illegal, 


PE ee 


not less. Labour shortages could be acute 
over the next decade as the working-age 
population of the United States shrinks 
compared with the old. And even if the 
illegals are successfully kept out, they may 
still compete with American workers. One 
recent study by the National Bureau of Eco- 
nomic Research suggested that illegal immi- 
gration does less to keep down American 
wages than competition from imports, often 
from Mexico or central America. 





New York city 


The zealot and the taxi driver 


NEW YORK 


N MAY 10th Mr Rudolph Giuliani will 
announce his candidacy for mayor of 

v York. Normally Republicans like Mr 
Giuliani stand little chance. Democrats out- 
number Republicans five-to-one. But the 
early polls place Mr Giuliani, who resigned 
in January as federal prosecutor for the re- 
gion, well ahead of Mr Ed Koch, the incum- 
bent Democratic mayor. Mr Giuliani is be- 
ing compared to another Republican 
prosecutor, Thomas Dewey, who went on to 
become governor and nearly president. New 
York looks set for a great political scrap. 

Mr Giuliani’s first hurdle, the Republi- 
can primary in September, appears laugh- 
ably low. His main opponent, Mr Ronald 
Lauder, a cosmetics heir and former ambas- 
sador to Austria, has already spent over $1m 
of his own money on his campaign. But Mr 
Lauder’s commercials have been bland. A 
recent poll by the Marist Institute for Public 
Opinion (Miro) gave Mr Giuliani 64% of 
the Republican vote, Mr Lauder just 1396. 

Why is Mr Lauder running? Some de- 

the hand of Senator Alphonse 
— .4mato, the state's top Republican, who 
loathes Mr Giuliani. An opposing Demo- 
cratic theory is that Mr Lauder is a White 
House plant who will either withdraw from 
the race, giving Mr Giuliani a morale-boost- 
ing early kill, or will continue to accuse Mr 
Giuliani of being "too liberal", thereby 
making Mr Giuliani seem more appealing to 
Democratic voters. Mr Lauder's reward, ar- 
gue the Democrats, will be a plum ambassa- 
dorship, while the Bush administration ac- 
quires a much-needed hero in Mr Giuliani. 

Democrats fear for their own candidate. 
Mr Koch has been mayor since 1977, and 
has rarely looked so battered. New York's 
newspapers, formerly Koch-boosters, have 
turned against him. A recent book accuses 
Mr Koch, who got his start as an open-gov- 
ernment reformer, of doing secret deals with 
shady political chiefs. Mr Koch has also ad- 
mitted that there were "unfortunate prac- 
tices" at the Talent Bank, an obscure job- 
referral agency he set up. The criticism is 
overdone. As the New York Times admit- 
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ted, "Mr Koch can in fact pride himself for 
presiding over impressively little old-fash- 
ioned patronage". But Mr Koch's populist 
image has been hurt. The more damaging 
charge against Mr Koch is that, after 12 
years, he looks tired and bored with the job. 

In the MIPO poll 58% of the respondents 
advised Mr Koch not to run. And Mr Koch 
has the support of just 2796 of registered 
Democrats—12 percentage points less than 
Mr David Dinkins, the Manhattan Borough 
president, who wants to be the city's first 
black mayor. Mr Koch will probably over- 
take Mr Dinkins, though it may take a sec- 
ond ballot in the primary to do that. A Gal- 
lup poll in March indicated that Mr Giuliani 
would beat either one of them. 

Mr Koch's people claim that the threat 


“Wilding” 


NEW YORK 


BR in an unusually violent city, the 
brutal beating and gang-rape of a 
young investment banker, while she was 
jogging in Central Park, has caused an 
exceptional fury. The reasons seem to be 
the youth of the perpetrators (most 
around 15), their number (between 32 
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AMERICAN SURVEY 


of Mr Dinkins and Mr Giuliani has acted 
like a tonic for the mayor. And he has an 
impressive record to defend: New York has 


boomed under his mayorship, though — 


growth has recently begun to slow down. 

But the campaign will not be about New 
York's economy. It will be about the “three 
Cs": crack, crime and corruption. These 
play to Mr Giuliani's strengths. During his 
five years as a prosecutor, Mr Giuliani ran 
up an impressive list of convictions, includ- 
ing eight Mafia leaders, the Pizza Connec- 
tion drug ring, Ivan Boesky and Drexel 
Burnham. Other prosecutions bequeathed 
by Mr Giuliani to his successor include the 
Marcos family and Mr Michael Milken. 

Mr Giuliani has become something of a 
folk hero—he even gets a mention in Lou 
Reed's new record, "New York”. Critics say 
that sometimes he abused his power. He pio- 
neered the use of the the Racketeer Influ- 
enced and Corrupt Organisation law—a 
1970 statute aimed at the Mafia, with unusu- 
ally harsh provisions—against non-Mafia 
defendants such as securities firms. Mr 
Giuliani was also a publicity hound, feeding 
juicy details of alleged crimes to the press 
long before trial. 

However, in the current climate of New 


York (see box) such quibbles about Mr 


Giuliani's methods are unlikely to become . 


issues. Mr Giuliani's bigger challenge will be 
proving that he has enough political nous 
and personality for the job. On the first 
count, Mr Giuliani has started impressively 
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by picking up the nomination of the tiny _ 


Liberal party (so he can run as its candidate. 


and 41 of them were roaming the park in 
a gang looking for trouble, according to 
police), their chilling light-hearted atti- 
tude (reminiscent of the film, “A Clock- 
work Orange”’)—and, of course, their 
race. The youths were all black; the vic- 
tim, now in a coma, was white. (The gang 
did also harass a black man and mug two 
Hispanics among its eight victims that 
night.) 

A new word, or at least new to the 
public, added to the alarm. Suspects de- 
scribed their activity—evenings spent 
mugging joggers and cyclists—as "wild- 
ing". Newspapers did their bit to fan the 
flames. The New York Post observed 
that calling the gang a "wolf pack” was 
libellous to wolves. 

Wolf-pack robberies are nothing new. 
Last year 622 wolf-pack cases were re- 
ferred to New York's family court. It is 
apparently the second most common 
crime among youths in the city, after 
crack dealing. 
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f, Giuliani hopes Dewey 
di. X" BS didn’t show the way 


-even if he loses to Mr Lauder). In the process 
— he stuck a finger in the eye of Mr Mario 
- Cuomo, who warned the Liberals that he 
might not accept their nomination for gov- 
 ernor if they backed Mr Giuliani for mayor. 
. The Liberal nomination also supports 
Mr Giuliani’s claim to represent interests 
that go beyond party politics and ethnic 
groups. Mr Giuliani was a Kennedy Demo- 
- erat in the 1960s and is liberal on social is- 
- sues, such as gun control and gay rights. His 
supporters say that, even against Mr 
— Dinkins, he would pick up a big chunk of 
- the black vote because of his line on crime. 
— Mr Giuliani's personality is unknown. 
-= Every New Yorker knows Mr Koch, who 
— looks, dresses and acts like a taxi driver 
(ironically, taxi drivers are fed up with him 
because he has slightly weakened their mo- 
- nopoly). Mr Koch is often tacky—his latest 
book is "His Eminence and Hizzoner’’, a 
collection of shared thoughts with Cardinal 
John O'Connor. And he often puts his foot 
- in his mouth. 
. Mr Giuliani is no stranger to public- 
. ity—one of his stunts as prosecutor was to 
- dress up in shabby clothes and deal in crack 
for the cameras—but he is more of a loner. 
- Despite his successful record as a prosecu- 
tor, he is unpopular with other lawyers. His 
reputation as a zealot may persuade New 
- Yorkers to opt for the devil-they-know in 
- Mr Koch. A dour personality helped 
Thomas Dewey, Mr Giuliani's role-model, 
. lose the presidency to Harry Truman. 
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WASHINGTON, DC 


= QIHORTLY before he eclipsed Colonel 
. MJ Moammar Qaddafi as the man the 
E Americans most love to hate, General Ma- 
. nuel Noriega proposed a simple bargain to 
| the R administration. If the Ameri- 
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cans would spit-and-polish Mr Noriega's im- 
age, and send Panama some weapons, he 
would personally see to it that Nicaragua's 
leaders were assassinated. Lieut-Colonel Ol- 
iver North, according to defence documents 
revealed at his trial, regretfully declined— 
assassinations of foreign leaders being 
against American law—but gratefully ac- 
cepted offers of lesser Panamanian sabotage 
in Nicaragua. 

Less than two years later General 
Noriega himself became the beneficiary of 
the law he wanted to break. In mid-1988, it 
seems, the Senate Intelligence Committee 
turned down a Reagan-approved plan to 
help Panamanian dissidents overthrow 
General Noriega. US News & World Re- 
port, in its May Ist issue, says that one of the 
committee's reasons was the fear that a mili- 
tary coup might include the dictator’s assas- 
sination. President Bush's covert schemes 
for doing down General Noriega are more 
humdrum. The latest ploy, the same maga- 
zine reports, has been to send a secret $10m 
to help the political opposition fight the 
presidential election that is to be held on 
May 7th. 

“We're involved in encouraging the 
election to be free and fair and open," said 
Mr Bush when confronted with this in- 
formation. General Noriega’s handpicked 
candidates say that the news of the money 
will make it even easier for them to win. And 
they remind people that, until quite re- 
cently, they counted themselves as chums of 
Mr Bush. Mr Aquilino Boyd, an enduring 
statesman who is now running as second 
vice-president, showed the Washington 
Post's correspondent a treasured album of 
friendly correspondence with Mr Bush 
("Gosh, Aquilino, I hope you understand"). 
Yet a congratulatory telegram to President 
Bush received no reply. How quickly they 
forget. 





Houses 


Costly bricks, 
subsidised mortar 


T USED to be the American dream: get 
married, buy a home, have children. Now 
at least one chapter of the dream is hard to 
manage. Young people in America find it 
ever tougher to buy their first home. A 
smaller share of young people can afford to 
buy houses than among the same age group 
a decade ago. 

[n its latest report on housing in Amer- 
ica, the Bureau of the Census notes that in 
the mid-1970s three-quarters of married 
couples between the ages of 25 and 34 who 
were renting houses or flats had enough in- 
come to buy their own home. In the mid- 


1980s the percentage had dropped below 
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Range on the home 
Single-family home, median selling price, $'000 


half. The overall home-ownership rate 
lower in 1986 than in 1980. 

Lawmakers across America are offering 
a variety of plans to help people buy a house. 
The most talked-about set of proposals 
would allow people to stash money away tax- 
free for their down-payment, either by using 
money already being saved in Individual Re- 
tirement Accounts (under current law, IRA 
money is subject to a 1096 fine and immedi- 
ate taxation if it is used before the investor 
reaches retirement) or by creating a parallel 
account specifically for savings towards a 
house. 

Whether this and other schemes will 
make housing more affordable is open to 
question. Like all tax breaks for property 
(such as the home mortgage-interest deduc- 
tion), a large portion of it will simply get cap- 
italised into higher house prices. Like all tax 
breaks for savings, the benefit will go mostly 
to better-off people: they are the ones who 
can afford to save, and they are in a higher 
tax bracket. The arrangement would 
bleed government revenue. And it woulu vr- 
olate the spirit of the hard-won 1986 tax re- 
form, which was designed to lower rates by 
ending sundry tax breaks. 

Another proposed solution comes from 
the House Banking Committee (which has 
jurisdiction over housing matters), with the 
backing of the committee's chairman, Rep- 
resentative Henry Gonzalez. It would create 
a $2 billion National Housing Trust Fund to 
subsidise mortgage interest rates for first- 
time buyers (defined as those who had not 
owned a home for at least three years) of 
homes costing up to 11596 of the median 
cost in a particular region. The interest rate 
paid by the buyer would be kept at or below 


6%. 

The plan is similar to a number offered 
by state governments. California and Mary- 
land, for example, offer below-market inter- 
est rates on mortages for certain lower-in- 
come first-time buyers. More recently 
Michigan's governor, Mr James Blanchard, 
has announced plans for a state savings pro- 
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gramme that would, in effect, guarantee 
first-time buyers the down-payment on a 
home, no matter what happens to prices, 
through a creative combination of tax 
breaks and reckless 10Us against future state 
tax receipts. 

Some statistics do not support the wide- 
spread impression that housing is getting 
less affordable. Since 1975 personal income 
in America has risen by 27% in real terms. 
At the same time, according to the National 
Association of Realtors, prices of new 
houses (which got bigger and plusher over 
the same period) increased in real terms by 
26%, while the median price of an existing 
house rose in real terms by just 596. The 
most rapid increases occurred between 1975 
and 1979. Since then prices have stabilised 
or even weakened. Today house prices are 
rising rapidly in southern California and 

vaii, are keeping pace with inflation na- 

ally, and have flattened out completely 
in the north-east. 

Housing is not immune from the forces 
of supply and demand. In a market where 
most of the supply already exists, the 
"affordability" problem will eventually 
solve itself. If an entire generation of people 
cannot afford to buy houses, the market will 
have to find its equilibrium by coming down 
to meet them. 





Nuclear power 


Lights off on Long 
Island 


[26 Islanders fearful of nuclear power 
seem about to get what they want: the 
demolition of the Shoreham nuclear plant 
over the past 20 years, at a cost of 

_m, by the Long Island Lighting Com- 
pany. LILCO has agreed to sell the plant for 
$1 to New York state, which is then pledged 
to demolish it. The company's board ap- 





mothball in its future? 
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proved the sale on April 14th, and the 
shareholders are expected to approve within 
the next few months. 

These steps are being taken even 
though the federal authority, the Nuclear 
Regulatory Commission has at last, almost 
five years after the application, issued a full- 
power operating licence for Shoreham. 
Anxious to remind the states that control of 
atomic plants is a federal responsibility, the 
NRC dismisses the fears of people living on 
Long Island that evacuation, in case of a seri- 
ous nuclear accident, would be more diffi- 
cult from this long thin island than it would 
be from areas that surround most other nu- 
clear plants. 

The Energy Department and members 
of the Senate Energy Committee would pre- 
fer to see Shoreham mothballed, in case se- 
vere energy shortages develop. They fear 
that Long Island faces the risk of blackouts 
for at least two years, as LILCO pursues plans 
to import more electricity from New Eng- 
land and Quebec. The new secretary of en- 
ergy, Mr James Watkins, calls the decision to 
demolish the plant an "Alice in Wonder- 
land" decision. 

What is angering businessmen and 
other electricity consumers most is New 
York state's promise, in its agreement with 
LILCO, that the state will compensate the 
company for its loss by allowing increases in 
electricity rates. The long-festering dispute 
has made it hard for the company to borrow 
except at extremely high interest rates. 
LILCO has already been allowed to raise its 
prices by 5.496 and expects. another rise in 
December. Further rises to pay for the 
Shoreham debacle will be spread out per- 
haps for as long as a decade. 





Republicans 


Excuses, excuses 


a a Republican why his party is an en- 
trenched minority in the House of 
Representatives, and has been for 40 years, 
and he will talk about Democratic gerry- 
mandering and the voters’ irritating habit of 
re-electing incumbents, mostly. Democrats, 
at a rate of around 98%. What chance for a 
poor Republican challenger? 

Time for a new refrain. In the past two 
months Republicans have had three oppor- 
tunities to prove in special elections (by-elec- 
tions) that they can win when no incumbent 
is running. They failed twice—even losing a 
seat—and had a brief scare in the third. 

On April 26th voters in Wyoming 
picked Mr Craig Thomas, a Republican, to 
replace Mr Dick Cheney, also a Republican, 
who had moved on to be secretary of de- 
fence. A loss would have been devastating. 
Wyoming is a Republican stronghold. Mr 
George Bush won nearly 61% of the vote 


Rollins wants to choose 


there last year; Mr Cheney has held the seat 
with ease since 1978; the state has elected 
only Republican senators for the past 18 
years. 

Mr Thomas won easily. But it did not 
always look as though he would. His oppo- 
nent, Mr John Vinich, was at various times 
leading in the polls, despite the Republi- 
cans' 3-2 advantage in voter registration. 
This was in part because Mr Vinich was bet- 
ter known to the voters (in 1988 he almost 
beat Senator Malcolm Wallop). But it also 
had to do with Mr Vinich's ability to assert 
that “out-of-state power-brokers'" were in 
charge of Mr Thomas's campaign. 

The power-brokers were Republican 
party managers who have adopted a new 
strategy to win more seats in the House of 
Representatives. Under the guidance of Mr 
Ed Rollins, the $250,000-a-year chief cam- 
paigner of the National Republican Con- 
gressional Committee, Republicans have de- 
cided that their best chances of winning 
House seats is to throw all their resources 
into selected races where they have a chance 
of winning. 

There is not much sign of the strategy 
working yet. In March the Republicans lost 
a seat that had been theirs in Indiana (it be- 
came vacant when Mr Dan Coats was ap- 
pointed to replace Mr Dan Quayle in the 
Senate). The race involved local issues. On 
April 4th the Republicans failed again. This 
time they had an opportunity to show that 
the much-heralded realignment of the par- 
ties in the South had progressed far enough 
for them to capture a Democratic-held seat 
in Alabama. Their candidate, a former 
Democrat, lost. 

If this continues, Republicans might 
conclude that voters are happy enough with 
a Democratic-controlled House of Repre- 
sentatives and a Republican-held White 
House. Some Republicans may already have 
decided this. Last year Mr Trent Lott, who 
was first in line to become Republican lead- 
er, quit his safe House seat to run for the 
Senate where it will be years before he accu- 
mulates seniority. 











| 


biis- a x. 


- A 
Anu c 


= 


M seg Be 





n bam 2 







































































Not just mares an 


_AMERICANS are in love with oat cui- 
LX. sine. Oat bran, which is the husk of 
the oat kernel, is being heralded as a mir- 
acle food. Companies large and small are 
peddling a variety of products containing 
it: hot and cold cereals, muffins, pasta, 
even potato crisps. The booming de- 
|- mand for oatmeal and oat bran has food 
- producers scouring the world for high- 
- quality oats. That this adds to the trade 
- deficit may leave Americans with a bad 
taste in their mouths—but so does oat 
bran, which is bland and gritty. 
Oat bran's elevation from stables to 
- dining tables began in 1987, when a best- 
selling book asserted that oat bran could 
help reduce cholesterol. A few scientific 
studies (some sponsored by the Quaker 
Oats company) confirmed this finding, 
and when the Journal of the American 
‘Medical Association reported this con- 
clusion last April oat-bran producers 
. started a vigorous advertising campaign. 
Quaker Oats is producing 1m pounds of 
oat bran a month, as much as it did in 
the whole of 1986. | 
Nutritional pundits agree that the sol- 
uble fibre in oat bran reduces choles- 
terol, thus lowering the risk of heart dis- 
ease and other ailments. However, it is 
hardly the panacea that has been por- 
trayed in some companies’ advertise- 
ments. The Centre for Science in the 
Public Interest, a Washington, DC, activ- 
ist group associated with Mr Ralph Na- 
der, estimates that regularly consuming 
35 grammes of oat bran a day—one bowl 
of oat-bran cereal or 90 Health Valley 
Oat Bran Animal Cookies—wouid lower 
a person's cholesterol by just 396. And 














Defence 


ll take both 


WASHINGTON, DC 


X AR DICK CHENEY, the defence secre- 
AVE. tary, failed last week to persuade his 
boss to abandon the Midgetman missile. So 
the decision, six years in the making, about 
how to modernise America’s land-based nu- 
clear missiles has been taken in a charac- 
teristic split-the-difference fashion. Presi- 
dent George Bush has decided to settle for 
neither his predecessor’s rail-mobile Mx, nor 
Congress’s road-mobile Midgetman. He 
wants both. m 

. The defence budget Mr Cheney sent to 
Congress this week proposes to put the ex- 
isting 50 Mxs on rail cars by 1992 (at a cost of 
4 billion) and t 
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d does eat oats 
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what could be a temporary food fad. 
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and to build no more. Mr Che- — 





genet d 


the health benefits are negated if sugar or 
cholesterol-laden dairy products are. 
added to make the oat bran bearable. 
Paradoxically, American oat produc- 
tion is actually plummeting, forcing food 
companies to import oats from Argen- 
tina, Canada and elsewhere. The ex- 


planation lies in the 1985 farm bill. Es- | 


sentially, the price {the 
government-guaranteed minimum price) 
for oats is so low that the grain cannot 
compete against other crops, such as 
corn (maize) and barley. Even if the mar- 
ket price for oats surpasses the govern- 
ment-fixed price for other crops in over- 
supply, the law perversely encourages 
farmers not to switch crops, and farmers 
are hesitant to abandon the comfort of 


government-guaranteed prices to ride 


target 
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ney has pledged to build and deploy be: 
tween 250 and 500  single-warhead 
Midgetmen by 1997, two years later than 
would be achieved if work began immedi- 
ately, at a cost of at least $25 billion. Mr Les 
Aspin, chairman of the House Armed Ser- 
vices Committee, says that Congress will ac- 
cept that compromise. | 

Mr Cheney's new budget is not a bold 
document. His task was to adjust the Reagan 
budget, which proposed 296 real growth this 
year, for President George Bush's prom- 
ises—first of zero real growth and then (in a 
deal with Congress) of a $3.7 billion cut. So 
Mr Cheney has cut $10 billion from the 
Reagan budget for fiscal 1990 and $9.9 bil- 
lion from 1991. Instead of any big bites, he 
chose to nibble around the edges. He plans 
to cancel only one big programme, the v-22 
or Osprey, a creature born of the unlawful 


union between a helicopter and an aero- 











plane, and popular in the Marine Corps as a 
way of getting from ship to shore with ~ 
getting your feet wet. — | 
Mr Cheney's biggest cut comes in the 
Strategic Defence Initiative, which will get — 
$4.6 billion, $1 billion less than Mr Reagan 
proposed in January. Over four years he 
would give $33 billion to spi instead of $40 
billion. He could justify this, if he wanted to, 
by saying that he is restoring deterrence by 
making missiles mobile rather than striving 
to make deterrence obsolete. But this would 
anger SDI's fervent apostles on the right, so 
Mr Cheney chose to wax lyrical instead 
about "brilliant pebbles”, a scheme for fill- 
ing the sky with 10,000 little rockets 
equipped with tiny computers and designed 
to seek out incoming missiles. It has the ad- 
vantage over previous SDI schemes of being 
cheaper, and the disadvantage of being, so 
far, mainly a dream in the ever-fertile mind 
of Mr Edward Teller. | 
Mr Cheney slipped away from another 
cherished goal of the Reagan administra- 
tion, that of having 15 aircraft-carrier b 
groups in the Navy, by planning to retire uic 
USS Coral Sea in 1990, earlier than 
planned. He will reduce the number of 
troops in the army by 7,900, or 1%. The re- 
mainder of his cuts come from stretching 
out the costs of programmes over more 
years, something begun under his predeces- 
sor. The Stealth bomber will yield $1 billion 
in fiscal 1990 from a year's postponement 
and small savings come from slowing down 
the rate at which Apache helicopters, anti- 


submarine aircraft, surface-to-air missiles 


and coastal 
acquired. EI 
- Some of these cuts will h 
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One week in the death of Beirut 


FROM A CORRESPONDENT IN EAST BEIRUT 





OBODY is sure why the firing stopped. 
For six weeks the shells crashed into 
Beirut. The weapons most feared by people 
in the eastern half of the city are the 240- 
millimetre mortars operated by Syrian gun- 
in the hills. These monstrous bombs 
through three or four floors of most 
buildings before exploding. The Maronite 
Christian forces under General Michel 
Aoun fire back with howitzers and multiple 
rocket launchers mounted on lorries. 

Then, on April 18th, came the unex- 
plained lull. Most guns stayed silent for a 
week before opening up again on the night 
of April 24th. Haggard Beirutis crept from 
cellars to stockpile food and refill sandbags. 
Many residents of the Christian enclave, 
which stretches from Beirut to a point just 
north of the small port of Byblos, tried des- 
perately to flee. Most failed. 

Crossing points between the Christian 
and Muslim halves of Beirut were sealed in 
the middle of March, making the Lebanon- 
Cyprus ferryboats, the Baroness M and the 
Larnaca Rose, the only means of escape. On 
Monday April 17th the ferry failed to turn 
up in Jounieh. The next day it waited out at 
sea as small launches shuttled terrified pas- 
sengers aboard. They reached the ferry 
soaked by the plumes of sea-spray thrown up 
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by falling shells. 
On Wednesday travellers gathered anx- 
iously at Jounieh hoping for the ferry's re- 
turn. Word that the ship was coming caused 
a chaotic dash to the quay. An hour later it 
was learnt that there would be no ferry after 
all. One heartbroken young woman sat 
down with her suitcases, put her head in her 
hands and wept. On Thursday night, too, 
the ferry failed to arrive. On Friday and Sat- 
urday it reached Byblos in secret. On Sun- 
day the ferry was cancelled because a French 
ship, the Penhors, was delivering fuel, and 
came into Jounieh only after guarantees that 
no other ships would enter the area at the 
time. Then, with an announcement that no 
more ferries were expected in the foresee- 
able future, the siege became complete. 
General Aoun believes he can rid Leba- 
non of the Syrian army that 
has occupied most of his coun- 
try for 14 years. His blockade 
of three illegal ports in the 
Muslim section of Lebanon, 
through which much of the 
marijuana crop is exported, set 
off the present fighting. From 
headquarters in the presiden- 
tial palace at Baabda, in the 
foothills south of the city, the 





general commands the predominantly 
Christian units of Lebanon's official army, 
and enjoys the support of the unofficial 
Christian militia called the Lebanese Forces. 
His best unit, the Eighth Brigade, is dug in 
facing the Syrians and the Druze fighters on 
the commanding heights at Souk al-Gharb. 

The general's war with Syria has ended 
normal life in the Christian enclave. Your 
correspondent visited a vast bomb shelter in 
a vault beneath a church, where old people 
and young bed down on mattresses and 
charity workers bring food. An organiser 
worries that the petrol shortage will prevent 
him from reaching the many elderly people 
who live alone. Another, who visits shelters 
all over the Christian part of Beirut, reports 
solid support for General Aoun. One 
woman shows off her gutted home, wrecked 
by a shell that had dropped through the ceil- 
ing. She calls the general a good man. 

Nobody expects the lull to last. In 
shops, offices and houses from Beirut to 
Jounieh, protective breeze-blocks and sacks 
of sand have been piled in front of windows 
and doorways. The Lebanese Forces, siding 
for the present with General Aoun and the 
army, have dropped lorryloads of earth 
along the sides of streets so that residents 
can make sandbags to protect their homes. 
Even the fancy boutiques along the Kaslik 
boulevard in Jounieh, with their latest west- 
ern fashions, have sandbagged up. 

The Penhors delivered 2,000 tons of fuel 
to the Muslim parts of Lebanon, and 5,000 
tons to the main Zouk power station in 
Jounieh. That should have been enough to 
provide two hours of electricity a day for 
about ten days. Nevertheless, on April 23rd, 
Zouk closed down, depriving most of the 
country of electricity. (Beirut had been cut 
off five days earlier.) A handful of buildings 
have their own generators, but most parts of 
the country are in complete darkness at 
night. Many petrol stations have closed for 
lack of power to pump fuel. Fresh food rots 
in warm refrigerators. 

The entrepreneurial spirit of che Leba- 
nese staggers on. For $10 a day the managers 
of underground car parks promise to pro- 
tect cherished cars from Syrian shellfire. For 
$1.50 you can have a sack filled 
with sand from the beach and 
delivered to your front door. In 
the shops, prices of most 
things soar. The banks observe 
haphazard hours. People 
queue with jerry cans at com- 
munal water pumps. 

For all these hardships, 
most Christian Beirutis regard 
General Aoun as an honest 
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in with a just cause. A minority feel he is a 
llicose adventurer who has over-reached 
self. On April 18th 23 Christian mem- 
rs of parliament met the patriarch of the 
onite church and issued a communiqué 
ng for a ceasefire that would be policed 
he Christian side by the Lebanese army 
on the Muslim side by the Syrians. 
| If the communiqué was intended to dis- 
tance the Maronite population from Gen- 
sral Aoun, it failed. For the next four days 
- apparently spontaneous rallies in support of 
the general erupted throughout the enclave. 
Dozens of cars bedecked with Lebanese flags 
ind. portraits of the general drove up and 
lown the main coastal road sounding their 
jorns. The general is compared with Bashir 
emayel, the popular Maronite leader who 





[^ HE plots continue. On April 21st Iran 
. announced that it had broken up a Cen- 
al Intelligence Agency spy ring that had 


ing the Gulf war. "The arrest of so many 
ies is unprecedented in modern history," 
id Mr Ali Akbar Rafsanjani, the Speaker 
"the majlis, Iran's parliament. “Frankly,” 
| a White House spokesman, "we dont 
ow what they are talking about." 

< Here is one theory. By purporting to un- 
mask an espionage ring, and by playing a 
leading part in the ensuing show trials and 
televised confessions, Mr Rafsanjani may 
hope to put on radical clothes at a time 
when moderation is out of fashion in Iran. 
ince Ayatollah Khomeini’s death sentence 
n. the British author of “The Satanic 
'erses", Mr Salman Rushdie, the mood in 
‘an has once again become fiercely anti- 
estern and isolationist. Mr Rafsanjani, un- 
elpfully labelled a pragmatist, even a mod- 
rate, by foreign commentators, may be 
seling vulnerable just when Iran's power 
truggle is about to enter a new stage. 

in March Ayatollah Hussein Ali 
Montazeri lost his job as Ayatollah Khomei- 
ni's designated successor because, said 
Ayatollah Khomeini, he lacked the neces- 
sary strength of character. His real offence 
was probably to have criticised the direction 
of the revolution, and corruption and dis- 
nity within the ruling clique, far too loudly. 
Now an 83-member “Council of Experts" 
has been given the job of finding the former 
uccessor’s Successor. | 

- The council may nominate a single out- 
standing figure. It is more likely to opt for a 
joint leadership of three or five people. Mr 











Rafsanjani presumably hopes to be chief 

mong them. As Speaker of parliament and - 

mmander of the armed forces, he already ~ 
a strong claim, which will be buttressed 


enticed the Israelis into Lebanon in 1982 2 
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afsanjani dons his wolf's outfit. 


ven military secrets to the Americans dur- - 






but was assassinated, allegedly by the Syri- 
ans, just before assuming the presidency. 
Most Maronites assume that General 
Aoun, like the dead Gemayel, is secretly sup- 
ported by a powerful ally. Fantastic rumours 
thrive in the Christian half of the city. Arab 
League peacekeepers are eagerly awaited. 





"The Americans, Iraqis, French and Palestin- 


ians are variously whispered to have prom- 
ised to come to the Christians’ rescue. One 
theory holds that the general’s men will 
push into Muslim Beirut, link up with army 
units there, and launch a combined crusade 
against the hated Syrians. Perhaps. Or per- 
haps the thought that Lebanon's Christians 
may in fact be completely alone is simply too 
hard to bear. — 





if he is elected president in place of the retir- 


ing President Ali Khamenei in September. 
But he wants the presidency only if its execu- 
tive powers are increased, possibly by abol- 
ishing the post of prime minister and reduc- 
ing the power of the chief justice. 

Ayatollah Khomeini’s intentions are as 
opaque as ever, but what happens to Mr 
Rafsanjani will cast light on them. Some 
clues suggest that he is still in the old man’s 
favour. Ayatollah Khomeini recently estab- 
lished a 20-man committee to draft a new 


‘constitution. Mr Rafsanjani is a member; 
“some prominent radicals, such as the inte- 
rior minister, Mr Ali Akbar Mohtashemi, 





-the main target of the ra i 
pushed aside by Ayatollah Khomeini's son, 







sanjanin ay now. xecome - 
s radicals. Or he may be — 


Mr Ahmad Khomeini, who has no formal 

job but whose influence is said to be grow- - 
ing. Does Ayatollah Khomeini, the cleric 

who overthrew the Peacock Throne, har- 

bour dynastic ambitions of his own? 
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Palestine 


Dr Arafat - 


FROM A CORRESPONDENT IN GENEVA | 












On April 2 Arafat called 
on Dr Hiroshi Nakajima, the director-gen- 
eral of the World Health Organisation in 
Geneva, and asked for the.admission of Pal- 
estine as a full member. This put the good 
doctor, who had been in office for less than 
a year, on the spot. He is a tnedical adminis- 
trator, not a diplomat. Under the wHo's 
constitution, a símple majority at its annual 
meeting on May 8th could grant Mr Arafat's 
request. But the agency might then lose its 
payments from the United States, which 
add up to a quarter of its income. Thirty- 
eight senators have sent a letter to the secre- 
tary of state, Mr James Baker, denouncing 
the PLO's “statehood theatrics”. — — 
Although Mr Arafat thinks he can mus 
ter enough votes to secure entry, a techt — — 
ity stands in the way. The WHO can av..... 
Palestine as a full member only if it is indeed 
a state. But is it? When Mr Arafat recog- 
nised Israel and renounced terrorism last 
December, the General Assembly changed. 
the name of the Palestinian observer mis- 
sions at the United Nations from "Palestine 
Liberation Organisation" to "Palestine". It 
did not chang: their status as observers. 
The Palestinians see the WHO applica- 
tion as the beginning of a campaign to win 
entry to other international bodies as well. 
The International Telecommunications 
Union is next on their list. Some of the Pal- 
estinians’ friends wish they had started else- 
where. They point out that the WHO, hith- 
erto one of the least politicised of the UN's 
many agencies, is in danger of becoming just 
another battleground. Meanwhile the deli- 
cate talks in Tunis between the United 
States and the PLO; which are supposed to 
be about weightier matters, are put under an 
unnecessary extra strain. 













































1. Advice that is totally objective. Rather than promote merger and acqu sitior 
transactions simply to generate fees, we become a strategic financial advisor, 
bringing a re ‘lationship focus to a transactional business. If a transaction is not 
clearly in a client's best interests, we will recommend against it. Our clients 

expect and get from us objective advice, based on a thorough knowledge of the 


needs and goals. 





2. Research free from conflict of interest. Good financial advice requires fun- 
damental research on a global basis. Morgan Guaranty's financial advisory s aff o 
of 120 analysts is based in all the major financial markets worldwide. These ana- 
lysts support Morgan's M&A and corporate finance activities. They do not. provide 
research to institutional investors to generate brokerage commissions. - | 














3. In-depth international capabilities. Research and execution today must - 
reflect the growing interdependence of global capital and industrial markets. — 
Morgan has always been an international firm with a major presence in the 
world’s financial centers. This international dimension - and our worldwide 


client base — further distinguish us from other firms offering M&A servic 

















4. Complete range of M&A services. They include: advising public anc 
companies on prospective acquisitions, partial or total divestitures, , ta free: $ 
offs, joint ventures, restructurings, and recapitalizations; furnishing a variety 

services under defensive retainers; acting as dealer manager for cash tender ` 
offers; providing fairness opinions; and acting as advisor and equity investoi 
leveraged buyouts. a. 














5. Compensation based on added value. We structure our fees to mat 
clients specific strategic objectives. Our compensation is tied direct! 
we add. This means we compete for M&A business on the basis of p 
and price. 
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We've set our sights on being the world's leading M&A advisor, and that's wh y 
we're changing the way this business is done. i 
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No matter what. There are 
certain things where we 
aren't prepared to budge an 
inch from our basic prin- 
ciples. For instance, when 
it comes to technical relia- 
bility. 

Regularly, our aircraft are 
subjected to a whole range 
of visual, status, function 
and detail checks. This is 


something which you can 
expect of every airline. 

For us, however, it's not 
enough. Our technicians 
and engineers work with a 
degree of precision only 
rarely achieved elsewhere. 
Using highly sensitive 
testing equipment, they 
inspect every aircraft down 
to the last rivet. 


O 


Because they think it's 
impossible to be too 
thorough. That's just the 
way we Germans are. For 
us, everything has to be 
exactly right. There are 
simply some things where 
we never try to cut corners. 
And this pays in the long 
run. Precision is our maxim. 
And we won't budge an inch 
from this. 


Lufthansa 





A right royal 
Survival guide 


FROM A SPECIAL CORRESPONDENT IN AMMAN 


TZ ING HUSSEIN of Jordan has not 

stayed in power for 37 years by doing 
nothing when trouble breaks out. When 
thousands of his most loval citizens took 
part in violent demonstrations last week he 
cut short a foreign trip to take charge. On 
April 24th he accepted the resignation of his 
prime minister, Mr Zeid Rifai, whose suc- 
cesses in foreign policy were of little interest 
to Jordanians suffering from the effects of a 
faltering economy. 

The five davs of rioting which started on 
ril 18th killed eight people and injured 
ut 100. The trouble began when the gov- 
ernment announced price rises of 15-5096 
that were linked to a deal with the Interna- 
tional Monetary Fund to cut the budget and 
balance-of-payments deficits as a prelude to 
rescheduling payments on some of the king- 
dom's $6 billion foreign debt. 

It was nothing like as serious as the 
"Black September" civil war of 1970, when 
the Palestine Liberation Organisation’s 
semi-independent state in Jordan threat- 
ened the survival of the Hashemite throne. 
This time, though, the trouble came from 
what is usually the heartland of support for 
the regime: southern towns like Maan and 
Tafileh, inhabited by the settled Bedouin 
tribesmen who provide the bulk of the secu- 
rity forces, and generally dislike those clever 
and uppity Palestinians. The Palestinians, 
who are thought to form 6096 or so of the 
population, kept quiet. 

The economic troubles began in the 






For once it was on the East Bank 
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early 1980s. That was when Jordan failed to 
realise that the fat years of the Gulf oil boom 
and expatriate remittances were over, and 
that it could not rely indefinitely on large 
subsidies from richer Arab states. These 
were pledged at the Arabs' Baghdad summit 
of 1978, when, soon after Egypt's "separate 
peace" with Israel, confrontation with the 
Jewish state was still the order of the day. Mr 
Rifai hoped he could persuade Saudi Arabia 
to continue picking up the bills. He suc- 
ceeded in repairing Jordan's relations with 
Syria, stayed on good terms with Iraq, and 
engineered Jordan's disengagement from 
the West Bank last summer. He also dragged 
the country deeper and deeper into debt. 

After last week's demonstrations, about 
100 members of the illegal Communist party 
and some Palestinian activists—the usual 
suspects—were rounded up by the secret po- 
lice, the mukhabarat. In similar circum- 
stances Iraq’s President Saddam Hussein, 
who dropped in to see the king on his re- 
turn, would probably have razed towns and 
carried out mass executions. Jordanians 
claim that the part played by Muslim funda- 
mentalists (the only officially tolerated po- 
litical group) has been exaggerated in the 
West, and especially by the Israelis. 

Most Jordanian officials say they agree 
that the king has little choice but to stick to 
the policy agreed on with the mF. He may 
try to relieve the pressure on the hardest hit, 
including the Maan taxi drivers outraged by 
the rise in petrol prices and vehicle licensing 
fees. He will have to do some political jug 
gling too. An election to the now suspended 
parliament is expected before the end of the 
vear. Its 60 seats will grow to 72, this time 
without representation for West Bankers, 
whom Jordan now insists on treating as if 
they were already citizens of the still no- 
tional state of Palestine. 
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The king has promised to speed up the 
elections. On Thursday it was announced 
that Mr Rifai’s replacement would be the 
king’s faithful friend and former army chief, 
Sherif Zeid Bin Shaker, a stolid East Banker, 
trained at Sandhurst in Britain and Fort 
Leavenworth in America, who can be relied 
on to protect the interests of the throne. 
The new cabinet will have to maintain the 
usual mix of Jordanians and Palestinians, 
lest tension reappear between the two halves 
of the country's "one family". The policy 
the cabinet follows will, more than ever be- 
fore, have to be one that puts the East Bank 
hrst. 





African economies 


Reform on trial 


M people who go to the trouble of 
publishing their views like to stir up 
controversy. The top brass at the World 
Bank are not like that. On the whole they 
prefer their reports to go unread rather than 
cause a fuss, and as a rule they have the writ- 
ers for the job. In a recent paper about Af- 
rica somebody slipped up. Here was a clearly 
written report with a simple message that 
was largely correct. It has been widely no- 
ticed and widely read. Heads (or anyway as 
sistant heads) may roll. 

The report, "Africa's Adjustment and 
Growth in the 1980s", was published by the 
Bank and the UN Development Programme 
(and discussed in The Economist of March 
4th). It said that the countries adopting re- 
forms endorsed by the Bank and the IMF 
were starting to do better than those that 
had not. It also said that many of the reasons 
commonly given for Africa's miserable eco- 
nomic performance in the 1980s (for in- 
stance, that Africa suffered particularly 
from economic shocks not of its own mak- 
ing) were wrong. 

The central message, that good policy 
(by which the World Bank tends to mean 
politically awkward cuts in subsidies and 
public spending) makes a difference, has of- 
fended many African governments. This 
week a different arm of the UN, the Eco- 
nomic Commission for Africa, answered a 
request from some of them and issued a re- 
port rubbishing the first report. 

The Bank had argued that the “strong- 
reforming” countries had raised their GDP 
growth on average from 1.2% a year to 3.8% 
between 1980-84 and 1985-87, whereas 
growth in the non-reforming countries had 
risen only from 0.7% to 1.5%. The ECA, us- 
ing the same figures, found roughly the op- 
posite: the strong-reforming economies ac- 
tually shrank by 0.5% a year between 1980 
and 1987, whereas the weak reformers grew 
by 2%, and the non-reformers by 3.5%. 

A lot of the difference between these 
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two views boils down to what you do with 
Nigeria. The national accounts commonly 
reported for black Africa are based on 1980 
prices and exchange rates, and on that basis 
Nigeria accounts for roughly half of the re- 
gion's output. A big oil exporter, it suffered 
a battering during the 1980s because of low 
oil prices. Accordingly, the figures show 
stagnation for the region as a whole during 
1980-87 and, as the ECA says, decline for the 
strong reformers—of which Nigeria is one. 

The Bank's figures are careful to ex- 
clude Nigeria (along with several other 
countries which experienced big external 
shocks, good or bad, during the period). 
Elsewhere in the report, moreover, the Bank 
makes its comparisons between reformers 
and the rest on an unweighted basis, so that 
an improvement in a small country counts 
for as much as an improvement in a big one. 
The ECA, in contrast, deals in averages that 
are weighted to take account of GDP. That is 
the proper approach when the aim is to con- 
vey the overall condition of the region. But 
to judge the country-by-country effects of re- 
form, the Bank's methods were right. 

The ECA also argues that the strong re- 
formers have lately had the lion's share of 
outside financial help: reform programmes 
have usually been tied to extra cash, and 
vice versa. So even if the Bank's numbers 
had been correct, the relatively poor perfor- 
mance of the non-reformers would be un- 
surprising. The Bank and the IMF could re- 
ply that the usual charge against them (and 
the ECA's charge on this occasion) is that 
their reforms are damaging despite the new 
money they bring. The Bank's report refutes 
the charge. But the Bank and the IMF would 
have to admit that in Africa it is harder to 
say whether it is aid or reform that is doing 
the trick. 

Some World Bankers wonder why bet- 
ter policy plus generous financial assistance 
have not brought the strong reformers far 
bigger benefits. Reform may be working, say 
these more cautious officials, but until it 
works much better there is nothing to boast 
about, especially in public. 





Nicaragua 


On the stump 


FROM OUR CENTRAL AMERICA CORRESPONDENT 


OR the second time since their revolu- 

tion in 1979, the blurrily Marxist 
Sandinists who govern Nicaragua are hold- 
ing a presidential election. This being the 
American continent, the campaign officially 
started on April 25th, ten months before 
election day. In the previous election, in 
1984, the Sandinists won two-thirds of the 
votes cast, partly because some opposition 
parties declined to take part. Five years on, 
the Sandinists’ popularity has collapsed 
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RITAIN'S war on Irish terrorism 

has discouraged too much friendli- 
ness with the African National Con- 
gress, which fights South Africa's white 
government with bombs. The South Af 
ricans decry terrorism too; but on April 
21st a South African diplomat in Paris 
was arrested in the company of three 
gentlemen from Northern Ireland. 


It would have helped in Angola 


along with their country's economy. Theop- 
position squabbles. One opinion poll says 
that 3396 of the electorate plans to vote for 
the Sandinists, 3096 for the opposition, with 
the rest still undecided or disinclined to vote 
at all. 

President Daniel Ortega began the cam- 
paign abroad, by visiting ten countries in 
Western Europe in search of $250m of aid. 
The day before leaving he gave private farm- 
ers a gift of subsidies, low interest rates, the 
cancellation of some debts, and a promise to 
stop selling donated Russian rice for less 
than it costs to grow locally. To pay for the 
subsidies he needs foreign cash. Otherwise 
he will have to print new money and so 
stoke inflation, which is already roaring. 

The Central American peace plan, the 
latest version of which was signed in Febru- 
ary, offers the Sandinists the recognition of 
neighbouring governments if they provide 
pluralism at home. To show willing, the 
Sandinists brought the election forward by 
nine months and released 1,894 ex-mem- 
bers of the National Guard, notorious dur- 
ing the rule of the deposed dictator 
Anastasio Somoza. A Catholic radio station 
has been allowed to broadcast news, ten for- 
eign priests have been let back into the 
country, and on April 22nd new electoral 


South Africa's blown pipedream 


The diplomat was apparently doing 
the business of Armscor, South Africa's 
state-owned weapons manufacturer. His 
Irish acquaintances were members of the 
Ulster Resistance, a paramilitary Protes- 
tant group. They are said to have had 
with them a model, or components, of 
the British Blowpipe missile, a portable 
device for felling aircraft. In exchange for 
the Blowpipe the Irish had apparently 
been getting various weapons, including 
rocket-propelled grenades. 

Armscor was born in 1977, the year 
the United Nations arms embargo on 
South Africa became mandatory. It sup- 
plies South Africa's army with excellent 
guns and vehicles, and has become the 
country's biggest exporter of manufac- 
tures. Trickier technology has eluded it. 
In Angola last year the South Africans 
met aircraft and an air-defence system 
they could not match. A copy of the 
Blowpipe might help in future brushes 
with modern military aircraft. 

The missile is probably worth less 
than its diplomatic price. South Africa's 
relations with France were already testy. 
But Mrs Margaret Thatcher, a deter- 
mined opponent of western sanctions as 
a means of ending apartheid, may now 
speak out less forcefully. She is not noted 
for a love of state-supported terrorism. 
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and media laws came into effect. 

The opposition parties found many 
faults in this legislation. They had wanted 
equal representation on the council that will 
supervise the election, not just a say in the 
appointment of two of the five memb 
They demanded permission to run tl 
own television stations, not just equal time 
with the Sandinists. They complain that the 
interior ministry retains too much power, 
including the right to clamp down on news- 
papers for "reporting against the security of 
the state, national integrity, peace and pub- 
lic order”. They also wanted Nicaraguans in 
exile to be given a chance to vote. Speaking 
for the opposition, La Prensa called the gov- 
ernment's measures “Nazi-fascist’’. 

At present the opposition parties— 
more than 20 of them, ranging from conser- 
vative to communist—have 35 deputies in 
the 96-seat National Assembly. The 
Sandinists voted down all their proposed 
amendments to the controversial legisla- 
tion. Even so, most of these parties are ex- 
pected to take part in the election. The can- 
didate most likely to unite them is La 
Prensa 5 editor, the elegant and indomitable 
Mrs Violetta Chamorro. But even her back- 
ers confess she has no head for politics. 
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EUROPE 


The day glasnost came to 


the Soviet army 


Our defence correspondent last week became the first western journalist to 
watch the army on manoeuvres inside the Soviet Union 


O SHOW that they are complying with 
the Stockholm agreement on confi- 
dence-building measures, the Russians in- 
vited not only the required official observers 
t also, for the first time, western journal- 
s to look at two of their military exercises 
last week. One took place in East Germany, 
and was covered by western newspapers and 
television. The other was conducted near 
Gorky, some 400 kilometres east of Mos- 
cow, on April 1 7th-20th. Our defence cor- 
respondent was the only western journalist 
there; the Russians had accepted his 
request to attend an exercise, made to 
a senior officer last year. 

The Soviet army wheeled out two 
of its armoured divisions for this big- 
gish field exercise. It evidently had a 
political aim as well as the military 
one of training the troops: the Rus- 
sians wished to let the world know 
that they were having an observed ex- 
ercise and were playing the game ac- 
cording to the Stockholm rules. At 
their peak the manoeuvres involved 
17,200 men, only 200 more than the 
^^ at which observers must be in- 

sd. Had training been the only ob- 
jective, 201 men could easily have 
been left out. 

[n the event 42 official observers 
from 22 different countries were 
there. They were shown every cour- 
tesy and given every facility—includ- 
ing a map of the exercise area—re- 
quired by the agreement. They were 
thoroughly briefed on the aims of the 
exercise by Colonel-General Nikolai 
Kalinin, a tough ex-paratroop com- 
mander who now commands the 
Moscow military region and was in 
charge of the exercise. Although this and 
subsequent briefings were in Russian, simul- 
taneous translation into English was pro- 
vided by a team of expert interpreters who 
stayed with the observers throughout. 

The observers were also accompanied 
by Lieutenant-General Anatoly Golovnin, 
the deputy commander of the Moscow mili- 
tary region, who had organised their visit 
with a precision and attention to detail 
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rarely equalled in any army. He and his 
subordinates were helpful in answering 
questions and explaining Soviet procedures. 
During visits to units in the field, observers 
were allowed to talk freely to officers and sol- 
diers. Photography and sound recordings 
were allowed; all the Stockholm rules were 
scrupulously observed. 

But not a lot more. Observers were 
briefed several times a day but were not al- 
lowed to roam. They were taken to specific 
observation points at specific times to see 





Letting the world have a peep 


men on the move, or units that were dug in. 
This is roughly the routine for observers at 
NATO manoeuvres. Requests to fly over the 
training area by helicopter and to visit one 
of the division headquarters were rejected. 
Although this irritated some of the observ- 
ers, these things are not required. The refus- 
als were probably not motivated by a desire 
to keep anything hidden. The explanation 
given was probably given honestly: the Rus- 


sians had not planned the schedule that 
way, and changes seemed difficult. 

Still, old habits of secrecy die hard. For 
no good reason the officials refused to iden- 
tify che divisions involved. One of them was 
almost certainly the Kantimirovsky Guards 
tank division, stationed near Moscow. The 
other was probably the | 5th Guards tank di- 
vision, based near Gorky. 

One jarring experience was a visit to a 
“regimental command post”. For this the 
observers were taken to a tent in the woods. 
It contained eight small tables, most of them 
manned by one soldier. Nothing was hap- 
pening. Most of the tables had on them only 
a clean notebook and a few coloured pen- 
cils. There were four elderly field tele- 
phones, none in use. No smelly coffee pots, 
no harassed staff officers, no maps or charts, 
no jabbering on radios—nothing to indicate 
that the “command post” had ever, or 
could ever, control anything, let alone an 
entire regiment. 

The manoeuvres were conducted 
in an army training area a few miles 
west of Gorky. This is a reservation 
about 28 kilometres long and 18 
wide: big enough for a two-division 
exercise, or for firing live ammunition 
(although none was fired on this occa- 
sion). The land itself resembled some 
of the less desirable parts of Georgia 
in the United States: swampy with 
peat bogs and sand, marked by few 
hills and studded with birch trees and 
a few scrub pines. It was not good for 
much except training soldiers. 

Much of the Soviet exercise 
would have been familiar to anybody 
who had seen a NATO one. The bad 
guys attacked the good guys and 
pushed back their screening forces, 
which then dug in to defensive posi- 
tions. True to Mr Gorbachev's "new 
thinking”, the Russians were playing 
at being defenders; but any exercise 
involves playing attack as well. The 
defenders rallied and thwarted fur- 
ther attacks, including an air assault 
that was meant to lead to a break- 
through. Then on the final day the 
defenders delivered a sharp counter- 
attack and restored the front. 

Here the similarity with NATO ended. 
The exercise included little “free play", in 
which commanders down to a fairly junior 
level are allowed to use their own initiative 
in moving their troops and selecting their 
positions. It appeared to be more a series of 
drills. A defending battalion occupied posi- 
tions already selected; the commander's job 
was simply to place his men within those 
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Ositions. | 
. Why so little scope for initiative? Well, 
he Soviet army is used to this sort of train- 
ig. Its command-and-control. equipment 
ven the real stuff) might have trouble cop- 
wg with the immense load a more free- 
heeling exercise would demand. But per- 
aps the most important reason is the one 
frankly given by Soviet officers. Their army 
is made up almost entirely of two-year con- 
scripts and has almost no experienced non- 
commissioned officers. The officers, up to 
the battalion commanders, are therefore 
illy occupied in detailed supervision of in- 
ividuals and small groups. 
| There were other differences. So far as 
ne could tell, no nuclear weapons were as- 
med to have been fired. More curiously, 
the Soviet troops did not carry their gas 
masks or protective clothing during the ex- 
cise, or put any on for practice. Even when 
e "enemy" was only a few kilometres 
away, all chemical-warfare kit was still stored 
vehicles. 
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M OUR BONN CORRESPONDENT 


Already 





^HE old Ostpolitik, started by the then 
A. chancellor, Mr Willy Brandt, two de- 
ades ago, put West Germany on talking 
rms with Eastern Europe. But the talking 
wed amid the superpower tensions of the 
1970s and early 1980s. The natty new 
on seeks to exploit Mr Gorbachev's re- 
sto expand dramatically contacts of all 
s between West Germany and its east- 
neighbours. . 

~The West Germans are not yet in step 





manoeuvres, the Soviet troops were impres- 


sive. All operations began exactly on time 
and were conducted with precision. The 


equipment, everything from boots and field 
uniforms to rifles and tanks, was in tip-top 
condition; the vehicles were beautifully 


maintained. Discipline was good; morale 


seemed high. One eye-opener was the appar- 
ently standard practice of placing field hos- 
pitals, equipped with a basic but serviceable 
operating theatre, only a few kilometres be- 
hind the battle zone; most western armies 
conduct little more than first aid that far for- 
ward. The Soviet way risks losing some doc- 


tors and nurses, but would undoubtedly: 


save the lives of some wounded men. 

At the end, the observers were shown 
the impressive loading of armoured vehicles 
on to trains for the trip back to Moscow. 
The machines were driven up special ramps 
directly on to flatcars; the troops got into 
passenger cars on the same train; and off 
they went, one train after another. 
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with their allies’ “big visit” diplomacy. Mr 


Gorbachev has popped up in a number of 
western capitals in the past four years but is 
not due in Bonn until June. When Mr 
Helmut Kohl, the chancellor, finally gets 
round to visiting Warsaw, probably later 


this year, he will be following far behind Mrs _ 


Margaret Thatcher, who was there last year. 
But West Germans leave all rivals standing. 
with their fast-growing economic, scientific 
and cultural ties with the East. 





more than we alone can give." 






























in the Soviet Union and Eastern Europe). 
As the world's biggest exporter and Eu- 
rope's strongest economy, it has long been 
the communist world's chief trading partner 
in the West (see chart on next page). It has 
goods, know-how, money, all the things the 
communist economies cravé, 

Trade with the East takes a piffling 
share of all West German trade. Last year 
trade with the Soviet Union was worth 
DM16.3 billion ($9.3) billion, less than 
West Germany's trade with Denmark. But 


the Soviet market is important to some 


firms, especially in engineering, and interest 
is growing. The West Germans are involved 
in close to 40 joint ventures with the Rus- 
sians and more are likely now that foreign 
partners can hold a majority stake. Big com- 
panies like Daimler-Benz and Volkswag 
are talking about building vehicle plants a. ^ 
Russia, and hundreds of smaller firms are in- 
vestigating the prospects. - 

Co-operation with the Russians in space 
technology, environmental protection and 
atomic energy has already been agreed on. 
An accord on investment protection has 
just been initialled in Bonn. Mr Kohl and 
Mr Gorbachev are due to sign an agreement 
in June for West Germany to train 1,000 se- 
nior Soviet workers and executives in cap- 
italist ways. The training programme is al- 
ready under way, with West Germany 
putting up DM15m over the next two years 
to help pay for it. 

Although other western countries offer 
management training for Russians, West 
Germany is doing more of it, sometimes 


with private finance. Companies reckon 
.. -that personal contacts made now with top - 
managers will pay off later in business won. 
JA "House of the [West] German econome”? 
. is to be built soon in Moscow with hot 
office and conference facilities. A similar 
Russian centre is planned in West Germany. 


. Credit is being made available too, in- 


. cluding a DM3 billion loan arranged for the 
` Russians last year by a consortium led by the 
-» Deutsche Bank. There was state backing for 
| - « -a big loan to the Hungarians in 1987, and a 

| W | | n 205 2. V, ~ Se new dealis likely to emerge soon to help ease 
A Europe's dominant economic power, West Germany will look ^ Poland’s financial plight. That is on top 
even mightier if weapons and other East-West barriers continue to disap- b | 
pear. It is responding to Gorbachev-inspired change with a new Ostpolitik — Germany continues to plough into East 
e | | . Germany, and of the more than DMI bil- 


both of the billions of Deutschemarks West 





lion it has paid Romania over the past de- 
cade to let ethnic Germans emigrate, 
Will this surge of activity raise fears of 
German: economic domination in Eastern 
Europe? A close aide to Mr Kohl pooh- 
poohs the idea. "They would love to be 
dominated—if by that you mean more aid 
and trade," he says. “They are asking for far 
MY 
lhe same official feels that it is not 
enough for the West to wait and see whether 






Noon by microphone 


b FROM OUR CENTRAL EUROPE CORRESPONDENT 


N. NYONE who still thinks communist 
LÀ Europe is a monolithic block should 
ote the latest row between Hungary and 
— |. Czechoslovakia. On April 17th Hungar- 
— ] ian television showed an interview with 
^P Mr Alexander Dubcek, the leader of the 
1968 Prague Spring. Mr Dubcek was criti- 
cal of the then party leaders of Poland and 
Hungary, Messrs Wladyslaw Gomulka 






and Janos Kadar: they "ought to have 


.. |. done everything in their power”, he said, 
— [| to prevent the Soviet-led invasion which 
|). killed the 1968 reforms. 

The Czechoslovak foreign ministry 
. promptly attacked the interviewer, Mr 






S ns succeed before offering help. If the 


reforms collapse in one country, he believes, 


the process will be set back for years in oth- 
ers too. He sees West Germany's drive as 
part of a “division of labour" and believes 
that it is ín the West's own long-term inter- 
est to help perestroika succeed and prevent 
another East European blow-up. 


Goethe goes east 
No such western policy has yet been agreed 
on. Some of West Germany's allies, not least 
the French, watch this push eastwards with 
concern. President Mitterrand is said to 
have upgraded France's Ostpolitik to help 
"Europeanise" what otherwise might be- 
come a West German monopoly and lead to 
a German drift away from the western camp. 
But it is hard for the French and others to 
match the German drive, not just in trade 
but in things cultural, such as university 
etnff exchanges, art exhibitions, literary sym- 
siums and the like. 
Until 1979 West Germany's Goethe In- 


stitute, set up in 1952 to promote German 





Andras Sugar, expressing  "astonish- 
ment” and hoping that "such undesirable 
phenomena would not be repeated." The 
interview, according to the Czechoslo- 
vaks, was tantamount to interference in 
the internal affairs of another country. 

— Mr Sugar defended himself (and 
glasnost) in a letter to Uj Szo, the Hungar- 
ian-language newspaper in Slovakia. The. 
Czechoslovaks had accused him of failing 
to get permission for the interview; he did. 
not need it. What was wrong with inter- 
viewing an "intriguing historical personal- 
ity? He also questioned the ability of his 
microphone to interfere in Czechoslo-. 


language and culture, had its only Eastern 
European foothold in Yugoslavia. Then 
came an institute in Romania, which has 
hung on despite growing repression of Ger- 
man and other minorities by the Ceausescu 
regime. Last year an institute was opened in 
Budapest, and others are in prospect in Bul- 
garia, Poland and Czechoslovakia. The big- 
gest problem is not so much to win agree- 


ment from East European governments as to 


prise cash out of the West German finance 
minister. But as long as Mr Hans-Dietrich 
Genscher, a keen Gorbachev fan, stays for- 
eign minister, ways will no doubt be found. 

Other West German institutions are 
pushing east. The Friedrich Naumann foun- 
dation, close to Mr Genscher's Free Demo- 
cratic party, has an office in Budapest, and 
on April 10th the Friedrich Ebert founda- 
tion, affiliated to the opposition Social 
Democratic party, established one in Mos- 
cow. The Soviet Institute of Marxism-Lenin- 
ism will soon set up shop in Bonn. 

New contacts bring new problems. For 
decades governments in Bonn have ap- 
pealed to the communist states to let ethnic 
Germans emigrate. Now so many are being 
allowed out that it is hard to handle them 
all; 200,000 arrived last year, and probably 
350,000 will come this year. The new arriv- 


“als have worsened the housing shortage and 


helped boost the electoral prospects of far- 
right parties hostile to immigrants. West 
Germany is trying to encourage the commu- 
nist states to improve conditions for their 
Germans, so that more of them will want to 
stay. It also seeks to stem the inflow of Poles 
by imposing financial conditions on the 
granting of visas. This makes an odd con- 
trast to West Germany's repeated calls on 
communist countries to allow people to 
move freely. 

Even under the new Ostpolitik, rela- 
tions with East Germany remain especially 
difücult. East Germany's government 
thumbs its nose at perestroika, and its bor- 
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This week the Hungarians went ahead 
















































vakia's internal affairs: | 
Your present government says that the large 
interference with tanks in 1968 was right 
something which the single legitimate gov 
ernment and Czechoslovak Communis 
party of the time, the Czechoslovak people 
and Uj Szo itself protested against. So while me 
that interference was all right, mine wasn’t, i 
that it? It seems to me that you allow onf 
tanks to interfere with your internal affairs 
My problem is that | don’t have one. 


and broadcast the second part of the 
Dubcek interview, as planned. This is gall 
ing for Czechoslovakia’ s reform-resistan 
leaders—even more galling than findins 
banned plays of Mr Vaclav Hav 
they recently put in prison), per 
Warsaw in front of the Polish prime minis- 
ter. It is all most uncomradely. 
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der guards go on shooting would-be i 
ers. Still, millions of East Germans are bi 
allowed to visit the West each year, id | 
of thousands are being allowed to emigr 
figures that would have been unthinkab 
the Brandt era. | 
This is eased by the huge sums the Wi 
German government pays East Germany ¢ 
tensibly "to help keep the nation togethe 
on the way to the still distant goal of rew 
fication. West German officials bel 
change will come to East Germany as 
country’s aged leaders pass from the sc 
The condition is that Mr Gorbachev and | 
policies survive. West Germany is doin ; 
it can to see that they do. 


Soviet Union 


| ose some, 
win some 


T WAS i intend ae day i 
Kremlin on April 25th. True, most.o 
110 comrades chopped off the Cei 
Committee and the powerful Centr: 
diting Commission were “dead souls": p 
ple who had already lost the jobs chat pe 
entitled them to a seat in the first place 
the same, except in the Stalin years, wh 
people lost their necks as well as their pa 
slots, nothing really like it had happened 
fore. Mr Mikhail Garbachty is tighte 
his grip on a party that has so far quiet! 
fied his plans for radical reform. 
The list of departed comrades, in 
ing a clutch of generals and. marshals 
like a roll-call of the unlamented B 
years. Ex-president Andrei Gromyl | 
years Russia's Mr Nyet as foreign mi 
slipped into history with full honours. 
Others, like Mr Geidar Aliev, a form 
litburo member from Azerbaijan, hav 


s>" 

















. EUROPE 








UFa a i e 
- - ¥ - P . - 


their reputations tarnished by stories of cor- 
ruption. Strangely, not all the party's ghosts 
have been laid. Some regional bosses who 
have lost their jobs have remained in the 
Central Committee. Former bosses from 
Georgia and Estonia have likewise been 
spared the chop. 

By dropping 74 full members and pro- 
moting only 24 candidate members, Mr 
Gorbachev has slimmed the Central Com- 
mittee to a slightly less unwieldy 251. He has 
also given some of his own advisers a leg up. 
In come Mr Yevgeny Primakov, the head of 
Moscow's most favoured foreign-policy 
think-tank; Mr Yevgeny Velikhov, the dep- 
uty head of the Academy of Sciences and Mr 
Gorbachev's response to the Washington 
star-wars lobby; and Mr Yuli Kvitsinski, the 
successful Soviet ambassador to Bonn. The 
changes reduce the risk, should push ever 
come to shove in the Politburo, that the 
conservatives could appeal to the Central 
Committee and win. 

According to the Central Committee's 
ideology chief, Mr Vadim Medvedev, the 
seven-hour meeting which produced the 
changes was "frank" and “self-critical’’. 
Some party stalwarts are still smarting over 
the defeat of comrades in the recent election 
to parliament. Those Central Committee 
members who failed to win seats in parlia- 
ment have kept their party places for now. 
Their political futures will first be subject to 
decisions by their local party organisations. 
Some will presumably be treated kindly, so 
as not to frighten colleagues who will be 
standing in the next round of elections, this 
time for local councils, in the autumn. 

Success in covering his party flank this 
week leaves Mr Gorbachev exposed in other 
ways. It will be harder to excuse poor eco- 
nomic results by pointing to obstruction in 
the party. When the new parliament meets 
for the first time on May 25th, Mr Gorba- 
chev is likely to find that most of the sniping 
comes not from the conservatives but from 
radicals such as the former Moscow party 
boss, the populist Mr Boris Yeltsin. By some 
guesses Mr Yeltsin could find himself at the 
head of a block of perhaps 300-400 deputies. 
That would be nowhere near a majority of 
the 2,250 seats, but it would be enough to 
make life difficult for Mr Gorbachev. 
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Portugal 
Copping it 


FROM OUR LISBON CORRESPONDENT 





HE strange sight of policemen fighting 

policemen in Lisbon last week was only 
the most obvious sign that all is not quite 
well in Portugal. On April 21st a delegation 
of seven officers from the Policia de 
Seguranca Publica (PsP), Portugal's main po- 
lice force, tried to see the interior minister 
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The agitated arm of the law 


about a six-year-old bid to form a union. 
The police feel underpaid (constables earn 
the equivalent of $390 a month) and over- 
worked; they want a union to improve their 
lot. The minister, Mr Jose Silveira Godinho, 
refused to see them, claiming that the police 
were a military organisation, and as such 
banned under the 1982 defence law from 
forming a union. “The delegation was ille- 
gal," he said later. "I didn’t have to see it.” 

A "solidarity group" of 1,000 uni- 
formed policemen and women awaited the 
delegation outside the ministry. Police com- 
manders told them to disperse, calling them 
illegal demonstrators. They stayed. An 
amazed crowd watched as water cannon 
drenched the psp. Riot squads set on the PsP 
and the watching crowd with dogs and billy- 
clubs. “Are we in Latin America?” a by- 
stander cried. A dozen people were later 
treated for bites and bruises. 

The police have now joined a host of 
other groups at odds with the government. 
Doctors are in dispute with the health min- 
istry over changes in their status, lawyers 
with the justice ministry over changes in 
their fees, bankers with the finance ministry 
over credit limits. Entrepreneurs are angry 
with the government for denying them bet- 
ter compensation for assets seized in the 
1975 revolution, despite arbitration in their 
favour. Trade unions are seething because 
the authorities suspended this year's wage 
bargaining when things did not go their 
way. Journalists are upset by a Social Demo- 
cratic party communiqué calling (mounting) 
press criticism of the government "verbal 
terrorism”. 

People who helped give the Social Dem- 
ocratic prime minister, Mr Anibal Cavaco 
Silva, a clear majority in the 1987 election 
are wondering whether they made the right 
choice. They complain about increasing red 
tape and rules changed at whim, and they 
worry about how Portugal will compete in 
post-1992 Europe. The complainers will 
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soon have a chance to show their feelings 
through the ballot box: in the election on 
June 18th for the European Parliament, 
which the opposition is treating as a referen- 
dum on the cabinet. 





EEC tax plans 


Thaw-thaw 


THE tax problem that has 
threatened to keep the EEC’s 
frontier controls in place well 
after 1992 has at last begun to 
look surmountable. Under 
Lord Cockfield, the architect 
of the 1992 project, negotiations over the fu- 
ture of value-added tax (VAT) and excise du- 
ties had frozen solid. Under the new tax. 
commissioner in Brussels, Mrs Christia 
Scrivener, attitudes are thawing. 

Taxes present EEC governments with 
three excuses for frontier controls. The dif- 
ferences between the member-countries’ 
VAT rates are too great to survive free flows 
of goods across borders. The same is true for 
excise duties on alcohol and tobacco. And 
the way VAT is levied on goods traded across 
Community frontiers demands border pa- 
pers to prevent tax fraud. 

The commission’s 1985 white paper on 
the internal market prescribed in detail how 
to overcome these three difficulties. VAT 
rates would be "approximated" into two 
bands of 4-996 and 14-20%. Excise duties 
would be rigorously “harmonised’’. And the 
present VAT-levying system, in which coun- 
tries refund all vaT levied on exports but 
collect it on the sale-value of imports, was to 
be replaced by a pan-EEC system. This would 
be similar to a national system but but- 
tressed by a clearing mechanism to give go 
ernments the tax revenues to which they : 
accustomed on traded goods. 

This model was defensible in logic but 
politically unworkable. It was attacked from 
all sides—vehemently by the British chan- 
cellor of the exchequer, Mr Nigel Lawson. 
Lord Cockfield defended it haughtily. The 
result was impasse and a dwindling prospect 
that Europe's much-vaunted open market 
would ever be open. 

Under Mrs Scrivener theoretical ele- 
gance is being dropped in favour of prag- 
matic fixes that will remove the need for tax 
checks at frontiers. The commission has 
abandoned its attempt to harmonise excise 
duties: doomed because, for example, Den- 
mark's tax on drink is 75 times Greece's. In- 
stead, it will seek ways of combining big dis- 
parities in duties with open frontiers. These 
could include tax bands or stamps on bot- 
tles and packets to prevent commercial 
bootlegging out of low-tax countries (rather 
as federal states protect widely differing li- 
quor taxes in America). It may remain nec- 
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Scimitar 













Scimitar, the international 
investment arm of Standard 
Chartered Bank, announces 
the forthcoming launch of | 
a new guaranteed investment 
fund with the following 
features: 






Investment in international futures 

Initial investment guaranteed by Standard 
Chartered Bank 

Excellent placing commissions available to 
intermediaries. 

A highly sophisticated selection process of 
choosing advisors which minimises risk whilst 
maximising profit potential. 





Scimitar are seeking well established institutions and 
intermediaries to sell this new product. In addition to 

. comprehensive literature, sales back-up will include NES ae 
an extensive advertising campaign and international West Lancs with its towns of Ormskirk and 
“press relations . | | Skelmersdale connects nationwide via its ow 
B pre MT . | M58 motorway linked to M6 and M62. Only the 
ios | | shortest drive from Royal Birkdale, Royal Lytha 
: Agents should contact ]] St Anne's and Royal Liverpool. Just 30 minutes 

| || from the UK's second largest population. 

concentration, West Lancs greenfield sites offe 


pastures new to industry and commerce. | 
a a M Boy di] PLUMB IN WES — 
CH-8096, Gibraltar. i UMB IN WEST LANCS 
Switzerland. Fax No: (350) 78428 | would like to know more. To: Fred McClenaghan | 


M 


"Tel: (411241 3114. Tle No: 9378 GET GR i | The West Lancs Project 1 Westgate Pennylands Skelmersdale 
| Les (H ! 24 3114 As Tix No: 2378 GET GK | Lancashire WNBBLP Tei: 0695 50200 Fax: 069550112. 
Fax No: (411) 241 2320 n 


for further details now. 


Ms Breuer, — — London Portfolio Services plc 
Trimedia AG, 101 Neptune House, 





NAME ü POSITION 





ie SPO Heb uia ! | COMPANY E 
Prospective agents must be 


licensed to operate and act as 
intermediaries in the jurisdiction 
oftheir agency by the local 
regulatory authority. 
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ssary to limit quantities ar travellers can 
gally carry across borders, but the limit 
ould be generous. Duty-free bargains for 
1tra-EEC travellers would go. 

. The way forward for var rates is less 
ear. The.commission still feels that it 
hould stipulate bands of var rates but 
ight be ready to drop the bottom of the 
Wi | r band to zero: iost d the nu 




















































it says, should deleri id tax govern- 
ments càn get away with. But it is no longer 
ogmatic on this point. France, fearing "fis- 
al starvation” because of its long border 


formal, bilateral tax-deal with the 


April in the EEC 


: Farming. 

Ministers agreed on support prices for the 
EEC's 10m farmers for the 1989-90 season. 
Aost prices are frozen, although some 
room for slight rises remains through the 
manipulation of the Community s arcane 
urrency rules. But price support is re- 
uced for cereals, sugar and butter, a sig- 
nal to the Community’ s trading partners 
f its commitment to cut farm subsidies. 


This commitment was part of a desi ear- 
lier in the month between the Twelve and 
America which ended a row that had held 
p world trade negotiations in the GATT 
for four months. The compromise was 
made possible when the Americans gave 
up their insistence that all farm subsidies 
be eliminated within a set period of time. 


Foreign ministers drew up the outlines of 
a policy towards Eastern Europe, based on 
a judicious mixture of carrot and stick. 
They sent signals to Warsaw and Moscow 
in support of the reforms adopted there. 
For Poland they said they would speed up 
the negotiation of a trade agreement 
< which would be more generous than pre- 
viously envisaged. A deal could be ready 
by mid-year. Ministers also agreed to ad- 
vance the date for talks with Russia. On 
the other hand, they formally suspended 
ontacts with Romania because of its dis- 
mal human-rights record. 





Monetary union 
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A. committee of experts headed by the 
president of t the commission, Mr Jacques 








ith lower-taxed West Germany, wants o 
ght bands. But it might allay its fear with — 


As for the vat-collecting system, the 
commission still clings to its clearing-house 
approach, but an unholy alliance of France, 
Britain and Belgium has proposed three dif- 
ferent ways of sticking with the zero-rating 
of exports while shifting control of tax fraud 
away from frontiers. Britain’s approach is 
gentlemanly, France’s replete with rubber 
stamps. Both, significantly, feature contin- 
ued tax-checking employment for national 


customs officials and no new Brussels bu- 
reaucracy; The betting is that borderless 


zero-rating will ultimately prevail. 

The British government, which long 
took a rather dismissive line in this tax 
wrangle, has become more constructive of 


date. Last September, in a paper sent to 


other members, it. pooh-poohed the eco- 
nomic importance of tax checks at frontiers. 
Its vision of a market without frontiers was 





Delors, published its ambitious report for 
turning the EEC into an economic and 
monetary union. The report will go to a 
Community summit in June for formal 
discussion by EEC leaders. The first reac- 
tions of most countries show differing de- 
grees of enthusiasm; only Britain's re- 
sponse has been downright hostile. 


Single European Market 
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The European Commission gave up hard- 
line positions which had been blocking 
progress on the 1992 project. It now pro- 
poses more flexible rules for value-added 
tax and excise duties, for financial services 
and for a withholding tax on interest pay- 
ments for savers and investors. 


Trade and industry 
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France decided to treat Nissan. aii i 
ported from the company's plant in 
north-east England as made-in-Europe. It. 
had previously said it would treat them as 
Japanese and subject them to import quo- 
tas because less than 80% of the final 
value of each car is produced locally. The 


limited toa‘ "substantial reduction" of koi | 
. tier tax-controls,. and 





"progressive in- 
creases" in cross-border shopping. Last 
month a new paper asserted flatly that the 





quota of Japanese cars. 


. The Community opened negotiations for 


ducers got thes same treatment. 


tax system "must not depend on frontier. 
controls" it envisaged- virtually no restric- 
tions on ctoss-botider buying at other coun- 
tries’ VAT rates. | 

Britain does, however, insist on its right 
to search at frontiers for reasons of "public 
security, health and morality”. (Some 90% 
of the volume of illegal drugs confiscated in 
Britain are found at its frontiers, and about 
a third come in from other EEC countries.) 
The new pragmatists in Brussels now accept 
that to object to this sort of checking merely 
sets back the campaign against economic 
blockages at borders. Th: aign is 









yet won; but at least i it t now looks winnable. 





cars, Nissan Bluebirds, Tay. now be 
shipped freely to France, ‘where the com- 
pany expects to sell several thousand this. 
year. But Italy, hitherto silent, now says it 
will not accept Bluebirds as European; any 
imported into Italy will count against its 


a customs union with Andorra, a Euro- 
pean mini-state that is not part of the EEC. 


The environment 

Under pressure from the European Parlia- 
ment, the commission put forward tighter 
rules for cat emission controls than those 
provisionally agreed on by ministers last 
November. Governments will have to ac- 
cept these unless they vote unanimously 
against them. That is unlikely. 





The commission and the Federation of 
European Aerosol Manufacturers con- 
cluded a voluntary agreement providing 
for a 90% reduction in the use of chloro- 
fluorocarbons in aerosol cans by the end. 


of 1990. | 
Competition 
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The commission's trust-busters were | 
busy. They intervened to force Italy to 
open its market for modems, small boxes 
containing electronics that enable com- 
puters to talk to each other. They also 
made underwriters in the London mari- 
time reinsurance market give up an ar- 
rangement that could restrict foreign in- 
surers' access to the London market. 
Dawn raiders from Brussels swooped on 
the premises of several chemicals groups | 
for allegedly dividing the EEC soda-ash 
market among them. Several cement pro- 








The unions strike back 


UST like old times, really. Suddenly 
strikes are back in fashion. Mrs Margaret 
Thatcher’s tenth anniversary in govern- 
ment is being marked not only by fulsome 
tributes from admirers (and some brickbats, 
see the next two pages) but by strike threats 
on all sides. BBC news programmes have 
been blacked out. Travellers on the London 
Underground have been turned back to the 
bus-stop twice so far. Action is threatened 
the trains, at the power stations and in 
' docks. Even mountains of university 
exam papers may soon be lying unmarked, 
shunned by academics of striking 
intelligence. 

Doomsters forecasting a summer of dis- 
content are likely to be disappointed: many 
of the threats will not materialise. Those 
that do will be unco-ordinated—a far cry 
from the concerted revolt against wage con- 
trols in the winter of 1978-79. But it irks the 
government that, after a decade of success- 
ful trade-union legislation and thumping de- 
feats of powerful groups like the miners and 
printers, so many workers still feel it is worth 
their while to disrupt public services. The 
first big disruption is due to start on May 
8th, with an all-out strike on the London 
Underground. 


Why strike? 

Some of the strikes are being threatened by 
workers trying to cling on to illogical privi- 
leges—notably the 9,400 dockers in 60 ports 
whose jobs are protected by the soon-to-be- 
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abolished dock labour scheme. Others are 
being called by unions looking for pay settle- 
ments that keep ahead of accelerating 
prices: disputes at the BBC, at British Rail 
and in the engineering industry are mainly 
about pay. Some of the disputes involve is- 
sues of both pay and working practices. 
Workers on the Underground, for example, 
are upset both about proposals to promote 
workers on merit rather than seniority and 
about the amount of extra money going to 
drivers who have to run trains without 
guards. 

Battles to protect restrictive practices 
have always failed under Mrs Thatcher. So 


Back to the 1960s 


4 Trade-union density 
membership 
as % of total employed 


the dockers should expect to do no better 
than printers, ferry workers or prison offi- 
cers in preserving theirs. But many unions, 
especially in the public sector, are rightly 
starting to feel more confident about using 
their muscle to get better pay and condi- 
tions. Not only are they getting used to or- 
ganising ballots that conform to the govern- 
ment's new laws, but they are starting to 
reap the benefits of labour shortages. 

Mr Rupert Murdoch moved his newspa- 
pers to Wapping to defeat the printers. Lon- 
don Underground cannot contemplate 
sacking its most troublesome employees and 
starting afresh with a more flexible 
workforce. It finds it hard enough retaining 
its existing workers, many of whom can 
barely make ends meet in expensive Lon- 
don. The cost of living in the south-east is an 
acute problem for many companies. Few can 
afford to set national pay rates at levels de- 
manded in the capital. But national bodies 
in both the public and private sectors have 
so far had limited success in decentralising 
pay negotiations, according to the concilia- 
tion service, ACAS. One exception might 
soon be the Treasury. Early this year it 
risked fuelling expectations by awarding 
civil servants a 7% rise, but in exchange it 
got agreement in principle that future pay 
negotiations could be varied around the 
country. 

Public-sector workers, feeling underpaid 
but increasingly in demand, have noted the 
government is starting to listen to their 
pleas. Nurses and teachers have both had 
substantial rises in the past two years; aca- 
demics, by threatening to disrupt exams, 
have persuaded the Treasury to double the 
increase in cash allocated to universities 
(though dons still grumble that this is far too 


little), Some labour economists plausibly 
This story continues on page 52 > 


















































































; In international affairs 
— “SHE will be regarded as 


| one of the truly great 
| prime ministers of the 
| UK and one of the great 
| 
J 





ae A 


stateswomen of the 


world. She is a lady of 


a deep and abiding dedication to public 
service," 

Former president Ronald Reagan, fellow 
founder of an "ism". 


tale—always clearly recognisable and al- 
ways the person liable to turn everything 
upside down.” 

Mr Piet Dankaert, Dutch socialist, 1982-84 
president of the European parliament and a 
leading advocate of European federalism. 





"Profound and profoundly right ideas, plus 
clarity of expression, plus vigorous deter- 
mination, plus boundless energy equals a 
stunning global impact and also equals 
Margaret Thatcher." 

. Mr George Shultz, American secretary of 

. state 1982-88 and arch-mandarin. 


c "Mrs Thatcher is Hongkong's best hope 
= for the successful implementation of the 
Sino-British Joint Declaration on Hong- 
kongs future. She would not tolerate 
failure.” 

Dame Lydia Dunn, Hongköng’s top busi- 
nesswoman and a senior member of its exec- 
utive council, — 


-. “Mrs Thatcher’s impact on modern Eu- 
rope has been profound. She has moved 
the epicentre of debate on economic sys- 
tems positively in the direction of the mar- 
ket economy. Her antipathy to European 
integration, however, will be seen as a nega- 
tive influence on the achievement of the 
1992 objective for which she expresses sup- 





Mrs Thatcher's place in history - 


- great principle, of the highest integrity and | 


"She was the witch in the European fairy De 





We asked pronuncut figures in Britain and around the world: “How do 
yu think future historians will rate Mrs Thatcher as a prime minister, 
based on her record over the past ten years?’’ Here are some replies - P 


port and may impair the development P a 
common and effective To response 


East-West - 


to global and particularly 


. developments." 


Mr Peter. Sutherland, Trish ue Bir, | 
pean commissioner for competition 1986. 


89; rare: mnong | Eyrocrats—admired i im. 
Whitehall. 


In Westminster and Whitehall | Ec 
| 4 "IT WAS a stimulating. 

experience to work so > 
p* closely with a prime min- PN 
ister of such clarity of vi 

sion and determination | E 
* of purpose. It is dificult + 
| for me to judge the record in a historical - 





perspective; but whether the criterion is 
length of tenure or magnitude of achieve- 
ment, she will surely be rated as one of the 
outstanding prime ministers of this 
century.' 

Lord Armstrong, cabinet secretary 1979-87 
and quintessence of the establishment: 
Eton, Christ Church and the Royal Opera 
House. 


"Throughout the 1980s Capital, assisted 
by the State, launched a savage attack on 
democracy; the rich and the powerful put 
profits before people; the oil revenues were 
wasted; and the country was nearly bank- 
rupted by a huge arms budget in pursuit of 
cold war politics. But it may also be remem- 


 bered as the decade when a new generation 


learned the lessons, and resolved to build a 
different future for Britain, in the 1990s 
and beyond." 

Mr Tony Benn, Labour member of Parlia- 
ment, technocratic cabinet minister in the 
1960s and arch-enemy of Labour revision- 
ism in the 1980s. 


"Margaret Thatcher [will be seen as] a 
prime minister who could draw on a com- 


bination of national pride and personal. 


self-interest to create confidence and opti- 
mism, where an analysis of underlying 
trends pointed in the opposite direction; a 
conviction politician whose narrowness of 
outlook precluded an understanding of the 
wider well-being of an interdependent soci- 
ety whose very existence she questioned.” 
Mr David Blunkett, Labour MP, leftaving 
city boss in depressed Sheffield 1980-87, . 


. now leading supporter of Kinnock revision- 


ism. 











oun is le: av 





bes: their advantage of 10: 20 hindsight E 


future historians will conclude that Mrs 

Thatcher failed to prepare for the Single 

Market, 
shifts in the po 
. change. The 
the econo: 
more divide 
. All under a pr 
. she could have her nationalist cake and still 
: m her t international | 


demographic and geographic . 
ulatión and technological 
nvironment became dirtier, 
jore inbalanced, the society 
e people more indebted. 
ime minister who thought 

















bread, blew the. oil 
oe to o calling herself 'we'.' 









disdains with as much vehemence 1 às she 
despises consensus. Her determination to. 
reverse Britain's political and economic de- 
cline is praiseworthy but the record of 
achievement is patchy. Outside these is- 
lands the view is that she has succeeded; 
from within, the judgment must still be 
unproven.” 

Dr David Owen, former Labour minister 
and youngest foreign secretary this cene, 
now stylish leader of rump of the Social ^ 
Democratic party. 


"dresse Thatcher: possesses T rare 
combination of intellectual capacity, physi- 
cal and mental energy, political skill and 
resolution needed to drive through reforms 
on a scale and of a nature to change the 
course of the history of her country. Many 
of her successful reforms had been 
tempted before and had failed. Ort 
were not thought to be on any practical po- 
litical agenda. She has changed not only 
her own party but her country and has 
compelled the others to: adjust themselves 
to her agenda.” —— 

Mr Norman Tebbit, fana Tory cabinet 
minister, street fighter of British politics 





A s 


| and hero of Thatcherism's heartlands in 





/ 's north-east suburbs. 


: Among writers and dedo 


. "SHE has à keen rather 
than broad mind and im- 
mense energy. Abrasive 


and authoritarian yet 
also possessing charm 
and g e destroyed 





the collectivist “consensus” 

nearly ruined her country. She trans- 
formed the economy, put Britain back on 
the map via herself on the world: st age, 






pres ESN 










marshals—hick. T 
lake, leading historian of the Tory 
ble to explain —as nobody else 

irs satcher’ s links with Disraeli. 











a piquancy in seeing the most 
politician of the age as a member 
of the sex traditionally downtrodden. The 
.' trouble with her is that, despite allure and 
: - purposefulness, she's not likeable. 
- chill, with all his faults, was even lovable. 
So was the Edwardian dandy Macmillan. 
_. But we have had ten years of a middle-class 
-— lady with an affected accent who chill s the 
heart and stultifies the imagination.’ 
Mr Anthony Burgess, expatriate, prolific 
writer and soi-disant symphonist, author of 
5 "A Clockwork Orange". 











" “Most finite historians who judge Marga- 
"hatcher will, in the nature of things, 













.; association with Britain. Those historians 
will tell how British university scholarship 

arid research, once in my lifetime the most 

eminent in the world, were scrimped, 
. bashed and diminished in her years as 
<+ prime minister. Perhaps in pursuit of more 
Comprehensive trüth they will mention 








fessor J. K.Galbraith, Harvard econo- 
and perennial doyen of the intellectual 
left, inventor of the phrase “private afflu- 
ence and public squalor”. 


"Ultimately on the side of the angels, 
above all as a disturbing, much-needed 
-questioner and mou ld-breaker. She has 
^ changed her party's attitude more than any 
- Of her predecessors since Peel, and those of 
the electorate more than any since Disraeli. 
is where assessment will have to start. 
"aves open a great question—can she be 
. as imaginative over Europe?" 
^ Dr John Roberts, Oxford historian, author 
. of “History of the World” and presenter of 
: . television’s “The Triumph of the West". 














“She appears to me to have been in the 
«.. 1980s the most impressive of all the Euro- 
pean heads of government in the past 40 
years." 


Professor Friedrich Hayek, Audttunibom ü 


* “economist, author of “The Road to Serf. 
dom", Nobel laureate and intellectual god- 
> father of Thatcherism. 








“Mrs Thatcher is a radical leader, bent on 
shake-up and reform. I sometimes wish she 
were more of a conservative both in broad- 
_ casting, where we need to sustain as long as 
- we can the virtues of the present system, 
~-and in the arts, where the state surely must 
have an interest in the quality of all our 
ves. My hope is that, in her second de- 








Chur- 


<in universities—which are my major 


Yer matters. But the above they will f; 
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cade, a season of siellowed fruitful Iness may 
be upon us.’ 

Mr Jeremy Isaacs, director of the Royal Op- 

era House, father of television’s innovative 

Channel 4 and the independent production 

industry it spawned. 


"Most British politicians give some 
thought to ‘will this cause rows among my 
immediate colleagues?’, or ‘will this be of 
vote-shrimping advantage?’ Margaret 
Thatcher and Ernie Bevin are the only two 
I have known who have always in govern- 
ment simply asked: ‘which decision do I 
think will have the best effects?’ That is 
why they are most intensely disliked by ex- 
actly the same sad sorts of people.” 

Mr Norman Macrae, deputy editor of The 
Economist until 1988. A Thatcherite before 
Mrs Thatcher. 





“A lady and, whatever people may say, very 
feminine in her manner. Neither aristo- 
cratic, nor plebeian. More doctrinaire than 
pragmatic. Not much given to humour. 
Margaret Thatcher scarcely conforms to 


_ the stereotype of a traditional British prime 


minister, yet it would be hard to be more 
British and more traditional: she is Lady 
John Bull personified. Sad that. Europe 
plays so small a part in her thoughts. Sad, 
too, that she takes so little interest in the 
many that liberalism leaves by the 
wayside.” 

Mr André Fontaine, editor of Le Monde, 
France’s plus serieux newspaper. 


In business and finance 


“HER main contribu- 
tion has been to instil, 
into a nation that had 
created almost an indus- 
try out of rationalising its 
own economic failure, 
de belief that the future can and must be 
better than the past.” 
Mr John Banham, ex-management consul- 
tant and now director-general of the Con- 
federation of British Industry, the bosses' 
trade union. 





“For over 30 years the forces of collectiv- 
ism advanced inexorably. Then Mrs 





leading proponent of cempaniet-as goods 


Tacha was elected. She | 
and won great victories, but she has 
won the war. If she were to retire, leade 
ship of her party could be returned t 
Tory, as opposed to conservative, hand 
That would mean compromise and weal 
ness, followed by defeat." 

Sir James Goldsmith, Anglo-French finan- 
cier, celebrated gambler and evangelical 
capitalist. 
































































“One of the great leaders of the twentieth. 
century. Churchill bonded Britain in de- 
fence against a common enemy. Margaret CES 
Thatcher counterattacked | against en- || 
trenched attitudes and outmoded work 
practices, so creating à climate for change 
that not only brought about à m jorre renai, 
sance in Britain's prosperity 1 
dence in itself but also dramat 
proved our reputation in the wide 
Lord Hanson, co-founder 24 years 
Anglo-American company now ranked 
eighth largest in Britain d market 
capitalisation. 





"She will be credited ES arresting a an 
then reversing decades of gradual decline. 
Releasing the forces of competition, re- 
straining excessive union power and de- 
regulation are the core of her achi vement; 7 
a renaissance of energy and enterprise Pie 
lowed. However, the mishandling of rela- 
tionships with our Community partners : 
will be seen as a failure and a lost 
opportunity.’ 

Sir Martin Jacomb, City banker, chairmar 
of BZW, one of the few large British firms 
emerging successfully from Big Bang. ee 





“The most radical and most effective 
peacetime prime minister of the century. In 
a famous letter to. The Times in 1981, 364 
economists warned that the consequences 
of her brave deflationary budget of that 
year would be economic recession and. po: 
sibly even civic disorder. History so 
proved Margaret Thatcher right and 364 
economists wrong. Our intellectuals have : 
never forgiven her for that.” : 
Lord King, henchman for the Thatcherite 
assault on Britain's public sector and chair- S 
man-privatiser of British Airways since — 
1981. 


“Mrs Thatcher and her government havë 
given back self confidence and self respect 
to the British people. The people were set 
free from overburdening restraints of con 
trols and taxation. This allowed theit na 
ral entrepreneurial spirit to re-assert itself 
with results that are there for all to see. The 
sick country of Europe has become the one 
most admired." l 
Sir Hector Laing, Tory biscuit maker m 


citizens. 














































stonewalling union pressure when unem- 
ployment was high in the early 1980s, the 
government let pay in the public sector drift 
too far behind the private sector to compete 
or workers in the labour-hungry 1990s. 
hose labour economists should know. Two 
f the most prominent, who have ‘helped 
ith official surveys of British industrial re- 
tions, have just been lured to America. 

-A better bargaining position for unions 
does not always produce strikes. Indeed 
CAS reports that in 1988 strikes were few, 
and rarely accompanied big pay negotia- 
tions. But there is a snag. Most unofficial 
rikes, like the recent stoppages on the un- 
erground, are not counted in the reported 
gures, Tight laws regulating official strikes 
vay be making wildcat action more com- 
ion. Some at the Trades Union Congress 


lamorgan by-election 


WAS three minutes before the first 
peaker at a Labour party rally in the 
-of Glamorgan by-election mentioned 
eurin Bevan. At a press conference that 


je: ocrats, took eight minutes before he in- 
ed Nye's sacred shade. Mr Rod Rich- 
the! Conservative candidate, defending 
arty's 6,251 majority, has not yet hon- 
d the sage of Ebbw Vale. But Mr Rich- 
tds does keep saying that the Tories are a 
road church", a political phrase last 
ard from Nye's ‘old mate Harold Wilson. 
Ihis common cause makes sense. No 
gent politician, of any party, goes to 
h Wales and rubbishes its heroes. In 
y event, the Vale is not a place where the 
ages in British political life cut deep. 
Peter Walker, the secretary of state for 
les, whose presence in the campaign is 
iquitous, his announcements of inward 
stment never-ending, stands for inter- 
ionist policies miles from those es- 
used in London by Mrs . Margaret 
atcher. Labour, for its part, is running its 
atly suited candidate, happily called Mr 
John Smith, as the epitome of “plain com- 
on sense”. 
~ When both Labour and the Conserva- 
ives appeal to the middle ground in this 
y, the minor parties get squeezed. The 
t opinion poll of the campaign gave both 





party managers were not surprised. 
e the campaign started they have been 
ounting the chance of "another Rich- 
nd" —the by-election i in February when 
y came close to winning a seat from the 


$ deeply disappointing. 


rgue Pi by setting rigid cash limits and 


y Dr David Owen, the leader of the Social - 


DP and the Democrats just 4% support. . 


ries. For the Democrats, though, the poll. . 


; ii is was as only partly because Mr Frank | 


worry privately that union bosses, keen to ( 


press on with sensitive negotiations, are 
finding it harder to head off unofficial 
action. | 

The proportion of workers belonging to 
unions, and the amount of time they spend 
striking, are both far lower than in the 
1970s, but at much the same level as in the 
1950s and 1960s (see chart on first page). 
Unions reckon that the decline in their 
membership has started to level off. They 
have not lost recognition in most existing 
workplaces, though they have failed to win 
it in many new ones. More big employers 
now communicate directly with their work- 
ers, but they still find it convenient to have a 


. union to talk to. Historians may well see the 


1970s and 1980s as like the 1920s and 

1930s: a rise and fall of trade-union power, 

followed by a steady, cart-horse plod. 
ete 


ale of tears for the centre 


Leavers, their candidate, had made an en- 
thusiastic start to the campaign. Their disap- 
pointment reflected the double importance 
of May 4th—the day of the by-election—for 
Mr Paddy Ashdown’s party. For on the 
same day, they fight elections in the 47 shire 
counties of England and Wales. ‘The last 
such elections, in 1985, marked the high-wa- 
ter mark of the old Liberal-spp Alliance. 
When the dust had settled, the Conserva- 


tives had lost control of 11 councils, Labour 


and the Alliance was running 4 
Har of counties in south-west England. 
Time has marched on, not to the centre 
parties ' liking. Now (see box) the Conserva- 
tives can reasonably expect to make sub- 
stantial gains at the Democrats’ expense. . 
Democrat spokesmen insist that they are | 
more optimistic about their chances than 
they were a few weeks ago, but that will not 
necessarily help Mr Leavers. It just means 


that the hordes of Democrat workers who 


normally descend on a by-election at the last 
weekend before polling will, this time, stay 
and fight in the shires. At most, Mr Leavers 
expects 500 canvassers to show up; at suc- 
cessful by-elections in the past, the centre 
parties have had more than 1,200. 

So the Vale of. Glamorgan will be a two- 
party fight, and a close one. The MORI poll in 
The Times of Friday April 28th gives La- 
bour 47% and the Conservatives 39%.. 
Labour's stronghold is Barry, a run-do 
port (and, on Barry Island, a run-down hv.. 
day resort) from which coal was exported E 
when the Bute family tightened is nine- . 
teenth-century stranglehold on Cardiff . 
docks. The Conservatives rely on the “rural 
vale", dotted with villages which to the un- 
tutored eye could be in England. 

Yet neither in Barry nor in the villages is 
the vote as solid as it looks. Sir Raymond 
Gower, who held the seat for the Conserva- 
tives for 38 years, was the kind of MP who 
could not see a death notice in the Western 


Mail without dashing off his condolences, 
and this won the Tories many working-class | 


votes in Barry. And there are Labour supe d 


porters in the rural vale. At a meeting in 


BRITAIN continues on n page 57 Sour 





Unhanging the hung 


AY 4th should give the Conserva- 
tives their best set of county-coun- 
cil election results since 1977. Most of 
the shires are natural Tory territory; but- 
when the seats were last contested in 
1985 the Tories stood at little more than 
33% in the polls. The old Alliance had 
the support of more than a quarter of the 
electorate. Allied no more, the Demo- | 
crats have only 10% support and the spp 
about another 5%. The Conservatives 
continue to poll consistently above 40%. 
In these circumstances substantial Tory 
gains seem inevitable. But the big ques- 
tion will be whether or not Labour has 
made any progress—and this will be less _ 
obvious from the headlines. — . 

In Northumberland and Cumbria 
Labour— now the largest party on hung 
councils—will be disappointed if it does 
not make substantial gains. In Avon, - 
Lancashire and Humberside, too, La- 
bour is the largest single party, and from 
1981 to 1985 ran them unaided, if it 





holds on to its present position there, Mr 
Neil Kinnock should be pleased since the 
Tories could win all three. 

In Cornwall the Democrats are - 
hopeful of consolidating their position at 
the expense of independents. If they 
avoid losses in Wiltshire (where they 


run a minority administration), they will 





have done well. Cambri hire—now 
hung—must surely go Tory again. Som- 
erset, in the Democrats heartland, 
might too, though the non-Tory parties 
are groping their way to electoral pacts, 
as they are in Devon where many of the 
SDP's councillors round Plymouth will 
not have Democrat opponents. 

One joker in the pack: Kent, which | 
incidentally hasa population larger than | 


. 15 states in America, is a jewel in the lo 


cal-government crown. At present, the 


Conservatives have a majority of 15 over 


all other parties, But. will disaffection 
with the Channel tunnel hurt the 
Tories? | 











[ CARTIER. THE TANK WATCH 


CREATED TO HONOUR THE a 
AMERICAN HEROES OF THE. 
First WORLD WAR. A CASE 
IN 18 CARAT GOLD DESIG j 
ON THE PURE, GEOMETRIC | 
LINES OF THE POWERFUL 
VEHICLES WHOSE NAME D 
IT BEARS. ELEGANT, 3 
REMARKABLY ACCURATE, E 
ADORNED WITH A SAPPHIRE : 
AND FEATURING THE PAM 
FOLDING BUCKLE, THE TA 
WATCH BY CARTIER IS A 
MASTER CREATION FOREVER 
CONTEMPORARY, IT IS QUITE 
SIMPLY “THE WATCH". 


Irade-Mark registered by the Cartier Group 
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T-H E A RT OER BEING UNIQUE 





HONG KONG « TAIPEI « SINGAPORE * SYDNEY * MELBOURNE * TOKYO * YOKOHAMA * NAGOYA * KYOTO * OSAKA * HIROSHIMA * FUKUOKA * GUAM 


WE’LL TAKE YOU FURTHER, FASTER 
THAN YOU EVER IMAGINED. 





Imagine an aircraft so advanced that it will cut hours off 


normal travel times. An aircraft so revolutionary that it 


will change your idea of time, distance and comfort. 





Introducing SIA’s MEGATOP 747. The largest, fastest 





long-haul aircraft in the world. The first of its type to 
serve Europe, Australia and Asia; the first passenger 
aircraft ever to fly nonstop between Singapore and 
London; the first stretched upper deck 747 capable of 
flying San Francisco to Hong Kong nonstop, or Honolulu 
to Singapore nonstop. And yet no matter how many 
hours our MEGATOP may save you, you will still have 
ample time to enjoy a standard of inflight service even 
other airlines talk about, in greater comfort and 
luxury. As the latest addition to the world’s most 
modern fleet, our MEGATOP 747 takes you further, 


faster, than you ever imagined. Experience it now. 


A great way to fly 


SINGAPORE AIRLINES 
























at Er ri DAMNIS network we operate in the 

1 ed States one of the most technologically advanced, it’s also the most 
| -efficient. We're also fluent in cellular communications, computer 
service and financing and leasing. | 

“Bell Auantic Mobile Systems is recognized as 
eader in innovative ular technology. lts 
revenue and customer 
growth is well above 
ustry averages. 
Beli Atlantic's Sorbus is the leading 
independent computer maintenance company in the United States. 
And Bell Atlantic Capital Corporation ranks in the top ten in the 
> in high-technology and other equipment leasing and is a major 


dn project rane. and capital services. 





| which speaks very well for the expertise and resources we've 
ancing information management worldwide. 


| International has already established a proven record 


-DATA COMMUNICATIONS 


CELLULAR COMMUNICATIONS 
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COMPUTER MAINTENANCE 


_ Bell Atlantic 
Were More Than Just Talk 








integration and consulting services. iE 

Through Bell Atlantic's Sorbus i Eurotech companies, we're 
maintaining computer and data communications equ ipment, distributing 
high quality communications products and developing value-added 


services at nearly 20,000 customer sites in Europe. And Bell Atlantic 


Bell Atlantic introduces 
the international vocabulary of 
information management. 


Financial is offering tailored financing and related services on high- 
technology equipment 

The result is a company that speaks the language of the future, 
With a loud, clear voice. 

To see what Bell Atlantic can do for you, contact: Bell Atlantic, 
Director of International Operations, 3 Thames Street. Hampton, Middx. 


TWI 2EW, United Kingdom. Telefax 01 (from outside UK 44- D-783- O13 
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ed, it was idi ace to tell those La- 





ergy secretary, w oe hs still electi 
fies the faithful (even if his gestures have be- 
come alarming: one starts with Mr Parkin- 
.$on impersonating an orchestra conductor 


$ " and ends with him strangling the first vio- 
^. lins) The Labour meeting may have had 


more ties, make-up and high-heels, the Con- 
servatives more Barbours and tweedy 
jumpers; but either meeting could have 
passed muster as middle-Britain personified. 
< Swop the candidates around and they too 
- would have been equally at home at either 
meeting. 

Perhaps for this reason, Labour—nar- 
rowly ahead in the early polls—says that it 
' has detected erstwhile Conservative voters 


who are switching straight to Labour's man, | 
without parking their votes in the centre for 


an election or two. This is what Labour has 
. gotto do if it is to win the next general elec- 

tion, and is what it has conspicuously failed 
to do at by-elections for the past five years. 
With this prospect in mind, the party has 


the Vale of Glamorgan; its campaign leaflets 
set new standards for glossiness. The Con- 
servatives have summoned that arch-cam- 
paigner, Mr Michael Heseltine, to help them 
out. A Swansea lad himself, it is only a mat- 
ter of time before he says what a terrific chap 
Nye Bevan was. 





| National ID scheme 


On the cards 


HE government looks like introducing a 
national identity card with the caution 
that this emotive piece of plastic demands. 
Defensively private, the British see identity 


cards as the vanguard of a police state. So it - 


seems that the cards will be voluntary, will 
not be linked to the police computer, and 
will be advertised to the public as handy 
travel documents. 

The home secretary, Mr Douglas Hurd, 


"n has done his talking to the police, other gov- 


ernment departments and the banks. The 
cabinets home affairs committee, chaired 
by the prime minister, is looking at his pro- 
D now and is expected to risk airing 


| invested much top-level time and energy in. 


e a NT TT I RE NT A A rte € aN w a € I at i a - 


R NIGEL LAWSON rarely misses 
a chance to boast about Britain's 
“supply-side miracle". In the 1980s, he 
smiles, Britain's productivity grew faster 
than in any of the Group of Seven big 
industrial economies bar Japan. In the 
1960s it had grown more slowly than in 
all the rest, and in the 1970s more slowly 
than in all except America. This week, 
however, Mr Lawson's officials have pro- 
vided the antidote to any complacency 
~ their boss might have caused. The Trea- 
sury s new Economic Progress Report 
says that the British are hardly any better 
than the least productive workers in all 
i j e Japanese. 





Levels (as opposed to growth rates) of 
productivity are hard to compare, be- 





ers could volunteer to have the letter "T" 
printed on their credit cards. Bank cashiers 
would then have to require the credit-card 
holder to produce an identity card as well. 
The police could use them to collect 
names of possible witnesses to crimes. The 
cards would provide proof of identity to 
those who have to claim social-security ben- 


 efit on behalf of others. They could be a use- 


ful adjunct to the now archaic British driv- 
ing licence, one of the few in the world 
without a photograph. 

Individuals might find them handy as 
tiny passport-substitutes. Eight out of the 12 
EEC countries have cards (compulsory in Bel- 
gium, West Germany, Greece, Luxembourg 
and Spain; voluntary in France, Italy and 
Portugal) and they can be used in a of 
passports throughout the EEC. Some are 
valid as passports in all 21 members of the 
Council of Europe. For the health-con- 


scious, a card with an integrated circuit 


could carry medical records to be used in an 
emergency. 


Hardly better than Japan 








cause they first have to be converted i 
a common unit of account using 
mates of the purchasing power of tl 
ious currencies. The statistical diffi 
explain why the Treasury's new fi 
(see chart) are more than two years 
They are revealing nonetheless. . 

The first column shows GD 
son. On this basis America: v 
richer than Britain in 1986, W 
many was 10% richer, and Japan 
richer. The next column a | 
dard measure of overall produ 
GDP per worker. Japan has lots o 
so despite its high GDP per head its 
ductivity turns out to be.6% lower 
Britain's. Workers in all the ott 
economies were more producti 
the British. In 1987 and 1988 prodi 
ity in British manufacturing grew 
staggering 6.5% and 5.3% respect 
But uate in the whole econ 
grew by much less (2.5% and 1.1%) 

The third column takes account 
working hours. The Japanese work m 
of them than everybody else (2, 12 
year, on average) and the British. fe 
(1,511), so the productivity of British 
surges to 3396 more than the Japar 
equivalent. Japan's manufacturing w 
ers are a productive, but it se 
they are let Aoi by remarkably i 
ficient workers elsewhere, especia 
farming and distribution. WI 
Lawson next brags that Britain 
better than everywhere else e: 
pan, do please remember that th 
nese are staggeringly unproductiv 

















































































The economics will work only if 
uals are sufficiently impressed by thes 
vantages. The government ex 
tem to be self-financing, so peopl 
to pay around £10 for the privilege 
ing one. ! 
The politics i is trickies. The ci 
involves giving everybody, even. 
carrying cards, numbers. A. pti 
ber's bill proposing such. number 
first parliamentary hurdle on A 
voted down by 129 to 47. Th 
objection was voiced by Mr Davic 
a Labour member, who said “Hit! 
great fanatic for identity numbers. 
that tenor of opposition, the gov 
not planning to use the natio 
cards as a substitute for the footb; 
cards that have attracted so much 
though it would be technically pos: 
administratively convenient, by f 
two schemes the government wou 
the PPposiHion to both. 
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MEETINGS 



















































RF 3.323.767.800, RCS Nanterre No. B 334 192 408. 


These notices are to holders of Units in bearer form held the 
Wrench SICOVAM system and for information only, to holders of bearer 
Warrants. 


The Annual General Meeting of Eurotunnel PL.C. will be held on Thursday, 
25th May 1989 at 10,30 am at Westminster Central Hall, Storey's Gate, London 
SSW1H_ONH. The Annual General Meeting of Eurotunnel S.A, will be held on the 
ame date at the same location to commence at 11.30 am or as soon as the 
nual General Meeting of Eurotunnel PL.C. shall have ended or has been 


rned to another day. The business to be conducted at the meet ings is set 
below - 


i P.L.C. ` 

receive the Directors Report and audited Accounts for the year ended 
:3ist December 1988, 

; fo re-elect A. P. J. Bénard as a Director. 

To re-elect Lord Pennock as a Director. 

To re- -elect R; Lion as a Director. 

b re-elect Sir Kit McMahon as a Director. 

|o re-elect R. Malpas as a Director. 

Te -elect H.J. Foulds as a Director. 

re-elect. P Ponsolle as a Director. 

e-elect J-H. Wahl as a Director. 

re-elect A: Bertrand as a Director. 

To re-elect P Jaffré as a Director. 

To re-appoint Peat Marwick McLintock as Auditors. 

o authorise the Directors to fix the Auditors remuneration. 





0: S.A. 
To approve the Report of the Directors on the activities and business 
levelopment of Eurotunnel S.A. and Eurotunne! Group during the year 
nded 3ist December 1988 and the Reports of the Commissaires aux 
mptes for the same period. 

| approve the accounts for the year ended 31st December 1988 and the 
accounts for the year ended 31st December 1988. 
ine the treatment of the results for the year. 
0 approve the agreements listed in the special Report of the Commissaires 
aux Comptes drawn up in accordance with articles 101 and 103 of the law of 
24th July 1966 for commercial companies. 
To grant a discharge to the Directors and to the Commissaires aux C omptes. 
o ratify the appointments of three Directors by the Board during the year. 
renew the Directors terms of office. 
appoint a replacement Alternate Commissaire aux Comptes. 

ix Directors fees. 
elegation of powers for the cempletiun of formalities. 


Whether or not you intend to attend the meetings in person. you must 
mobilise your Units at least 5 days before the meetings. by notifving the 
bank or other institution through which your Unitsare held of your intention 
tend and/or vote. 1 


you intend to attend the meetings in person. you should request an 
mission Card through the bank or other institution through which your 

s are held. If requested in sufficient time you should receive your Admis- 
on Card before the meetings. in which case please bring It with vou. If you do 
you may still attend the meetings provided that your Units have been 
nmobilised and you bring suitable evidence of your identity. If the units are 
d in bearer form. they must be deposited for immobilisation. 


Ifyou do not intend to attend the meetings in person, you may exercise 
yor ir voting rights by using the combined proxy and postal voting i form. 


| opies of the Progress Report. the Companies Accounts and proxy and postal 
voting forms may be obtained from: 


efannel S.A. 4 proxy must be the spouse of the unitholder or any other unithokder 





copies des contrats de travail des Administrateurs d'E Eurotunnel PLC. sont disponibles au siège social de la Société (dont l'adresse est indiquée ci-dessus] pesidanti ice ; 
riure des bureaux là lexe eption des samedi. dimanche et jours fériés! à compter de ia date des présentes jusqu au 25 mai 1089, et au Westminster Central Hall pendant les quirize minutes qui 
eni l'Assemblée, Un actionnaire qui est autorisé aassister à l'assemblée ei à voter ale droit de désigner un mandataire pour y assister ei participer en son nom à tout vote. autre qu a main levée. 
l dataire ne doit obligatoirement étre unae Honnaire ah la Société ou un conjoint d'actíonnaire que pour Eurotunnel SA. 





OY AVIS DE CONVOCATION 


NU 


AUX ASSEMBLEES 
GENERALES ANNUELLES 





Karetuane! P.L.C. Registered Office: Victoria Plaza. 111 Buckingham Palace Road, London SWIW OST. Registered in England No. 1960271. 
Eurotunnel S.A. Siege Social: Tour Franklin, 100 Terrasse Boieldieu, Puteaux Cedex 11, 92081 Paris La Défense. France. Capital 


Ces avis sont adressés aux titulaires d'Unitée au porteur, et uniquement 
pour information aux titulaires de bons de souser ption au porteur. 


LAssemblée Générale Annuelle 'd'Euriunnd PLC. se tiendra au 
Westminster Central Hall. Storey's Gate, Londres SWIH SNH; le jeudi 25 mat 





1989 à partir de 10h30. LAssemblée Générale Annuelle d Eurotunnel S.A. se 


tiendra le méme jour et au méme endroit à partir de 11h30 ou dés que 
l'Assemblée Générale Annuelie d Eurotunnel PLC. sera terminée ou aura été 
ajournée, à l'effet de délibérer sur les Ordres dugur suivants:-- 


Eurotunnel S.A. 


€ Approbation du Rapport du Conseil d ‘Administration : sur r l'activité et la 


situation de la société et du Groupe Eurotunnel au cours de l'exercice clos 


le 31 décembre 1988 et des Commissaires aux Comptes sur! ‘aecomplissement: t 


de leur mission au cours du méme exercice. 


€ Approbation des comptes annuels et des comptes combinés de l'exercice clos. 


le 31 décembre 1988. 
@ Affectation des résultats. 


9 Approbation des conventions visées au Rapport Spécial établi p par les Com- M 
missaires aux Comptes en application des articies 101 et 103 de la lot du gr 





24 juillet 1966 sur les sociétés commerciales, 


€ Quitusàdonneraux Administrateurs et aux Commigsaires a x Comptes. F 





@ Ratification de la nomination des trois Administrateurs €oopté 





Conseil d'Administration depuis la derniere Assemblée Générale as t aire. Mer 


€ Renouvellement du mandat des Administrateurs. | 

e Remplacement d'un Commissaire aux comptes suppléant. . 
e Jectons de présence. 

€ Pouvoirs pourles formalités, 


Eurotunnel P.L.C. 


i. Présentation du Rapport au Conseil. d'Administration et dol Comptes 


audités de l'exercice clas le 31 décembre 1988. 
2. Renouvellement du mandat d "Administrateur de A. PJ. Bénard. 
3. Renouvellement du mandat d'Admtnistrateur de Lord Pennock. 
á. Renouvellemerit du mandat d 'Administrateur de. R Lion. | 
5. Renouvellement du mandat d'Adiministrateur de Sir KH McMahon. 
6. Renouvellement du mandat d'Administrateur de R. Malpas. 
7. Renouvellement du mandat d'Administrateur de H. J. Foulds, 
B. Renouvellement du mandat d'Administrateur de P Ponsolle. 
9. Renouvellement du mandat d'Administrateut de J. H: Wahl. 
10. Renouvellement du mandat d'Administrateur de A; Bertrand... 
| 1. Renouvellement du mandat d'Administrateur de P Jaffré. 
12. Renouvellement du mandat d'Auditors de Peat Marwick McLihtock. 
13. Autorisation à donner au Conseil d Administration de fixer la rémunération 
des Auditors. 





Instructions pour assister et voter aux LAssembiées - : 
Que vous ayez ou non l'intention d'assister en personne aux ; Assem- 
biées. vous devrez immobiliser vos Unités au moins 5 jours avant les 


Assemblées, en prévenant la banque ou l'établissement auprés duquel vos. 


Unités sont comptabilisées de votre intention d'assister et/ou voter... 


Si vous souhaitez assister aux Assembiées en personne, vous devrez 


demander à la banque ou à l'établissement auprès duquel vos Unités sont « 


comptabilisées de vous procurer une Carte d'Admission. que vous devrez. 
apporter aux Assemblées, Si vous ne la recevez pas. vous pourrez toujours y 
assister dans la mesure où vos Unites auront été immobilisées et OÙ vous vous 


présenterez avec une piece d'identité. Si les titres détenus sont sous lá o " 4 


matérielle. ils devront etre déposés pour immobilisation. 


Si vous ne souhaitez pas assister en personne aux Assembiées. ns 


pouvez exercer vos droits de vote en utilisant la formule de pouvoir et de vote 
par correspondance, 


Des copies du Rapport d'Activité, des Comptes des Sociétés. des formules de 
pouvoir et de vote par correspondance peuvent étre obtenues aupres de: ; 


English language - National Westminster Bank PLC. Registrar's Department. PO Box 343. Caxton House. Redcliffe Mead Lane, Bristol BS99 7SQ. E ngland iby post) 
he Nomura Securities Company Ltd, 9-1, 1 Chuo Nihonbashi. Chuo-ku. Tokyo, Japan - Salomon Brothers Ine., One New York Plaza, New York. NY 10004. USA - .. 
1sKilda Fondekommission. Norrlandsgatan 15. PO Box 16067. 5 - 10322 Stockholm. Sweden - AI Bank Al Saudi Al Fransi. 16 OM Al Mu'omenin Street 
7T. Al Sharafeya - Dist 3, PO Box 1 - D Jeddah. Saudi Arabia (available for collection). - ; 
issman. 75008 Paris. France et à REC 120 avenue des Champs Elysées 75008 Paris. France - (à votre disposition) Banque internationale, à Luxembourg. 
boulevard Royal 2953. Luxembourg - General Bank, Montagne du Parc 3. 1000 Bruxelles, Belgique. 





ies of Eurotunnel PLC. Directors service contracts will be avatlable (or inspection at the Company s registered office (given abovel during usual business hours texcluding Saturdays. ‘Sundays 
ublic holidays) from the date of this Notice to 25th May 1989 and at Westminster Central Hall for a period of fifteen minutes prior to the Meetings. A member entitled to attend and vote at the 
ngs may appoint a proxy to attend and. on a poll, to vote on his/her behalf. To vote at the Meeting of Eurotunnel PLC. a proxy need not be a member of the companies, To vote zit the Meeting of 





ures Kasius 





147, Sector 
- Formulaires en francais (par courrier) Banque Indosuez. 96 boulevard - 



















































Market, economy 





Japan's stockmarkets saluted 
the news of the impending res- 
ignation of Noboru Takeshita, 
the prime minister. The 
Nikkei-225 stock average leapt 
by 1.1%, its third-biggest one- 
day gain this year. 


Fears of higher interest rates 
in Britain faded, for now, 
when March’s current-ac- 
count deficit came out at 
£1.2 billion ($2 billion). That 
was bad, but better than most 
pundits had dared hope. 


Taxonomy, taxoffomy 


Canada is planning a new 
sales tax for 1991, to staunch 
the chronic budget deficit. 
Meanwhile the government 
tried to limit damage done by 
the leaking of its budget. 


West Germany's new finance 
minister, Theo Waigel, says he 
will scrap the country's hugely 
unpopular (and unwise) with- 
holding tax on interest in- 
come, which came into force 


at the start of 1989. 


Trade fair 


The European Community 
suspended talks over eco- 
nomic co-operation with Ro- 
mania's heavy-handed regime, 
but offered Poland's reform- 
ing government the carrot of a 
quick and ample trade accord. 
This marks a sharp change in 
EEC policy, which hitherto has 
kept politics out of commerce 
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[BUSINESS THIS WEEK 


in dealings with Eastern 
Europe. 


The more-than-halving of 
South Korea's current-ac- 
count surplus in the first 
three months of 1989—$1.3 
billion compared with $2.9 
billion a year earlier—should 
help dull protectionist cries in 
America. - 





American copyright holders 
say that piracy of films, mu- 
sic, books and computer soft- 
ware by 12 (mainly Asian) 
countries is costing them an 
annual $1.3 billion in sales. 
The biggest culprits allegedly 
are China ($418m in lost 
sales), Saudi Arabia ($189m) 
and South Korea ($165m). 


Security 


In what Wall Street managers 
now like to call “pro-active 
outplacement”, First Boston, 
a New York investment bank, 
has sacked 200 people, bring- 
ing to 1,000 the number of 
jobs it has'shed since the Oc- 


tober 1987 stockmarket crash. 


Japan's Ministry of Finance is 
allowing Japanese banks to 
act as brokers of government- 
bond futures, the first official 
move by banks into securities 
broking. In return, securities 
houses will be able to trade 
currency futures in a planned 
new market. 


People 


The Massachusetts Institute of 


Technology has been en- 
dowed with a Lego Chair of 
Learning Research. Seymour 
Papert (a computer software 
inventor) is to be the chair's 
first occupant. No prizes for 
guessing its construction. 





Alan Jones, managing direc- 
tor of the domestic defence 
businesses of Plessey, a British 
electronics company, is to run 
Westland, a helicopter maker. 
His move comes at a delicate 
time for Plessey, under siege 
from Britain's GEC and West 
Germany's Siemens. 


Flight scramble 


Scandinavian Airlines System 
(SAS) offered to buy a minority 
stake in Belgium's state-owned 
airline, Sabena. Merger talks 
between the two airlines stum- 
bled in 1987; SAS now appears 
to be worried about possible 
links between Sabena, Hol- 
land's KLM and British 
Airways. 


Boeing won its biggest ever 
deal when United Airlines 
placed orders and options for 
310 aircraft worth $15.74 bil- 
lion—only eight days after its 
previous record order of $9.4 
billion from GPA, an Irish leas- 
ing company. Boeing's order 
book now contains over 1,000 
aircraft worth about $65 
billion. 


Cookie crumbles 


A British baker, Ranks Hovis 
McDougall, turned the tables 


on Goodman Fielder Wattie 
by bidding £1.3 billion ($2.2 
billion) for the Australian $ 
food company which last year — 
abandoned a hostile attempt 
to grab RHM. 


Minorco, a South African- - 
controlled shell company 
listed in Luxembourg, has 
claimed victory in its bitter — | 
£3.5 billion ($5.9 billion) tus | 
sle for Britain's Consolidated — 
Gold Fields, the world’s sec- 
ond largest gold miner. But 
ConsOold is still fighting for i j 
its independence in the Amer 
ican courts. 


European Commission inspec- 
tors launched dawn raids on - 
ten of Europe's leading 
cement producers. EEC sleuths 
were looking for evidence of 

possible illicit price fixing and — 1 
product sharing. i 


North Carolina National 
Bank (NCNB) has dropped its — 
$2 billion plan to merge with — 
Citizens & Southern, a large : 
bank in Georgia. Since Citi- 
zens & Southern would not 
go willingly to the altar, NCNB - 


did not want the palaver of a 
hostile bid. 


| 
j 


Yip ip S 


The £331m ($560m) sale ot? 
William Hill, Sears's betting — 
operations, to Grand Metro- 
politan, a British booze-to- — 
bookmaking company, is be- ^ 
ing investigated by Britain's 
Monopolies and Mergers 

Commission. GrandMet now — 
controls 16.5% of all off-track - 
betting in Britain—slightly — 
less than Ladbroke, the big- _ 
gest bookie. t 


60 


Solid profit growth. Year after year. 


The published profit 
attributable to the share- 
holders of The Hongkong 
and Shanghai Banking 
Corporation has risen each 
year for over 20 years. 


Main points of the 1988 

results: 

* attributable profit up 19.7 96 
to HK$4,300 million 
(US$551 million) 

* earnings per share up 15.5% 

* total dividends up 16.7 % 

* one-for-ten capitalisation 
issue proposed for 1989 


Together with its subsidiaries 
and associates, The Hongkong 


and Shanghai Banking 
Corporation ranks among the 
30 largest banking groups in 
the world. Listed on stock 
exchanges in Hong Kong and 
London, its shares are held 
by over 185,000 shareholders. 
The HongkongBank group 
has more than 1,300 offices 
in some 50 countries and a 
staff of over 52,000. 


For a copy of the 1988 Annual 
Report, please write to 
Department Rl, Group Public 
Affairs, The Hongkong 

and Shanghai Banking 
Corporation, 1 Queen's Road 
Central, Hong Kong. 








€ 
HongkongBank 


Mic male c trem) ni ae 
Marine Midland Bank * ‘ati ak 


The British Bank of the Middle East * HongkongBank 
of Australia * Hongkong Bank of Canada 


Wardley + James Capel * CM&M 
Equator Bank 


Carlingford and Gibbs Insurance Groups 
Fast decisions. Worldwide. 


CONSOLIDATED ASSETS AT 3] DECEMBER 1988 
EXCEED USSIL BILLION. 
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RNAS 


UROPEANS spend more than $400 bil- 

4 lion a year on food, making the industry 
that processes it one of Europe's largest. It is 
about to go through the mincer. With doz- 
ns of would-be food conglomerates jostling 


.. ‘or market share, the tantalising question is 


whether Nestlé and Unilever will be able to 
defend their present commanding position 
on the supermarket shelf. 

Nestlé is the world’s biggest food com- 
pany. It employs more than 170,000 people. 
Roughly half its sales this year will be in Eu- 
rope. Archrival Unilever is the world's larg- 
est "personal goods” (soap-to-margarine) 
manufacturer. Between them, they possess 
brands in the number one or two slot across 
the whole range of processed foods in every 
Western European country. 

Once fat and happy, both these behe- 
moths now face acute challenges. Both com- 
panies grew to their present size during the 
postwar years by invading each of Europe's 
highly fragmented food markets with 
heavily promoted basic products such as 
tinned vegetables and baby food. But grow- 
ing affluence no longer means more money 
spent on food. As northern Europeans have 


grown richer, the proportion of their in- 


come pene on food has fallen —there is a 








limit to how much even Germans can eat. 
Europe's aging population is expected to 
grow by only 10m between now and 2000. 
Sluggish growth is compounded by the 
changing shape of the European family. 
Modern families not only live differently, 
they eat differently and at different times of 
the day. Even in southern Europe the tradi- 
tional family meal is under pressure. This 
creates opportunities for aggressive new ti- 
vals with fancy, and convenient, new dishes. 
Consider BsN. Mr Antoine Riboud has 


transformed the company from being a 


dowdy glass manufacturer into France's 
largest food company, with $7 billion a year 
in sales. With the backing of Mr Giovanni 
Agnelli, the head of Italy's Fiat dynasty, Mr 
Riboud clearly has Nestlé and Unilever in 
his sights. Others are taking aim. The Ku- 


wait Investment Office has taken a control- 


ling stake in Ebro, a Spanish sugar company 
with European ambitions. Then there are 
the Americans. After digesting Kraft, will 
Philip Morris's appetite grow? 

British companies, however, seem to 
think they can do without Europe. Ranks 
Hovis McDougall’s £1.4 billion ($2.4 bil- 
lion) bid for an Australian firm, Goodman 
Fielder Wattie, announced on April 24th, is 


. brands. These have b 


and an lrishman. 






power of food a. yom | p» 
particularl y in France. and West € 






counts from manufactu 


ers from the confines ¢ 
Unilever and. 
the growing strengt 














Britain, where the fiv 
chains account for over 
But the trend is spt 
France, FDB in Denma 
land are all pushin 
brands. Because tł 
shoppers, supermarket 
mediate information abo 
like and dislike; an inva uable ac al 
Neither Unilever nor Nestlé i 
on its laurels. Earlier this month 
announced it had set up a “Fo 
tive", composed of a Dutchman, a 
This triumvir 
charged with "overseeing and coord 
the implementation. of a world 
egy". At their first formal 
month they will probably find it « 
agree on one priority: spending mo 
fending existing brands. But that w 
enough. The key to continued succ 
rationalisation and innovation. ~“ 
Unilever has more than 200 f : 
cessing plants in Europe. Nestlé has 
as many. As internal European trad 
ers fall, many of these plants will hav 
In their place Mr Michael Angus, Ut 
co-chairman, wants to have larget 
flexible plants. The model is soap. 
years ago Unilever had 13 soap fac 
Europe. Today it has four. | 
While they are closing inefficient pla 
Unilever and Nestlé will also look for we 
to expand their capacity. Developii gi 
ice cream or pasta sauce is costly. Tt 
food companies need to be able to : 
product in more than one market. 
peans still have different appetites. 
ians eat three times more bread th 
Europeans; the Spanish twice as m 
fruit and vegetables; and German 
dicted to paprika. Europe is not yet re 
single, soap-like brands. - : 
So how do Nestlé and Unile 
exploit economies of scale while 
gional fickleness? One answer is to bt 
panies with low-cost capacity and 
mate knowledge of new. markets.. 
































































































ict change from Nestlé's and Unilever's 
dition of organic growth. Last year Nestlé 
6 billion on buying Rowntree, a Brit- 
olate maker, and Buitoni, one of Ita- 
est pasta company. Between 1983 
8 Unilever sold 90 businesses (worth 
ion) and bought 100 (for £4.7 bil- 
That is just the beginning. This month 








ugh its long-term debts are currently 
han £1 billion. 

ere are two problems with expanding 
4 eia. First, the price: Nestlé 


INORCO'S bid for Britain's Con- 
VA. solidated Gold Fields is not over 

After seven months Minorco, a vehi- 
of South Africa's Anglo American, 
persuaded shareholders with 24. 9% 
'onsOold's shares to back its £3.5 bil- 
($5.9 billion) offer. Combined with 
.own 29.9% stake, that means 
inorco now speaks for 54.896. But Mr 
udolph Agnew, ConsGold’s chairman, 
‘determined to fight on. Lawyers have 
vised his board that, if it was sincere 
bout its claims that control by Minorco 
would damage the company's assets, 
hen the board’s duty is to continue to 
fight in the New York courts. 

- The antitrust aspects of the case will 
.. go. to full trial, unless Minorco can per- 
suade ConsGold to drop the case. One 
way it could do this is to call an extraor- 
ary general meeting and ask for a spe- 
al resolution to stop the suit. But it 
ould require support from 7596 of 
areholders. A simpler course would be 
get big institutional shareholders to 
ersuade Mr Agnew to recognise defeat. 
Some institutions must be. wishing 
at the bid would just go away. It has 
ot put them i in the most flattering light. 


paid a fancy 35 times Buitoni’s net 


its borrowing limit to £14 billion - 


onsGold: round 13 


earnings. And, second, some of Eu- 
rope's best food companies are fam- 
ily-owned. Many of those families 
want to stay in the business, but need 
help to expand. That is where the 
likes of BSN and Ebro come in. They 
operate by taking a controlling stake, 


but letting the family continue to run |. | 


the show. For example, in March BSN 
paid 412 billion lire ($300m) for 35% 
of Star, an Italian maker of saucesand > 
flavouring cubes. FIL, Mr Agnelli's 
family holding company, bought an- 


other 10%. Mr Danilo Fossati, Star's | 


former owner, now sits on the boards 
of both BSN and IFIL and continues to 
run his old company. Unilever and 
Nestlé do not work this way. 

To maintain their dominance, 
Unilever and Nestlé will also have to 
innovate more quickly. Most new 
food products have been based on 
deep-freezes and microwaves. Because 
of the low penetration of both appli- 
ances in many countries, potential 
growth in both areas is huge. Unfor- 
tunately for food processors, retailers are 
not far behind with their own brands. 


Mr Tom Wylonis, a partner in the Co 


penhagen office of McKinsey, a manage- 


ment consultant, suggests three areas where 


innovations could create a lucrative niche: 


| 
| 
One, Royal Insurance, pledged support | 
to ConsGold, bur as the bid entered its | 
closing stages it publicly switched to | 
Minorco's side. Then, just 45 minutes | 
before the end on April 26th, Royal | 
changed sides again. But it was too lateto | 
withdraw its acceptance, so its 0.8% of | 
ConsGold was voted in Minorco’s fa- | 
vour by mistake. | 
ConsGold is more concerned about | 
roughly 10% of its shares, whose benefi- 
cial owners it has not been able to iden- | 
tify. Nearly all of these shares are 
thought to have been voted in favour of 
Minorco. ConsGold has asked the Take- | 
over Panel to look at whether Ámerica's 
Barrick Resources has any hidden agree- 
ment with Minorco. The Department of - | 
Trade and Industry's inspectors are also | 
investigating complaints about other 
concert parties and insider dealing. If. | 
they run true to form, the inspectors are | 
unlikely to report until it is too late to | 
unravel the bid. | | 
What the bid has done is point out | 
the inadequacies of the existing regula- | 
tory system when it comes to dealing | 
with acca i takeovers. Expect | to | 
hear more on this subject. 









































e Possibly ds best i is s chilled pe 
|. pared meals which have been chilled rapidly 
and which the consumer has only to heat 


up. These combine convenience with 
health—if you ignore the odd touch of 


` listeria. They also offer their makers fat mar- 


gins, as Marks and Spencer, the British pio- 
neer in the market, has discovered. Other 
food retailers have worried about short. 
shelf-life. Any food processor who discovers - 
how to extend shelf-life and distribute the 
product safely will reap large rewards. 
Unilever has recently bought Plaisir à la 
Carte, a small French chilled-food company, 
to attempt such a breakthrough. 

e Most milk now comes in the laminated 
cartons first invented by Tetra-Pak. The 
are much cheaper than glass and, becaus 
their seal is perfect, less time and energy can 
be spent on pasteurising their contents. 


Such containers should be perfect for any S 


heat-sensitive, pumpable food—like soup. 

@ Dry foods are also waiting for a packaging 
breakthrough. Most breakfast cereals and 
savoury snacks need their natural flavour, 
oils and proteins stripped out. Otherwise 


they go off too quickly once the packet has 
been opened. Stiff, laminated packaging 


that could be resealed would create new 
markets for food that tasted vaguely natural. 

Such innovation will be vital to the abil- 
ity of Unilever and Nestlé to keep fickle con- 
sumers’ palates titillated and fend off the re 
tailers and upstart food processors. Both 
companies are spending large amounts to 
stay on top of the European market— 


Unilever spent £360m on R&D last year. In 
the long-term their future could depend 


more on the boys in the lab than those be- 


hind the counter or down on the farm. 












sts 


he competition 


NCH and British c engineers are cut- 
. rently tunnelling towards each other 


beneath the English Channel (as Britons 


í - call it). By the summer of 1993 Euro- 








; tunnel, a private company with a monop- 
"oly franchise granted. by the British and 
French governments, expects to open a 
| . taikonly link 






k between Dover and Calais. 
ers, cars and freight will then be 


- shuttled to and fro. To pay for this feat 
-.the.company raised, with some difficulty, 
-£1 billion ($1.7 bill Ilion) in equity finance 
_ and £5 billion in loans. It expects to make 
à lot of money before it has to give the 
tunnel back to the two governments in 


| 204. 


A new study* says that, most likely, 
the tunnel will make a decent 
return—though this is going to pale be- 
side the broader social benefits that the 
Chunnel will bring. In planning infra- 
structure this distinction between private 


| and social returns is crucial. Private profit- 
de ability measures the return to the enter- 


prise undertaking the investment. Social 
profitability adds in the net returns to ev- 
erybody else. In the Chunnel's case, cross- 
Channel travellers can expect to benefit 
hugely from lower prices and better qual- 
ity; ferry operators, on the other hand, 


can expect to be hammered. 


Social profit is fiendishly difficult to 
calculate in retrospect, let alone predict. 
Worse, infrastructure is around for a long 


` time, so returns have to be forecast over a 
- span of many years. Usually this can be no 


more than clever guesswork. 

The authors of this latest guesswork 
have been unusually clever. They have 
constructed a model which predicts prices 
and market shares for the tunnel and its 
competitors (ie, ferries and airlines), tak- 
ing separate account of “foot passengers", 


| cars and freight, and of ferries from Dover 


as opposed to ferries from other ports. 
The model shows how prices will be influ- 
enced by the relative quality of the tunnel 
service, by the extent of substitutability 
between the tunnel and the others, and by 


the extent of competition between the 


two main ferry operators. Remember, 
though, that to crank out results, the 
model needs to be fed many heroic as- 
sumptions. As always in applied econom- 
ics, the conclusions are no better than 


~ these assumptions. 


For their central case, the authors 
adopt Eurotunnel's own assumptions for 


Í the growth of the total cross-Channel 


d Tani es that the Channel tunnel will almost certainly gener- 
D social profits' unless, that is, it proves so successful that it 


odd-looking 


pt henner Laem er cnc hou aaa Maret a lm ate PAARE LATA AA HE ESP, 





market (implying roughly 30m foot pas- 
sengers by 1994, compared with 25m in 
1987). They assume, pessimistically, that 
this total market is insensitive to 
price—though market shares are not. 
They also assume that most foot passen- 
gers will prefer the tunnel to the ferries 
and the airlines, because this group is 


mainly interested in high-speed city-to- 


city travel. (The numbers chosen imply 


that if a tunnel crossing cost exactly the - 


same as a ferry crossing, the tunnel would 
win 7596 of the market.) In contrast, the 
authors assume, oddly, that car passen- 
gers and freight carriers will be indifferent 





between the two. 

Also embedded in the model is the 
charging scheme that 
Eurotunnel has agreed with the two rail- 
way companies. This provides for a fixed 
fee, plus a fee per passenger or unit of 
freight, subject to a minimum that will be 
linked to inflation for the first 12 years. 
The authors do not allow for this contract 
to be renegotiated. Clearly, however, re- 
negotiation would quickly be on the cards 
if the tunnel appeared to be losing money. 


Bearing all this in mind, the model pre- 


dicts the following. A Dover-Calais cross- 
ing would have cost £11 in 1994 if no tun- 
nel had been built; with the tunnel in 
operation it will cost £8 to cross by ferry 
and £8 to cross by tunnel. Crossing with a 
car would have cost £115 without the tun- 
nel; because of the tunnel it will cost £51 
by ferry and £41 by tunnel—a 64% reduc- 










tion compared with the no-tunnel 
The same forecasts imply that the fer 
share of the market will fall in 1994: 
not far short of 100% to around 30%. 

Pushing another button, the author 
extract from their model the net gains ani 
losses. Discounted to 1994 values using. 
real interest rate of 5%, the net social gaii 
comes out at a cool £32 billion. The lio: 
share of this goes to consumers. The p 
vate gain to Eurotunnel—its discount 
stream of future profits—is only £4 | 
lion. The unhappy ferry operators lose E, 
billion. I 


When the authors check ctl 























































ter 1994, for instance, hes 
counted profit falls from £ bi 
billion. An aggressive res : 
ries could hurt, too. If they c 
ginal costs by 20% ichrotgh do 
say, or reduced manning), Eurotu: 
net private profit would fall from £4 
lion to zero; a 40% cut would cause : 
billion loss. However, these chai 
would have virtually no effect on ov 
profitability (because producers’ loss 
would be offset by consumers’ gains). 

Indeed, the authors find it hard: te 
make the Chunnel socially unprofitab 
Static traffic growth after 1994 still leav 
a social gain of £15 billion. Allowing 
some response in the size of the total t 
ket to the fall in prices actually increa: 
the social return. The extreme assum 
tion that the people who lose their jobs 
the ferries and in related Bis dires nev 
work again, and that the tunnel produc 
no offsetting rise in employment, red 
the social benefit by a comparatively sm 
£3 billion. E 

The only real danger is that tunnel o 
erators will collude with cross-cha 
ferry operators to keep prices up—or : 
alternatively the tunnel will be so popu 
that it drives ferries out of the market alto- 
gether, leaving Eurotunnel as a monopo- 
list. In either case, the social benefit 
the tunnel would be greatly reduced. T 
benefits for consumers might fall to zero 
(though the social benefit would not 
so, because Eurotunnel could exploit 
low marginal costs to extract bigger p 
its than the ferries ever managed). : 
governments have promised not to. 
fere with Eurotunnel’s pricing; but if 
petition vanishes, the case for some sort 
regulation will be hard to resist. — 





*The Channel Tunnel. By John Kay, Alan Man ! 
and Stefan Szymanski. Economic Policy, April 198 






















































BUSINESS 
japanese construction 


Loca heroes 


Jh T —- persistent diplomatic efforts to 

prise open Japan's Y63 trillion ($485 
billion) a year construction market, local 
contractors have just elbowed out of the 
running the last three foreign companies 
bidding to help build a ¥1.1 trillion ($8.5 
billion) combined bridge and tunnel across 
‘Tokyo Bay. The latest losers are Samsung 
- Construction and Hyundai Engineering, 
both of South Korea, and Bechtel of Amer- 
ica. One more example, say weary foreign 
Contractors, of the rigged dango bidding 


E Not so, say the Japanese authorities. 
ue e foreigners were rejected, they claim, be- 
cause all three lacked the construction 
methods needed to ensure that parts of the 
"structure built on reclaimed land would 
withstand earthquakes. Only a handful of 
engineering consultancies in the world are 
b lieved to possess such technology. Yet all 
14 of the remaining Japanese contractors 


still in the bidding for the Trans-Tokyo Bay 
m~~ 


Teriyaki McBurger 


] TOKYO 


HE battle between Japan's fast-food 
chains has moved beyond cutting 
prices. Japanese  youth's favourite 
meal—burger, Coke and chips—has 
fallen to ¥360 ($2.75). In Tokyo, where 
high land prices can force small restau- 
|| rants to add up to Y200m to their start- 
| up costs, many hamburgers are probably 
already being chewed at below cost. So 
marketing has got more imaginative. 
A surprising casualty has been Ja- 
. pan's biggest restaurant chain, Nihon 
|] McDonald. A joint venture between the 
_ American parent and Mr Den Fujita, a 
} local entrepreneur, the company has 
| thrived on the notion that the ham- 
burger is a world product, equally palat- 
} able to junk-food addicts from Texas to 
Tokyo. Although McDonald's sales in 
Japan last year were Y144 billion, all was 
not well. Other, less discerning, restau- 
- rant chains—such as Lotteria and MOS 
_ Burger—were, with dastardly cunning, 
adapting their burgers to Japanese tastes. 
Now the men from Golden Arches 
- have begun to hit back. Just in time to 
exploit the introduction of Japan's new 
consumption tax on April Ist, they came 
up with pre-paid hamburgers. Custom- 
. ers buy cards to be exchanged for bur- 
gers. It improves cash-flow and saves cus- 
tomers from digging in their pockets for 


im ^ — Lo ASLA. "m a 


Highway claim to have access to it. 

The rejection is badly timed. The fragile 
truce in Japan's and America's long-running 
series of trade skirmishes looks ready to col- 
lapse. The United States Trade Represen- 
tative, Mrs Carla Hills, is due to submit a 
nervously awaited report on foreign trade 
barriers to Congress by April 30th. Mrs 
Hills was known to be unhappy that Ameri- 
can firms managed to win only Y46 billion- 
worth of construction work in Japan in 
1987, compared with the ¥360 billion un- 
dertaken by Japanese contractors in Amer- 
ica. If Mrs Hills's report finds proof of dis- 
criminatory practices in Japan's con- 
struction market, America would be obliged 
by law to seek redress under a section ("su- 
per-301") of the 1974 trade act that was 
beefed up last year. The Japanese govern- 
ment, paralysed by the Recruit scandal, will 
find it difficult to respond. 

The nine mile Trans Tokyo Bay High- 
way is one of 14 big public and quasi-public 
projects in Japan for which foreign firms 
have recently been allowed to bid. Another 
is the first phase of the Kansai International 
Airport, built on the world's largest man- 
made island, off the coast of Osaka. It will 
cost Y] trillion. Three more airports are in 


loose yen to pay the 396 tax on their bur- 
gers. That cuts the average serving time 
by three seconds. 

And McDonald's has begun to add 
ever stranger new items to its menu. Last 
month's special was known as the Teri- 
yaki McBurger:.a bun containing a disc 
of chicken covered with a sweet and 
sticky soy sauce and topped off, like a Big 
Mac, with lettuce and mayonnaise. Uni- 
formed McDonald's employees swarmed 
the streets with leaflets showing a man in 
a white hat purporting to be the firm's 
"executive chef”, who described the new 
dish as "French-style". 

This month’s special is a more con- 
ventional BLT burger. Next month, who 
knows—sashimi shakes, perhaps? 











It’s my Meccano set 


the works. Other projects include coastal- 
highway schemes, the world’s longest 
bridge, man-made islands and a science city. 
Altogether, the Japanese government reck- 
ons it will have spent a mind-boggling ¥1 
quadrillion ($4 trillion at 1980 prices) on 
sorely needed new infrastructure in the 
1980s and 1990s. 

After nearly a decade of austerity, local 
contractors are understandably reluctant to 
share the largesse bestowed by the govern- 
ment’s spending spree with rivals from 
abroad. Japanese builders also have good 
reason to fear letting foreigners into their 
domestic market. American and European 
construction firms are noted for their tech- 
nology and management skills; South Ko- 
rean ones for their ruthlessly low bidding. 
Takenaka Komuten, the Japanese firm that 
won the contract to build the Tokyo Dome 
baseball stadium with its air-supported roof 
("Big Egg"), had to buy the membrane 
knowhow from Geiger Berger Associates c 
the United States. 

Aside from a handful of world-class con-' 
struction firms (eg, Ohbayashi, Taisei, Shi- 
mizu, Kajima, Kumagai), Japanese contrac- 
tors are also not particularly noted for their 
skills or productivity. With no fewer than 
520,000 construction firms in Japan, most 
companies are too small to be competitive. 
The government classifies contractors by 
their size, financial strength and previous 
experience, and then arbitrarily allocates 
public-works contracts to each category of 
builder so all can feed at the public trough. 

Such a system not only makes it difficult 
for firms to grow, it also rewards inefficiency 
and attracts unsavoury elements. Research- 
ers reckon that between 196 and 5% of all 
construction contracts awarded in Japan are 
skimmed by local yakuza gangs. Organised 
crime is likely to earn Y20 billion to Y30 bil- 
lion from the Trans-Tokyo-Bay Highway 
project alone. If they do anything for this 
money, the gangsters' firms tend to supply 
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the industry with casual labour (mostly ille- 
gal aliens working for ¥10,000 a day). 

American negotiators are aware that the 
Ministry of Construction in Tokyo has only 
limited room for manoeuvre. Some conces- 
sions have been won. The catch-22 which 
required foreign firms to show experience of 
working in Japan before they could even get 
a licence to work there has been abolished. 
The authorities have also agreed to speed up 
the registration of foreign firms before a bid 
and to give them more time to translate 
specifications and prepare bids in Japanese. 
Last year, the construction ministry also 
agreed to let three public corporations with 
big budgets (Japan Highway, Housing and 
Urban Development, and Tokyo Metropoli- 
tan Expressway) work with foreign construc- 
tion firms. 

But while market access is slowly im- 
nroving, foreign firms doubt there will ever 

e any real changes in Japan’s traditional 
„ango practice of carving up construction 
contracts before the bidding even begins. 
Such practices are as illegal in Japan as they 
are in America or Britain. But the construc- 
tion ministry has been reluctant to apply the 
law for fear of forcing many smaller builders 
into bankruptcy. 

It has other good reasons for leaving 
dango alone. Employing 5.3m workers, con- 
struction is second only to farming in pro- 
viding blocks of voters for Japan’s ruling 
Liberal Democratic party. More to the 
point, the building industry chips an esti- 
mated ¥30 billion a year into the pockets of 
politicians, making it second only to bank- 
ing among the party's sources of cash. Three 
out of four LDP Dietmen (members of parlia- 
ment) have ties with the construction indus- 
try. That is what builders call real clout. 





rphan drugs 


Adoption abuse 


HE idea was a good one: encourage the 

production of “orphan drugs". These 
are medicines that are not marketed because 
the afflictions they treat are too rare for drug 
companies to bother with. In 1983 Congress 
passed a law offering a seven-year monopoly 
and special tax breaks for certified orphan 
drugs. The law has had its successes, such as 
a treatment for porphyria—a painful and 
debilitating nerve disease that afflicts just 
100 people (George III was a sufferer). This 
month a government-appointed commis- 
sion called for even bigger incentives. 

But the orphan drug law has been 
abused. It is supposed to be confined to 
drugs with sales under $5m a year and a po- 
tential market of fewer than 200,000 pa- 
tients. Drug makers have found ways 
around both these limits. For example AIDS 
drugs qualify for the break, since there are 
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Is this an orphan? 


fewer than 100,000 Americans suffering 
from the full-blown disease now. But far 
more than 200,000 are infected with the 
AIDS virus and will get the disease. And 
these drugs are likely to be given to infected 
people even before they show all the symp- 
toms. Nevertheless, once the Food and 
Drug Administration gives a medicine or- 
phan-drug status, the maker gets the mo- 
nopoly for the full seven years. 

On May Ist the FDA will consider a drug 
called pentamidine designed to prevent AIDS 
patients from getting pneumonia. Two com- 
panies, Fisons and Lyphomed, have been 
developing the product but by definition 
only one can be given the monopoly on sell- 
ing it. Lyphomed seems to be the likely win- 
ner, because it is a bit further ahead in test- 
ing, but Fisons alleges it can sell the drug at 
half the price—$100 a month. AIDS patients 
are furious. 

The obvious advantage of a monopoly is 
the ability to charge a high price. That is the 
acknowledged incentive of the orphan-drug 
law. But some of the prices being charged to 
desperate patients seem outrageous. For a 
drug called Prolastin, used to treat patients 
who are deficient in an enzyme known as al- 
pha-l-trypsin, Cutter Laboratories is report- 
edly charging $20,000 a year. The medicine 
must be taken for a lifetime. 

Biotechnology companies are increas- 
ingly requesting orphan-drug status as a way 
to protect new products without becoming 
embroiled in the controversy over whether 
the products of genetic engineering are pat- 
entable. Genentech sought orphan-drug sta- 
tus for a genetically-engineered human 
growth hormone (HGH), which helps poten- 
tial dwarfs grow. Eli Lilly requested similar 
status for its own version of the drug, and 
the FDA gave it. Genentech sued the FDA, 
but lost because the products differ only 
very slightly. But three other companies 
have been prohibited from selling HGHs. 
The treatment costs $12,000 a year. 
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A few companies have wangled orphan- ! 
drugs status using the "salami technique": 
submitting multiple applications for the 
same drug by specifying different groups of! | 
symptoms, each of which affects fewer than. 
200,000 people. 

Among the solutions being suggested: - 
requiring applicants to supply the medica- 
tion free to those who can't afford it; dis- 
qualifying bio-engineered products; price ` 
controls; mandatory co-marketing or licens- 
ing. The trouble with all these solutions is 
that they would undermine the law's basic — 
purpose of giving companies a special incen- 
tive to produce these drugs. 





Argentina 


Don't cry for me, 
Weimar 


CONOMIC crisis is endemic in Argen- 

tina, a first-world country with cana 
world management. The latest pre-election — 
economic crisis looks almost the worst yet, — 
as the exchange rate shows. At the begin- - 
ning of February, you could buy an Ameri- - 
can dollar for 17 australes. In mid-April a. — 
dollar cost 70 australes. On April 25th and — 
26th it hovered between 96-100 australes, . 
but some of those trying to buy dollars were 
muttering “no ceiling’. Meanwhile, the offi- — 
cial exchange rate for exporters is still 36 
australes to the dollar, so nobody is selling 
exports officially unless he is mad. 

On April 25th nominal interest rates hit — 
80% a month; the next day they were 100%, 
but few people were willing to hold australes 
even at that. Inflation for the 30 days to - 
April 15th was "only" 3596, but the 
monthly rate by late April was guessed to be 
between 5096 and 6096, rising fast. That 
would translate into an annual inflation of - 
between 13,000% and 28,000%, also rising 
fast. This is Weimar. 

The International Monetary Fund cut | 
Argentina off last year in the middle of a 
$1.4 billion standby credit. It said it would - 
hold back $800m until Argentine poli 
improve, since when they have grown 
worse. The World Bank cut Argentina s ofi 
this year in the middle of disbursing loans 
worth $550m, which were supposed to be in. 
return for trade liberalisation and tighter 
central bank policies. The present rate of in- 
crease in money supply hardly looks tight. — 
Argentina is now slightly in arrears to 
organisations. It is at least $2.5 billion in ar- 
rears in interest payments to the co | 
banks. 

It looks as if the central bank has amos 
run out of foreign exchange. The Treasuryis - 
short even of australes; it is busily printing ia 
them, but productivity at the printing — 
presses cannot catch up. The Treasury's in- 
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ACHO smokers such as Sir Walter 
V A. Raleigh, Groucho Marx and Hum- 
hrey Bogart must be fuming in their 
graves. They would choke with incredu- 
lity at the latest gimmick ftom America’s 
yer-inventive tobacco industry: fla- 
voured and scented cigarettes. But the 









high drama of last year’s multi-billion dol- 
lar bids by Philip Morris for Kraft and by 
ohlberg Kravis Roberts for RiR Nabisco, 
acco companies have turned their at- 
tion back to what they do best, which 
rving up their slowly declining domes- 
‘ket, still worth $35 billion of high- 

rgin sales a year. 

a s new Spring Lemon Lights 
yasts “a distinctive yet subtle hint of 
de flavour" and began testing this 
nth in Arizona, Connecticut and Wis- 
sin. The company, which also makes 
ent and Newport brands, spent years 
dti the taste. Nevertheless, an un- 





n ds M quarter fell by 15-2096 in 
terms compared with the same period 
ear, because i it was getting tax payments 
st year's australes which are by now 
a fraction of a cent; real receipts are 
lower now. In that first quarter the 
sury s real expenditure was said to be 
er by 4-596 on the vear, and the fiscal 
it to be 11-14% of GDP. It will be mov- 
igher all the time. 
Typerinflation and the dash into physi- 
ods are well under way. Wholesalers. 
t tell retailers in advance what prices 
charge for their deliveries. Prices 
nounced only when the goods arrive. 
u are not popular paying by cheque 
edit-card. With inflation at 296 a day, 
dy except the innumerate will 
several days for a cheque or 
ard authorisation to clear. 
> rises are enormous, but still fail- 
.keep up with inflation. Poor 
le are getting poorer, and there 
ems bound to be social unrest. 
Argentina’s economic collapse 
as come suddenly, but it is the result 
many people's mismanagement. 
¿the country's former military 
piled up a huge foreign debt 
let people spend the borrowed - 
ey on imported consumer goods, 
change rates which made these 
rts look cheap. Brazil, for all its 
s, spent a lot of its: borrowings 
pital goods for its export indus- 
\rgentina now has few of these. _ 
econd, President Raul Alfonsin - 
o cut the fiscal deficit by taking y 









































new smokes are a signal that, after the - 





Australes per $ 
Free- market rate 0 


representative sample of smokers in a. 
New York office reckoned that Lemon 
Lights’ packet smelt more of lemon than 
the cigarette tasted of it. 

f-so, that puts Lemon Lights more di- 
rectly into competition with RJ. 
Reynolds's vanilla-scented Chelsea, “the 
first cigarette that smells good”. Backed 
by scratch n’ sniff advertisements, Chel- 


sea has been launched in Florida, Pennsyl- - 


vania and Nevada. Mr Roy Bury, a to- 
bacco analyst at Kidder Peabody, says 
both new brands are targeted at the same 
feminine market: sweet-toothed smokers 


who are embarrassed by the whiff their - 


habit leaves behind. 

The companies’ ingenuity may be TM 
naught. American smokers are a sceptical 
bunch when it comes to innovations. 
Reynolds’s smokeless cigarette, Premier, 
thought to have cost $300m, was with- 
drawn in February after only five months 
of trials. Less dramatic novelties often fare 


such unpleasant, but necessary, measures as 
laying off surplus state employees, cracking 
down on widespread tax evasion and selling 
off loss-making state enterprises. Mr 
Alfonsin’s attempts to brake inflation, most 
notably his “Austral Plan’’, included a 
wages and prices freeze. Rightly, nobody be- 
lieved this, while money supply and budget 
deficit still rose fast. His finance minister re- 
signed this month. 

To make matters worse, the two main 
candidates in the presidential election on 
May 14th have studiously avoided saying 
what they will do to meet the crisis. Mr 
Alfonsin eventually persuaded the candi- 
dates, Mr Carlos Saul Menem of the 
Peronists and Mr Eduardo Angeloz of the 









Consumer prices 
January 1988=100 





















re eee See ee Lee Tee ee eee rere reer rey 
















Core ee eee  ucemhbt4nseses eee eet Seer ere eres 


saisit. 








































better. Capri, made by Brown & William- 
son (which is part of Britain's B.A.T), has 
carved out a niche as the aimma ciga- 
rette in América. 
Repositioning an old brand is easier. 
America’s best-seller, Marlboro, was origi- 
nally a woman’s cigarette until Philip 
Morris changed its packet and chose a | 
cowboy as its symbol Now Reynolds | = 
claims it is successfully selling a grand- 
daddy of a brand like Camel (b. 1913) to 
younger smokers with the help of a dud- 
ish-looking dromedary called New Joe, 
who appears in adverts surrounded by 
gorgeous, pouting blondes. Bogart. would | 
have liked that one. | 
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ruling Radicals, to voice support on April 
24th for a balanced budget. The paper on 
which that promise is written is worth even 
less than an austral, so Argentines contin- 
ued their rush into dollars. 
If Mr Menem, an erratic populist and. 
economic know-nothing, wins, the slide will 
presumably accelerate. If victory goes to Mr | 
Angeloz, optimists are saying the economy’ s 
deterioration might slow down. He is re- 
garded as more conservative than the waffly 
Mr Alfonsin and has promised to make the 
tough decisions required. 
Rich in natural resources, Argentine 
could be prosperous. A president who wa 
willing to put a freeze on the money sup- 
ply—not an alleged freeze on prices—could 
make Argentina a big exporter of its 
- oil and fish as well as its wheat, soya, 
beef, oilseeds and hides. It could start 
to export cheap consumer goods, in- 
stead of trying to make expensive sub- 
stitutes for imports; and could per- 
suade people to keep their money, 
and themselves, at home. 
The psychological battering in- 
flicted by the present hyperinflation 
has not destroyed the Argentines’ bit- 
ter sense of humour. In a joke making 
the rounds in Buenos Aires, a small 
boy cheers wildly as Mr Menem 
. passes by. The Peronist candidate, 
| surprised, stops and asks him why he 

is so enthusiastic. * "Because", replies 
the boy, "my father says that if you 
win, we are going. to sell our home 
and move to o America." 
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^O intern tional 
currencies 


here is one type of cash investment available which no 
l serious investor should ignore - the Managed 
Currency Fund. 

- Guinness Flight pioneered this type of fund in 1980. The 
Fund invests in a carefully selected 'basket' of the world's 
major currencies which changes over time to reflect 

. the Managers’ views about the prospects for individual 

. currencies. 

As these move up and down against each other, proht 
opportunities arise. And ~ unlike equities - currencies can't 
all go down together; as one falls, another must rise. 

In addition to the opportunities from currency movements, 
your money earns wholesale money market rates of 
interest on deposit in the various currencies. 

Good interest rates and opportunities for profit. 
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This table shows the average annualised compound 
returns* achieved by the Fund, measured in three of the 
world's major currencies. In all cases, these are substan- 
‘tially greater than the returns which could have been 
-achieved on short-term deposits in any single currency over 
tlie same period. 
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Investors are reminded that past performance is not a guide 
to future returns and that the value of investments may fall 
as well as rise. 
.*Average annualised compound returns, since launch 
80 to 31.3.89. Offer to offer basis, income reinvested, 
ding initial charge. Increase in share price, same 
| iod, 224% in $, 348% in £ and 245% in DM. Offer to bid 
- . basis, income reinvested, excluding initial charge. Source: 
Managers' published daily prices. 
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. Currency Fund could give your portfolio an added dimen- 
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To find out more about how an investment in our Managed 













sion, complete the coupon below. 





FUND MANAGERS (GUERNSEY) LIMITED 
P.O. Box 250, La Plaiderie, St Peter Port, Guernsey, Channel Islands < 
Telephone: (0481) 710 404 or Telex: 4191284 GFFUNDG | : 
Please send me a Prospectus and Scheme Particulars for 
Guinness Flight International Fund Limited 








Address t t 







COU t e t t a i t t rene 
HE you would also Bke to be contacted by a representative of Guinness Flight who can assist 
with all aspects of Guinness Flight Funds, please enter your telephone number below 
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ICTURE a worker of the 
future: sitting at home in 
at of the fire, children play- 
quiet y at his feet while he 

p fis fenes into sco 

| er li ked to his workmates. He, or she, 
Jule ild be so lucky. Anyone who has worked 
can draw a truer picture. Children 
| T tice into the k ; door-to-door 
esmen interrupt; y at the office be- 
es i ju are really working anyway. If 
vorking is to become more than a 
g fancy, workers and bosses have 
hy y ents to make. A study of 
yme-workers by Professor Lotte Bailyn of 
[ T Sloan School of Management shows 
jOme of them will be. 

ing work from office to home 
es both the demands which a job 


EE. 
~ hit 
JTC WU. 


io 


E one home-based clerical workers, 
ample, say they are much happier at 
e than in the office. Because they are 
o organise their own schedules and 
ng methods, they feel more in control 
sir tasks and take a more professional 
dei r dw work. Others, however, report 
tly | the opposite: that work at home is 
ed, and demeaning. 
So far, managers have had lite but in- 
ato help them predict when working at 
be a success and when it will fail. 
icertai ty has inhibited managers from 
nting more workers' requests to take 
r i wor to bed with them. rs also 
nat home-workers will lose their loy- 
e firm, or fall behind technical ad- 
in their field. Working at home part 
ier 'ime—the only practical home-work- 
; option for most employees—suffers 
hi tom these prejudices and the reluc- 
e of f office managers to help with such 
organisational difficulties as forward- 
| s hone calls or keeping track of when 
oyee is, or is not, in the office. 
To help sort through some of this preju- 
se and confusion, Professor Bailyn com- 
ed two groups of employees—one home- 
| d and one office-based—doing roughly 
3 san ne jobs (computer programming) for 
ne firm, Britain’s ICL. Published in a 


le magazine, the ications of the 
M, A, Professor Bailyn's results should dis- 
ne fears about working at home. ICL's 


d programmers, it turns out, are 
pest to their employer than their 
unte parts back in the office. And they 
y have a wider variety of technical 
hough not quite as wide as free-lanc- 
t e xorarily employed in the office. But 
fesso Bailyn’s study also indicates that 
tO pene po for different kinds 
ti. action i inl Phe thote 


he , 4 ze ad ^ 





^s on a worker and the satisfactions it - 


POP ee LL =| 


=) 


who prefer to w 

The crux of 
is self-evident: w 
home offers lot 
quiet, it does nc 
ees 3 to manage tt 
ers. Thus job satisfaction for 
usually lies in the challenge 
the task itself. By contrast off 
dicates the report, tend to « 
their satisfaction from manag 
having status in the office hic 

Such findings present e 
though often ignored, lesson 
To keep a home-worker hapy 
portant requirements would 
ied and interesting work, we 
term goals and the freedom 
the job at the worker's own | 
fice-worker, happiness wou 
quire more-frequent feedbac 
opportunity to supervise oth 
a somewhat more subtle c 
home-workers' position: no 
get less opportunity to be 
also present fewer opportur 
to manage them. 

The home-workers studi 
Bailyn typically went nearly t 
tween formal progress re 
workers. More than hali 
Bailyn's home-workers repc 
most productive hours lay oi 
workers' nine-to-five. And t 
ers did for themselves man 
timating the time needed to 
or testing the quality of the 
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The guys at Pole 


to shoot each ot 





Picture it. Their data system was good. 

But now, with the instant success of their Spectra’ @ 
camera, good suddenly wasn’t good enough. 

I@#$%&*( )! Trouble. 

So Polaroid called in NYNEX—one of the information 
industry favorite troubleshooters. 

And NYNEX designed an integrated voice and data 
network that connects all eleven Polaroid locations. 

And makes everything from inventory to finance to 
technological analysis faster. Easier. And more cost-effective. 

here were simply no negatives. 

The NYNEX family of companies would like to 

work with you, too. 





oid were ready 





ae man p jJ 

We offer you everything from computer networks and 
software, to SERA phones, to the services of our telephone 
companies. Io learn more about why NYNEX is the answer 
for your business, write NYNEX Corp., 1113-A Westchester 
Avenue, White Plains, New York 10604, USA. 

Or call us at 1 800 535-1535. 

Discovering the answer is NYNEX could be a long- 
term boon to your business. We’re hardly a flash in the pan. 


Need to communicate? Need to compute? The answer 1s 
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HIGHLIGHTS IS $ Million 
Authorised capital 1,200.0 
Equity participations 77.9 
Shareholders’ tunds 603.3 


Treasuryinvestments 445.4 
Total assets 210.1 
Net profit 16.3 
Loan balances 352.9 
Dividends 20.0 


ARAB 
PETROLEUM 
INVESTMENTS 
CORPORATION 


PD BOX 448, DHAHRAN AIRPORT 31932 
SAUD! ARABIA TELEPHONE (03) 864 7400 
TELEX 870068 APIC SJ FAX 103) 894 50 76 


















proxy vote demanding, say, that a comp 
give up its golden-parachute arranget 
(enabling its managers to descend profitab 
to the ground if the company is taken ov 
the directors can usually ignore it. The pen 
sion fund can only vote with its feet and sel 
the shares. " i 
In contrast, a British company usually 
needs shareholders approval before. it doe 
anything that materially changes its sha 
especially during a takeover. Though Brit 
` shareholders are weak at controlling 
agement, at least they have a 
power, and sometimes use it. 
if they are acting. within 
powers, most big British € 
nies still sound out their 
Until recently, American cot 
did not bother—largely becau 
pension funds were too lazy to 
| Leading the fight in Am: 
the public-sector pension fund 
control assets worth roughly $600 
Among the noisiest are the two Ni 
state and city pension plans and the 
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SUA St « ERGY activist” pension funds in America, } 

A xw ward Regan, the comptroller of New 


Pension funds in America own more than 5076 of shares in the country's 
top 500 firms. At last they are acting a little more like owners, not absentee 


landlords 


TT^HE comptroller of New York city, Mr. 
< Å Harrison Goldin, has berated Chemical 
Bank for lending $500m to South Africa's 
Minorco to help finance its bid for Britain's 
“Consolidated Gold Fields. Mr Goldin, who 
is a contender in the forthcoming New York 
election for mayor, has also written to Ex- 
xon saying that its role in the Alaskan oil 
slick "appears to be inexcusable”. Political 
- ‘bluster, surely? No. Chemical Bank has al- 
ready promised that it will not support any 
more South African deals; on April 19th 
Exxon invited Mr Goldin to its headquar- 
ters to explain itself to him. . 
Neither Chemical nor Exxon is kow- 
towing to Mr Goldin’s political reputation. 
His power lies in the 6m Exxon shares and 
— 240,000 Chemical shares that New York 
City's six pension funds own. Mr Goldin is a 
trustee of the funds, which together control 
: $35 billion-worth of assets. In Exxon's case 
Mr Goldin may still carry out his threat to 
vote the city's shares against the oil giant's 
management at the shareholders’ meeting in 
May. Chemical's promise not to sin again 
may not be enough to stop Mr Goldin from 
selling its shares. 


Mr Goldin is on 














ly one of a new genera- 





tion of boisterous pension managers who ar- 
gue that a pension fund's influence should 
reflect its shareholding. America's pension 
funds have grown rapidly, helped by a roar- 
ing bull market during the past decade and 
by various new laws requiring employers to 
set more money aside for pensioners. They 
now control assets worth around $2 trillion. 
That includes around 2596 of all equities 
(9% in 1970); and over 50% of the shares in 
the Standard & Poor's index of 500 top 


. companies. 


The surge in pension assets has coin- 
cided with two other developments: first, 
various social and political campaigns to 
persuade companies and countries to moni- 
tor their investments in some countries (like 


South Africa) and industries (like nuclear 


power); and, second, a spate of management 
decisions in America that treat directors 
and managers better than shareholders— 
for example, anti-takeover “poison pill" de- 
fences which depress target companies 
share prices. 

Together these changes have persuaded 
pension trustees to look at shareholders’ 
rights—which are minimal. If, for example, 
shareholders pass a special resolution or 









































state and of the state’s $39 billio 
fund, began his campaign in I 
meeting two British fund manager 

Allies in the campaign inclu 
rate raiders, shareholder-rights ca 
(such as the Gilbert brothers, t 
York-based private investors), 
groups and, most important, trade 
pension funds, which control aro 
billion-worth of assets. Sixty of the it 
tive public and union pension fund 
trolling between them $300 billion-w 
assets, have formed the Council of : 
tional Investors. i 

Corporate pension funds, wh 
count for more than $1 trillion in 
have kept mum. Most trustees ar 
directors, few of whom want to su 
shareholder-rights proposals that, © 
could turn up at their own annual 
Deprived of this extra firepower, pu 
sion funds have concentrated on caic 
ritating and shaming companies int 
what they want. E 


Questions from the floor — 
The battlefield, the annual "prox 
takes place every April and M 
American companies have thei 
meetings. The campaign is fough 
fronts. à 

The most organised one is ot 
political issues. This year, accordi 


















vestor Responsibility Research Centre 
RC) in Washington, DC, which monitors 
00. of America's biggest companies, 
arly 175 face "social responsibility 
solutions”. 

-In 1985 New York city’s pension plan 
'egan to file resolutions calling on compa- 
es to sign the Sullivan Principles on equal 
y and conditions in South Africa: other- 
se it would sell their stock. Since 1986 it 
sold $270m worth of shares in 37 com- 
anies on these grounds. Other pension 
lans have followed its lead. Almost 100 
uth Africa-related proposals will be tack- 
ed this spring. 

: According to the RRC, 180 corporate- 
vernance shareholder proposals have 
en filed in 1989. The biggest campaign, 
h 41 proposals, is for confidential proxy 
ng. Encouragingly, a handful of firms 
includes J.C. Penney, American Home 
ucts and Continental Bank have al- 
y acceded to the funds’ request. Other 
panies, including Colgate-Palmolive, 
xaco and McDonald’s, are putting it to 
vote. Even if the vote backs the pro- 
|, companies might ignore it. 

»e more important battle front, how- 
oncerns the poison pills, golden para- 
nd other debatable defences erected 
umbent managers. These can declare 
nds and pay staff (which includes, and 
means, themselves) as they see fit. 
a golden parachute, handshake or 
ff can be classified as a salary deci- 
d a poison-pill plan (called, ironi- 




































'YORK 


MERICAN shareholders fighting to 
iget poison pills banned from the 
edicine-cupboard should be thankful 
ey did not invest in Swiss equities. A 
on-to-be-released survey by the Inves- 
t Responsibility Research Centre 
RRC) reckons that Swiss shares give 
merican investors less than a 
th of the "rights" available at 
ine. 

It is virtually impossible for 
m-Swiss shareholders to buy 
tock with full voting rights. 
Other countries treat both outsid- 
rs and insiders badly, too. In Hol- 
nd, for instance, shareholders in - 
oyal Dutch/Shell have so far 
en blocked from tabling a reso- 
tion calling on the company to 
thdraw from South Africa. 

The survey ranks each country 
our counts—disclosure of cor- 
rate information; voting rights 
ith the most points going to the 
untry closest to one-share, one- 
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lly, "a shareholders’ rights plan") can be 
dressed up as a dividend. | 

In fighting poison pills and golden 
whatevers, the funds have had little success. 
In 1987, in their first inexperienced charge, 
35 anti-poison pill resolutions were 
submitted: due to the funds' lack of 
experience at filling in the required 
forms and firms’ "diligence" in 
spotting the smallest mistakes, 
votes were taken on only 32. 

On average, they gained 29% ye 
of the votes cast. In: 1988 | 
the funds tried a . P 
more modest 19- 8 
proposals which : 
won 38.796 of the 
votes. In one case, 
Santa Fe, the prop. — 
osition won 61.2%- 

of the votes: yet the 

company still has a poison-pill plan. 

So far, around 900 companies have set 
up poison-pill defences. Some states even of- 
fer "anti-takeover" laws. In Delaware, the 
most popular state for incorporation, a hos- 
tile acquirer must win at least 85% of a tar- 
get's shares to win the company: if not, he 
can only consolidate its results with his own 
after three years—a long enough wait to de- 
ter most raiders. 


Earlier this year Polaroid hid behind the 


Delaware anti-takeover law to fend off a $3.1 


billion bid from Shamrock, an investor 
group led by Mr Roy Disney. Polaroid's Em- 
ployee Stock Ownership Plan owns 1496 of 


vote); the ease with which shareholders 
can introduce resolutions; and share- 
holder notification of meetings and 
proxy votes. Scores were calculated using 
America as a standard 100%. | 

Like most subjective surveys, the 
IRRC's has its strong points and its weak. 

































































































. itsstock— probably 
a blocking stake. 
Delaware law also 

. allowed Polaroid to 
buy back around 
2096 of its own 
stock and sell war- 
rants to buy ams 
other 796 of Polar- 
oid to a special 
investment group run by 
Lazard Fréres, one of its finan- 
cial advisers. 
This year there are 21 anti-poison- 
pill resolutions on corporate agendas. One 
company, Dayton Hudson, has already 
struck a compromise with TIAA-CREF, the 
$70 billion fund which looks after A merican 
teachers’ pensions and life insurance. Day- 
ton Hudson will submit its poison-pill plan ` 











to a vote by shareholders within three years 


or will abandon it in 1992. Another cor 
pany, Great Northern Nekoosa, has struck a 
similar deal with California's state pension 
fund. | 

Little of this endears companies to the 
pension funds. But, earlier this year, 
Texaco, a troubled oil giant, acceded to one 
institutional request which many firms see 
as the thin end of a wedge. lt appointed an 
outside institutional nominee, Mr John 
Brademas of New York University, to its 
board, Some companies fear that they may 
yet see pension-fund trustees on their 


boards. 








Awarding Britain only 60% for share- 
holder resolution procedures seems fair, 
because, even to be tabled, a resolution 
needs the backing of 5% of the share- 
holders, or 100 shareholders with £100 
($170)-worth of stock apiece; and the 
proposer(s) have to pay the costs. On the 
other hand, the IRRC seems unduly harsh 
on British shareholders’ voting rights. 
True, a few British companies do have 
different classes of shares, but bad Brit- 
ish managers and directors cannot 
swallow poison pills and the like. 
The RRC says that money man- 
agers may have a fiduciary duty to 
see that their foreign investments 
have voting clout. One American 
fund manager, Batterymarch, fol- 
lows a policy of buying foreign 
Stocks only if they have voting 
rights. Even when American man- 
agers have the right to vote, they 
often receive proxy voting forms 
late or not at all. When they do, 
some ignore them. For example, 
one fund with a strict non-South 
African policy at home does not 
apply the same rules to interna- 
tional investment. - 
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It is a pleasure to be able to report, for the third 
consecutive year, record profits for the Corporation. The 
figures, which have benefited importantly jom an 
excellent underwriti ne performa nce in the United Kingdom, 
include the results of NZI Corporation for the five months 
to 3it December 1988. Notwithstanding the difficulties 
experienced in the NZI banking business, which are being 
addressed, your Board believes that this acquisition pro- 
vides a strong base on which to develop our interests i8 à 


region offering excellent prospects of economic growth. 
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RESULTS £M ^ ' 1988 1987 
General Premiums, 2554 2169 
favesnmentincome ——— 354 299 
Underwriting Rest —  (G28) (083) 





Further improvement in our results may be more 
difficult to achieve in the current year but I believe that 
the Corporation remains well-plaied te meet the challenges 
and epportini ties ahead. 


FROM THE 1988 ANNUAL STATEMENT BY THE C H AIRMAN, 
THE RT. HON. THE EARL OF AIRLIE, KT CHV ED PC. 





N SPITE OF the record results which have been 
pl the signs of increasing competition persisted 
throughout the period. Substantially improved under- 
writing margins are now encouraging less discriminate 
use of capacity, with a more relaxed attitude towards 
the application of proper terms and conditions in some 
areas of business. 

UNITED KINGDOM 
The last three years have been dedicated to the 
application of a disciplined and responsible approach to 
underwriting. A substantial increase in underwriting 
profitability demonstrates the success achieved and our 
rating structures are now geared to maintain this firm 
underlying trend. 
UNITED STATES 
The operating ratio of 104-6 remains better than 
the estimated industry ratio of 105-3, but with a clear 
indication of a softening market it would be difficult to 
anticipate other than some decline in 1989. 
|| EUROPE 
The structure of our representation in Europe i5 
being reviewed ahead of the completion of the Single 
European Market. 
CANADA 
Adverse experience in personal automobile busi- 
ness and further strengthening of loss reserves largely 
account for the deterioration in the underwriting result, 
but an improved trading result was achieved. 
PACIFIC BASIN 
The merger of the General Accident and large 
NZI insurance businesses provides us with a significantly 
stronger presence in Australia and New Zealand, whilst 
securing a valuable platform for development in import- 


ant emerging Asian markets. 


business which. these services are ‘generating o 


LIFE 

An excellent level of premium. growth derive 
particularly from mortgage related contracts ind w 
look forward to building on this success in 1989. 


PROPERTY SERVICES 

We anticipate ‘continuing growth. in our es 
agency operation, both in the provision of pro} 
services and in the already substantial volume of T 


life assurance operations. 
OUTLOOK | 
The underwriting standards and disciplines whi 
have applied in the market over the last three ye 
and which have led to the record profits now 
reported, can be seen to be under considerable. pressur 
as these results provide an increasing incentive to 
pand portfolios. It follows that further profit progress 
be difficult to achieve in 1989, but the Corporatio 
insurance organisations worldwide are : solidly based an 
well placed to meet whatever problems may emerg 


their disparate markets. 


AE 


FROM THE OPERATIONAL REVIEW OF 1988 BY 
MR BUCHAN MARSHALL, CHIEF EXEC Pn | 








| You can receive a copy al our 1988 Annual Re Report À 
| returning the coupon to the address below: ` 
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| ADDRESS 
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| To: The Secretary, General Accident Fi 
and Life Assurance Corporation plc... 
World Headquarters, Pitheavlis, 

e Perth, Scotland PHZ ONH. 
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= 'hird-world stockmarkets have provided —( returns for bold inves- 
hile, Thailand and Indonesia now look the we" of the bunch 


A ST year the world's four most buoy- 
By ant stockmarkets (measured in dol- 
- |. lars) did not include New York, Tokyo, 
-.] Hongkong or London. They were in Bra- 


Ae | zl, South Korea, Mexico and Taiwan. 


The top four were followed by five Euro- 


pean countries: Belgium, Sweden, Den- 


` mark, France and Norway. Then came 
Thailand, Argentina (yes, Argentina) and 
the Philippines. After them was Japan, 

closely followed by India and Chile. 
Hongkong came 19th, New York 26th 
and London was 28th. — 





The report containing these and other - 


“nuggets comes from the tnternational Fi- 
nance Corporation (iFc),. the World 
Bank's private-sector arm, which pro- 
motes third-world stockmarkets and com- 
piles an index of their movements. it mea- 
sures markets performances by "total 
returns", which lumps price rises 
and dividend income together. Ac- 
cording to the IFC, investors rang- 
ing from individuals to pension 
funds can make profits in some 
(though not all) third-world mar- 
kets—and repatriate them. More 
. people and pension funds seem to 
be doing so, though nobody knows | 
"quite how many and with how 
E much. E 
^ 4 There are three ways of investing in a 
m third world stockmarket. The first-world 
| way (of picking a stock and then buying it 





























he developing world. Foreigners may 
“not buy shares directly in either Brazil or 
“South Korea, for example. In other coun- 
tries, the administrative hassle takes the 

. fun out of investing. The second way is to 
| buy shares in a fund which invests in ob- 
| scure matkets and is quoted on the New 
York, London or Singapore stock ex- 
changes. The third way is to buy dollar 
shares in an investment fund that has a 

| New York (or London) listing, but is man- 


aged from, say, Sao Paulo. With a bit of |. 


luck, a fund managed by local insiders 
may be more profitable than the second 


method. Or not. 


funds for six countries: South Korea, 
Thailand and Malaysia, all quoted on the 
New York Stock Exchange; a privately ar- 
| ranged one for Brazil; and debt-conver- 
sion funds privately arranged for the Phil- 
| -ippines and Chile. The debt-conversion 





funds buy foreign debt for hard currency 
at a tidy discount, swap the debt at the 
central bank for local En and invest 
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ough a local broker) is often impossible - 


The iFC has co-sponsored investment. 





the proceeds; i in the beal E E 
_ These funds agree to lock themselves into 





a market for at least five years, Dividends 
from their investments have to be rein- 
vested for the first five years of the fund’s 
life. They can be rémitted in hard cur- - 
rency to the fund's shareholders only in- 
the fifth year. In its first ten months the 
Chilean fund (which started life with | 


$30m) saw its net asset value increase by 


. over 40%. A sister fund is imminent. 


The iFC's Korea Fund increased by 
39.6% in the past year. Its Equity Fund of 
Brazil gained 58% ad the Malaysia Fund 






a more modest 11% (in dollar terms). The 
Thai Fund, however, which started the 
year trading at above its net asset value, 
lost 13%. Private-sector funds (especially 
in Latin America) run by investment man- 
agers such as Batterymarch and the Brazil- 
ian Investment Company have done al- 
most as well. 

The ifc also has two private funds of 
its own: the Emerging Markets Growth 


Fund (which started with $134m and shot 


up by 30.8% in the past year), and the 


Emerging Markets Investment Fund, tai- 
lored for Japanese institutional investors, 
which increased by 8.796. These funds 
were not offered to the public when they 
were launched, because cautious officials 
felt the time was not yet ripe and they 
might fail. 

There : are many more private funds. 


paier rrr 


Malaysia and Portugal are entirely open 


stocks. In Mexico, the Philippines ar 


1982 the Brazilian market has switc 
backed. By 1985 it had increased in value 
- fivefold; two years later it had dwindled to 


the market has risen almost eightfold. it 






Those in Taiwan (now the world's fifth 
busiest market) and South Korea have 
done particularly well. Snazzy ideas in- 
clude a debt-for-equity fund for Argen 
tina, and one for Latin America in gen 
eral, that can invest in FUIS and fixed- 
income securities. : 

- Local rules for investors ; vary. Among: 
emerging markets, only those in Jordan, 




























































Foreigners can invest in Brazil, India, 
South Korea, Taiwan and Turkey, bu 
only through funds or convertibl 


Zimbabwe, they can buy only shares desig 
nated for foreign investors. Banglade 
Nigeria, Petu and Colombia are virtua 

closed. : 
^ What look like the best bets in th 
emerging markets? In Latin America, Br 
zil was the winner in 1988 and the marki 
has gone through the roof this year in do 
lar terms. As a whole the market is already: 
up over 40% this year—but beware. Sine 


2896 of its 1985 value. 
Chile has been less frisky. Since 198: 


looks set to do even better. Its price-t 
earnings (p/e) ratio is low, less than fix 
times. The main question is: what wi 
happen in the presidential electio 
scheduled for December? That mig 
bring President Pinochet's rule to an en: 

In Asia the p/e ratios in South Kor 
and Taiwan are almost as high as in T: 
kyo’s gravity-defying stockmarket—ar 
Taiwanese investors have had a nail-bii 
time in the past couple of years. 1 
stockmarket more than quadrupled fro 
the beginning of 1987 to mid-1988 befo 


Thai companies ‘export tt 

makes the local e kmnisbet a “chea ) 
way of betting on the Japanese. e 
than the Tokyo market. 
On the wilder i investment nt frontie ln 





Bak gs rupee and hs n -ratic 
the high side. Watch Indonesia: tH 
est Jakarta exchange woke up: 
months ago and is rising rapi 
ment funds led by Jardine Fl 
recently launched Indonesian fun 
fresh money should pep-up the excl 
But for the truly adventurous, wh 
Morocco? Jamaica? No, she inv 
her own accord. 


land 
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.' Tootal Group's growth 
strategy was given a real test 
-of its strength in the difficult 
trading conditions of 1988/9 | 








MARKETING 
Tootal Group’s initiatives have 
been in the markets - in developing 
new products and services and 
































| and proved its worth in the- entering new growth markets where 
marketplace. | the Group's products, services and | 
Pre-tax profits rose for. international structure 


the ninth consecutive year _ give a leading edge. Last 
to reach a record £42.3 PPM m 
million, while the dividend Herm 
o shareholders was 
increased to 4.85p. 

























‘il Jnited States, Portug: 
France, Turkey, Banglades 
d Taiwan. 


GLOBAL SOURCING AND 














DISTRIBUTION 






Tootal Group has pursued its Tootal Group has continued to 
commitment to attract and nurture develop its international network, © 
excellence across all management establishing cost-effective sources of 
disciplines, regions and local high quality products and tailoring 
cultures and has increased the its distribution services to meet exact 


range of its professional customer needs. 


development programmes. TT Tootal 
Group 


INNING LEADERSHIP IN WORLD MARKETS. 


oup, arae toc cludrey Lised- Kuchen, Director of Corporate Affairs. Tootal Group ple, Tootal House, 19/21 Spring Gardens, Manclie 














guid like to kuose more about toutai € 


These results are extracted from the full Tootal Group accounts for the year ended 31 January 1889 which we are advised by our auditors will curry an ungqualifuwd audit repre. 



























































e ulation in Lc London mE 
ubsidising SIB- 


JOLICING the City of London costs a 
“bob or two. The Securities and Invest- 
ents Board (siB) has asked for £17.4m 
$29.6m) in fees for 1989-90 —a 57.5% in- 
rease on the previous year. Some of those 
footing the bill wonder whether they are get- 
ting value for money. 

i^ SIB's costs should be falling now that it 
has got London's five-self-regulatory orga- 
nisations (SROs): up and running. However, 
estimates that it will spend about £11.8m 
n his ene year, £1.9m over its budget. 








1989.90. SiB blames this big in- 
on two factors: the cost of weeding 
nancial crooks and of responding to re- 
ts for information from the public. 

Last year SIB spent £2.7m investigating 
firms. One reason this figure is so high is 
' outside consultants (usually accoun- 





in-house enforcement team. An- 


estigations; 19 are still to be closed. 
rotten apples have been tossed out. 


nent businesses also cost more than ex- 
ed 
aster, which lets the public check the cre- 
j ls of firms they are dealing with. 

SIB's escalating fees worry the SROs, the 
gnised professional firms and others 
have to underwrite them. Chartered 
untants involved in investment busi- 
now pay 138% more to siB in fees than 
n the system began. It is not just accoun- 
s feeling the pinch. Most of the sROs will 
to pay one-third more this year than 
ee tabl - The fees they charge their 
bers will probably rise by a similar 
iunt. 

nis causes headaches for those SROS 
e members do not have fat wallets. 
RA, the Financial Intermediaries, Man- 





F 





s) are often used to help the hard- 


eason is that SIB's sleuths take ages to _ 
igate. À year ago it opened files on 25 


OOKk sét to go on rising until most of 
The central register of authorised ini- 


SIB forked out £750,000 to set up the 


agers and Brokers Regulatory Association, is 
a case in point. Its smaller members already 
find things difficult. They cannot pass in- 
creased costs on to their customers by rais- 
ing commissions fixed by third parties, such 
as life-assurance and unit-trust companies. 
For the 1989-90 financial year a compromise 
has been agreed that involves the Life Assur- 
ance and Unit Trust Regulatory Organisa- 
tion (LAUTRO) picking up £1.3m of FIMBRA’s 
bill (hence the 259% increase in LAUTRO’s 


contribution to SIB}. LAUTRO does not want. 


to repeat this one-off deal. 

As well as achieving a fairer distribution 
of sip’s fees among themselves, several SROS 
want a better check on the lead regulator's 
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European unit trusts 


E. The Hon time oe get 





chance to question its sums is at an annual 
consultative meeting. Although this pro- 
duces what stp’s finance director, Mr Roger 
Purcell, calls a "full and frank discussion”, 
some say that it is not candid enough. 
FIMBRA has already written to the Depart- 
ment of Trade and Industry requesting a 
more formal budgetary system; others want 
parliamentary scrutiny of SIB's spending. 
The fee question is particularly sensitive 
because, in private, StB admits that it may 
not be charging enough. If it was called 
upon to conduct a large-scale prosecution 
for unauthorised trading, it would have to 
push fees higher. With subscriptions to reg- 
ulatory bodies already representing between 
a quarter and a third of firms’ compliance 
costs, a substantial rise would face stiff oppo- 
sition. A reformed SiB budgetary system. 
might make it easier to swallow. 


E ————————PRRPPERPRRRR 


Invading British beaches 





NASTY jolt awaits Britain's unit trust 
(mutual fund) industry. After October 
1 1989 European companies will be able to 
sell their unit trusts across EEC borders. Brit- 
ish fund managers who hope to steal busi- 
ness abroad from dozy continental firms 
should think again. Some of the fiercest bat- 
tles will be fought in their own backyard. 
The invasion has already begun. For- 
eign banks have snapped up independent 
fund managers in Britain. West Germany's 
Dresdner Bank was first into the market, 
paying £25.2m ($42.6m) for Thornton in 
July 1988. Bank in Liechtenstein was next, 
making a recommended £91.5m bid for oT 
Management in February this year. Then 
France's Société Générale picked up Tou- 
che Remnant Holdings in March for around 
£50m. Other banks, including Germany's 
Deutsche, are sniffing around. 


The buyers say they are keen to get their. 


hands on British expertise in equity invest- 
ment—which is another way of saying they 
want a slice of Britain's £42 billion ($71 bil- 
lion) unit-trust business. The odds are 
stacked in their favour. The EEC has laid 
down common rules for the authorisation 
and structure of unit trusts but not their sell- 
ing. This means that foreign firms in Britain 
can adopt selling techniques that are 
banned in their home markets—but the 
British, trying to break into continental Eu- 
rope, cannot necessarily use their well-tested 
sales pitches abroad. For example, perfor- 
mance comparisons between unit trusts are 
banned in West Germany and Holland. 
And offthe-page advertisements—those 
carrying a mini prospectus for a unit trust, 
inviting readers to subscribe—are illegal in 
most European countries. 

The European Commission is reluctant 
to tamper with narional regimes because 






























ure’ plese from his company, 
ors ‘Overseas Services (10s), still lin- 
Ar Cornfeld and his associates per- 
usands of investors to part with 
the 1960s by fiddling the per- 
of 10S's unit trusts. West Ger- 
particular, cracked down hard on 
: ractices after the 10S debacle. 

Still), most British fund-management 
ae Ams pem to expand in Europe (such as 


- "Wardley or Gartmore) are likely to find 


these marketing restrictions are more of a 
nuisance than a big deterrent. Their real 


headache will be to find someone to distrib- 


2 ute their products. In most EEC countries, 
— banks and insurance companies have the 


^. market sewn up. According to management 


' consultants at Coopers & Lybrand, the top 


. three retailers of unit trusts in France— 


.— C-édit Agricole, Banque Nationale de Paris 
d npe des Dépôts et Consignations— 
control 3996 of the French market. 

West Germany is even more of a closed 
shop. Its three biggest fund giants, DWs, DIT 
and ADIG (linked with Deutsche Bank, 
. Dresdner Bank and Commerzbank respec- 

tively) account for 65% of the business. By 
contrast, Britain's big three—M&G, Stan- 
. dard Life and Allied Dunbar-—have a mere 
.. 21% share. And there is only one bank- 
.. owned group, Barclays Unicorn, in the top 
. five of Britain's unit-trust league. 
| . Menturers into continental Europe will 
find that the job of breaking the retailing 
stranglehold there is tough and expensive. 
The kind of independent financial advisers 
that hawk new products in Britain are few 
and far between. Interlopers will have to 
-court the European banks and insurance 
companies that control sales networks. 
» Watdley, the fund-management arm of the 
Hongkong and Shanghai Banking Corpora- 
^n, has already agreed to collaborate with a 

osidiary of Banca Nazionale del Lavoro in 
“Italy and France's Crédit du Nord. Wardley 
will manage funds sold by the banks in con- 
. tinental Europe. Hambros has thrown in its 
lot with Istituto Bancario San Paolo di To- 
rino in Italy and Banco Bilbao Vizcaya in 
Spain. 
_ Any British firm that tries to sell directly 
to European investors, 
rather than through 
sales network, will have 
to bridge a culture an 





nie Cornfeld and the 







On the continent, unit trusts are often used 


as savings vehicles, akin to high-interest ac- 
counts (if rather speculative ones). Investors 
put their money into them as one of the few 
alternatives to bank deposit accounts which 
pay stingy rates of interest. So while British 
investors are willing to let their unit-trust 
managers loose in the stockmarkets, most 
European investors fight shy of equities. 
Around two-thirds of their money still goes 
into duller but safer frxed-interest bonds. 
British unit-trust groups are also ham- 
pered by a lack of suitable pan-European 
performance data. Although they are con- 
vinced that their equity-based funds have 
out-performed the fixed-interest-dominated 
continental competition, British groups 
have few hard figures to prove their point. 
Micropal, a research company, says that cur- 


rency movements make it almost impossible 


to compare the performance of funds. 
Next, there are problems of taxation. In 
most European countries the income from 


unit trusts is not taxed at source. Investors: 


receive dividends gross and then pay their 
dues to the taxman. In Britain, the fund it- 
self is taxed as an entity, so foreign investors 
receive dividends net of tax and have to re- 
claim it from the Inland Revenue. Few can 
be bothered. Danes will not be keen to in- 


vest in British unit trusts where any capital 
gain is taxed. Their own government waives 
the tax on Danish funds after three years, to - 


encourage long-term investment. 

— ]nanattempt to get round the tax prob- 
lem, British firms have set up subsidiaries ín 
Luxembourg. The country's benign tax re- 
gime allows investors to receive their divi- 
dends gross—and in confidence. Ireland 
wants to offer similar tax breaks, to encour- 
age firms to set up shop in Dublit’s new fi- 
nancial-services centre. But even from Lux- 
embourg, British companies still find it 
dificult to market their unit trusts in Eu- 
rope without a distribution network. Most 
cross-border sales are back into Britain, or 
to British expatriates. 

The European Commission has told 
British firms to stop griping about reciproc- 
ity and to let market forces wear down barri- 
ers to entry. Before this happens—says Mr 
Richard Royds, managing director of John 
Govett, a unit-trust firm—conti- 
nental firms may buy up a lot of 
Britain's independent fund manag- 
ers "lock, stock and barrel". 


worthy. Its foreign debt has risen: 


‘is under 16%. As Bulgaria's biggest west 


: ($1.5m) as an option premium. If it paid i 


" one point under LIBOR. 














account deficit and a mounting fo 
debt, Bulgaria seems to be able to bo 
money remarkably cheaply. Its loans cost 
tween a quarter and three-eighths of a pe 
centage point over western banks' wholesal 
lending rate (LIBOR, the London Interban 
Offered Rate). Until recently, prosperou 
Greece was paying a spread of half a po 
over LIBOR on its foreign borrowings. Y 
over the last two years, Greece has mot 
than doubled its foreign-exchange reserve 
to over $5.1 billion at the end of 1988; 
garia's deposits with western banks 
more than halved to less than. a ) 
since 1985. ES 

Bulgaria looks increasingly unc 






































































billion at the end of 1984 to almost $ 
lion at the end of 1988. Servicing i 
over 30% of its (notional) hard-currenc 
ports—whereas Greece's debt-service. 


trading partner is Libya, it is doubtful: 
paid in cash for all its exports. ae: 

So why do western banks like Bulg: 
so much? The answer is that the loan: 
them more than the stated spread 
LIBOR. Since the beginning of 1988, Bulg 
has been writing currency options intc 
foreign loans. These options—usuall 
three years—give western banks the ri; 
make Bulgaria repay their loans not i 
original currency (if it has depreciatec 
in one that has become more valuab 

Bulgaria has been selling options 
are likely to be exercised (and thu: 
highish premiums, usually around 596 
garia uses the option money in two: 
Some is returned to those banks thi 
lending to it. The rest is used to lower 
annual interest on its debt. Here's how 

Suppose that Bulgaria borrows $. 
for three years: at current interest rat 
would expect to pay interest of ar 
$3.2m each year. Suppose it too 


banks an extra $100,000 a year (ie, $300, 
over three years) i in interest, Bulgaria wou 
in fact be paying half a point over LIBOR 
could use the other $1.2m (or he 000 
year) to reduce its net servicing bill; thi 
nual cost to Bulgaria would only be $ 
Expressed as an interest rate, that is alr 


The catch in this sort of an 
ardry is that Bulgaria will not have: 
eign exchange to make the rep 
when the time comes. So far, no bar 
yet called on Bulgaria to pay up. Whe 
does, despite Bulgaria’s hedging ofi its 
it might be disappointed. | 




































TOKYO 


R T. BOONE PICKENS is either a 
‘A. greenmailer or an advocate of share- 
older rights, depending on your point of 
w. (His is the latter.) Either way, by buy- 
ing 20% of Koito Manufacturing to become 
the leading shareholder in a parts-maker of 
the Toyota carmaking group, Mr Pickens is 
challenging an established order of share- 
holders’ rights in Japan. 
That order places shareholders a distant 
last behind almost everyone else who has 
ealings with a company. Mr Kazuo 
azawa, a managing director of 
anren (the Japanese employers fed- 
on), describes it as the contrast be- 
“en the interests of “shareholders” 
d- "stakeholders". Stakeholders in- 
€ managers, employees, creditors, 
nks, the local authority, customers 
d suppliers and, if the company is part 
larger group, the parent company. 
nithere is a takeover bid in the West, 
terests of most of these groups 
d be subordinated to whether share- 
do or do not want to take the 
offered. Mr Nukazawa speaks for 


Pus 


Ours is not the rugged and brutal 
pel of the capnt and nine- 


iE wham-zap-whee world of video 
games is about to make home banking 
“genuine alternative to a Japanese 
inking customer's real life—ie, end- 
queueing .at tellers’ windows. It 
juld be a hit. Japanese families adore 
electronic gadgets, such as the ¥15 000 
($115) fami-con ( "family computer") 
« that keeps Pacman-mad kiddies glued 
to television screens. 
. Some 12m of these 
«toys (which are actually 
- grown-up, 8-bit computers) are absorb- 
ing Japanese boys and dads, which 
means that a surprising one-third of - 
households is reasonably computer lit- 
erate. That could be . 
st the job, say Ja- 
pan's big commercial 
banks, to do a lot of costly work for us. 
| ‘Sumitomo Bank and Kyowa Bank 
look like being the first to launch 
home-banking services based on video- 
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game machines. Both have signed 
contracts with a Tokyo-based firm, 
Sega Enterprises, better known for its 
machines in amusement arcades run 
by gentlemen with thick necks and 
missing fingers. By May, the two plan 
to have customers 
making cash transfers 
(the second most pop- 
ular transaction, after withdrawing 
cash, in chequeless Japan) from vide 
game machines : 
plugged into their 
television sets and 
telephones at home. Half a dozen 
other top Japanese banks hope to be 


in the home-banking game by 
October. 































Nintendo, the firm 
that leads the dragons, 
dungeons and shoot- 
em-up business, started the ball roll- 
inga year ago with a handy adapter 






























involves not just productiói and sales but als bes 
integration with the corporate and social envi 
ronment, a takeover objected to by such ‘stake- _ 
holders’ is doomed to fail in the long run. 


Or at least that is how the script is meant to _ 
run in deals that affect companies like: 
Toyota, which set the tone for most lapa- - 
nese business practice. These big groups in- 
tend to go on running their multitude of. 
subsidiary and affiliated companies as firmly 
as does any American company boss. 

What Mr Pickens need not swallow is a 
polite explanation by Koito’s president, a 
former Toyota man called Mr Takao Mat- 
suura: that it is customary for new share- 
holders to wait for half a year or so before 
seeking a seat on the board. (Mr Pickens 
would like three seats, the same number 
Toyota has for a stake of much the same. 
size.) The telling difference is that a Japanese 
controlling interest, like Toyota’s, is usualle 
exerted through interlocking minori 
share-holdings (not unknown in the West, 
and through the personal contacts that 
come from being part of the other layers of 
the onion of Japanese business life. There is 
simply less need for the western-style major- 
ity stake. Anyway, Japanese law requires a 
majority of two-thirds of 

shareholders on big is 

sues-—giving a veto to a 

33% stake. 

Disentangling those 
intertwined. sharehold- 

ings is a nightmare for a 
predator, andi in recent Dem ae too, 


that turned its friendly little fami-con 
into a powerful telecommunications 
terminal. Nomura, Japan’s biggest se- 
curities firm, was quick to make the 
connection. By devising the appropri- 
ate software and packaging it as a fami- 
con cartridge, Nomura realised that 
millions of households could suddenly 
be zapping share-buying 
orders on to its sales- 
men’s screens, For No- 
mura, which has sold a lot of back-of- 
fice settlement systems, knocking off a 
stock-transaction game for use at home 
was like a couple of bursts on a joystick. 
Nintendo is working on the pocket 
version of its successful fami-con ma- 
chine—a cross between a calculator 
and a telephone beeper. Feel like a flut- 
ter on Nippon Steel? Or how about a 
government-bond fu- 
tures contract? Just look 
up the stock number in 
the device's own mem- | 
ory, reach for the - 
nearest telephone and |. 
then fire away. Wham, - 
bam,. domo arigato, | 
Sato-san. A 
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Earnings per share 
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Pre-tax profits 
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The directors recommended a maintained final ordinary dividend of 


3.2p net a share which, together with the interim dividend of 2.3p net 
makes 5.5p for the year; the same as last year. 


hairman Lord Rippon of Hexham said: "As foreshadowed in the 
interim statement, profits, particularly of our L K Unit Trust oper- 
ations, suffered a downturn as a result of the structural changes to 
the industry imposed by the Financial Services Act combined with 

















the cyclical downturn in markets. The Government are now aware 


of the problems and far reaching urgent action is necessary way 
beyond the contemplated changes to remedy the present 
defects. Nevertheless, the UK business continues to show great 


resilience, . ! 
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ecause of the hig 
oldings that comprise the bulk of the assets 
f many Japanese companies. This helps ex- 
lain why the gunslinging deals that have 
brought fame, fortune and felonies to young 
investment bankers on Wall Street are rela- 
wely uncommon in Japan. 

Yet Japan has its own version of arbi- 


mergers and acquisition (M&A) teams of Jap- 
anese banks and securities houses are now 
sniffing out a lot of new deals at home. Ja- 
pan’s present M&A boom—the last one was 
in the early 1970s—has seen its share of 
bloody company battles, and shown that Ja- 
pan has plenty of corporate raiders. They 
are harder to spot than on Wall Street or in 
the City of London because what would be 
an open proxy fight or takeover battle there 
done under-the-table in Japan. Moreover, 
ipanese greenmailers tend to concentrate 
n small obtainable targets rather than tak- 
ng on the titans. 

Some 200 of the nearly 2,000 companies 





'OR the first time since its revolution 
= in 1949, China is allowing foreigners 
o buy its banks. Japan’s Long-Term 
dit Bank (LTcp), the Asian Develop- 
ent Bank and First Interstate Bank of 
awaii (which is controlled by Mr Wil- 
am Simon, once President Nixon’s trea- 
ury secretary) are to take a combined 
25% stake in Xiamen International Bank, 
a joint-venture bank controlled by the au- 
thorities in Fujian province. The deal, 
hich will raise Xiamen International’s 
ital to HK$560m ($72m), should be 
ompleted i in May. 

A similar agreement is currently being 
egotiated by the Agricultural Bank of 
hina. The foreign banks involved are 
ie World Bank's International Finance 
Corporation, French and Belgian com- 
mercial banks and a Japanese crust bank, 
— Yasuda Trust and Banking. =- 
= The Chinese feel they need foreign 
_ know-how to help them with the develop- 
; ment of their banking industry. The coun- 
| trys attempts since the mid-1980s to 
| decentralise control over domestic and 
foreign borrowing has not only given the 
. Bank of China problems with debt man- 
agement (as local enterprises went on an 
_inflation-inducing credit spree), but has 
also shown up a painful lack of bank man- 
agement expertise. 

Xiamen International hopes that the 
tie-up with LTCB et al will also help its stab 
international banking. The bank cur- 
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prices of land and share- — 


tragers and greenmailers. The burgeoning - 


rently has a Hongkong-based -share . 
der, Min Xin (formerly Panin, an in- | 


listed c on ines seven i Japanese uo Hieron 
are thought to have. been bought into by 
greenmailers. Victims are often too embar- 
rassed to admit it: Police-say that as long as 
the shares are bought legitimately, and no- 
body complains, there is nothing they can 
do about it, even though they suspect that 
organised-crime groups are sometimes in- 


volved. They quite obviously are. Last Octo- . 
ber, nine months after the disappearance of - 
Kazuo Kengaku (head of Cosmo Research, a 


local investors group with a reputation for 
greenmailing), Osaka police found his body 
encased in concrete. 
The stockmarket authorities try to turn 
a blind eye, although last October the fi- 
nance ministry tightened disclosure rules to 
clamp down on what it saw as a growing 
abuse. Greenmailers were buying into de- 
partment-store groups, such as Matsuza- 


kaya, and small retailers such as Chujitsu-ya - 


and Nagasaki-ya. They were threatening 
that they would force the sale of prime sites 


unless their shares were bought back at a` 
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vestment vehicle for Indonesian Chinese 
money but now controlled by interests in 
Fujian province), and has offices in Hong- 
kong and Macao, as well as Xiamen. It 
wants to upgrade its Hongkong deposit- 
taking licence to a full banking licence. 
LTCB sees the link more as a way of 
helping it expand in the domestic Chi- 
nese market. Like most foreign banks, it 
has been restricted to providing finance 


for Chinese state institutions, such as . 
. Bank of China and the national and local 


investment trust corporations like crric, 
and for big state industries such as steel. 
LTCB now wants to expand into lend- 
ing to medium-sized enterprises which are 
being given more freedom to raise their 
own finance. It hopes Xiamen Interna- 
tional will be a vehicle for that, especially 
if the bank can expand (as planned) out- 


side its home base to the big economic 


Shanghai 


centres of Beijing, and 
Guangzhou. ` 

With an economy growing at an an- 
nual real rate of around 10% and with a 


relatively low level of external debt, Chin: 


"Án old infrastructure project 


. for development projects. Xiamen Inter- 


. dustrial and Commercial Banking, its in- 
 vestment trust group, Fujian Investment 






‘premium, either by ihe company or its. 
bankers. Sometimes the raiders aim to se- ^ 
cure the actual sales of the sites to associates, 
who can then sell them on at a handsome 
profit to rival big stores groups who com- 
pete fiercely for the best sites. | 

Other targets are small, old-established 
industrial companies which have factories 
or offices in areas that have become fashion- 
able, and so own land suitable for redevelop- 
ment. That sounds respectable, even eco- 
nomically desirable. But the police report 
high involvement by known gangsters in the 
gathering of small plots into large sites for 
redevelopment; some physical threatening, 
not just greenmailing, goes on. Other classes 
of criminals are laundering profits from 
their growing trade in drugs. They are using 
the stockmarket and other financial invest- 
ments, including (to the alarm of the Ameri- 

Can authorities) property in the Unite? 
States. These are dangerous areas | 
foreigners to try to shoot their way into. 








is seen by Japanese bankers as a good. 
place to lend, despite some concerns 
about rising inflation and a niggling worry 
about two-fifths of China's external debt 
being yen-denominated. This has aggra- 
vated China's debt-servicing costs. as the 
yen has appreciated àgainst the dollar, 
while so far, few of China's foreign-ex- 
change receipts are yen-denominated. 
That is another attraction. LTCB be- 
lieves that by linking with a bank con- 
trolled by the provincial authorities, it will 
have an inside track to providing finance 


national's three Chinese shareholders are 
Fujian province's development bank, In- 





and Enterprise Corporation (which also 
controls Min Xin) and the Xiamen city's 
Construction and Development Corpora- 
tion. Inside tracks do not come 
much better than that. 
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SCIENCE AND TECHNOLOGY 


The brains of brain research 


IVE years ago Merck, an American 
drugs firm that is the world’s largest, be- 
gan an industrial experiment in Harlow, one 
of Britain's "new towns" dating from the 
late 1940s. In an attempt to conjure up a lit- 
tle innovation it gave two British academics, 
Leslie Iversen and his wife, Dr Sue 
rsen, a budget of £25m ($32m) and a 
orief to find new drugs for ills of the central 
nervous system. Unlike many others, the 
Iversens seem to be coming up with the 
goods. 

They think their unit's advantage 
lies mainly in the diversity of its tests 
and methods. Some of them have 
been tailor-made for the discovery of 
central-nervous-system drugs, but no 
route to success is ruled out. For ex- 
ample, the unit is laboriously screen- 
ing all Merck's 250,000 proprietary 
chemicals. 

These tests are often quite com- 
plex. Using a technique pioneered by 
Dr Solomon Snyder of Johns Hop- 
kins University in Baltimore, chemi- 
cals are systematically tried out on 
each of the tens of receptors (mole 
cules on the surface of cells) that are 
found in the nervous system. They 
~-a also added to bits of heart or gut, 

rich carry receptors related to those 
found in the brain. Although it 
sounds crude, this procédure is a lot 
less hit and miss than traditional drug 
screening. 

Unlike its rivals, the Iversens’ 
unit also carries out basic research on 
brain chemistry, which yields ideas 
about how new drugs might be con- 
structed. Here are two examples of 
their approach to drug innovation. 

Three years ago a dozen chemists at 
Harlow were given the challenge of finding a 
drug to curb the progress of Alzheimer’s 
disease. A little was known about the chem- 
istry of the complaint: the brains of its suf- 
ferers have too little acetylcholine (one of 
the neurotransmitters carrying signals from 
one nerve fibre to the next). 

As a treatment, acetylcholine is not 
much use; it interacts with receptors all 
around the body. That can make the heart 
slow down, or stop. Also, acetylcholine can- 
not get into the brain, which is surrounded 
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by a barrier of blood capillaries. A nitrogen 
atom carrying a positive charge stops it get- 
ting in. And enzymes in the bloodstream 
tear it to bits. Most drugs companies have 
looked for other ways of treating the disease. 

Undaunted, the 12 Harlow chemists be- 
gan by building a pentagonal molecule con- 
taining two oxygen atoms placed at carefully 
chosen distances from the positively 
charged nitrogen atom. This arrangement 
ensures that the chemical binds to acetyl- 
choline receptors—but its shape makes the 





How does Dr Iversen think? 


molecule impervious to enzymes. 

The team then used a powerful com- 
puter to examine the nitrogen atom of ace- 
tylcholine and the way its cloud of positive 
charge spreads over the rest of the molecule. 
The computer came up with a selection of 
molecules that could take the place of the 
nitrogen. Quinuclidine, which can come 
with either a positive charge or no charge, 
was chosen. The team's hope is that the neu- 
tral form of quinuclidine will be able to cross 
the blood-brain barrier. Once across, it 
should change to the positively charged, ac- 


tive form. Last December the team unveiled 
a pentagon-and-quinuclidine drug rejoicing 
in the catchy name L-658,903. It has been 
shown to improve memory in animal tests. 

The team now wants to improve the 
drug so that it works only on receptors in 
the brain. One possibility is to combine it 
with another yet-to-be-invented product, 
known as X, that blocks off acetylcholine re- 
ceptors without having an effect on them. 
Ingredient X would carry a permanent posi- 
tive charge, which would keep it from cross- 
ing the blood-brain barrier. So X would clog 
up the acetylcholine receptors outside the 
brain, thus stopping L-658,903 from getting to 
them. That would cut down side effects, 
while giving L-658,903 free rein inside the cen- 
tral nervous system. 

Another, more ambitious, approach 
would be to design a drug that binds only to 
the brain receptors. In order to do 
that, the team would have to know 
exactly what the receptors look like. 
It does not. Instead, together with col- 
leagues at the universities of Cam- 
bridge and Leeds, it is looking at a 
bacterial protein called bacterio- 
rhodopsin. The protein seems to re- 
semble the acetylcholine receptor, 
but it is much easier to study. 


will be used to make molecules al- 
most, but not quite, the same as the 
receptor. By finding those small 
modifications that make no differ- 
ence, and those that make all the dif- 
ference, the important parts of the re- 
ceptor can be singled out. This 
esoteric work could mean that 
Alzheimer’s drugs are ready for tests 
on people in the next few years. 

The next example is a drug for 
strokes. A few years ago Merck's sci- 
entists in America were trying to de- 
velop an anti-epileptic drug. They 
came up with MK-801. It proved to be 
useless for its intended purpose, but 


Harlow's battery of tests showed it 


might be useful for something else. It 
blocks the electrical signals that normally 
flow along nerve fibres bearing receptors 
that are activated by a neurotransmitter 
called glutamate. The Iversens and their col- 
leagues had been looking at those same 
nerve fibres, because they play a role in set 
ting up memory pathways. 
Their hope is now that MK-801 might be 
used to reverse or halt the mental deteriora: 


tion that follows a stroke, when a blood clot - 
temporarily blocks the flow of oxygen to the 


brain. It seems that a stroke may make 


nerves release too much glutamate. Such ex- 


85 


Eventually, genetic engineering - 
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HO or what makes antibiotics? The 
man on the Clapham omnibus, re- 
nowned for his knowledge of biology, 
. might reasonably answer: moulds, such as 
: penicillium. Right, but wrong. Most of the 
| successful antibiotics (apart from the peni- 
 Cillins) are made by bacteria that usually 
.live in the soil, called streptomycetes. 
©- However, even the microbiologists on the 
omnibus do not know quite how. 
-. Å project organised by Britain's Sci- 
ence and Engineering Research Council is 
starting to find out. Dr David Hodgson of 
Warwick University is working on the bio- 
chemical "switches" which turn on the 
bugs' drug production. Some of his dis- 


more-productive bacteria and so cheaper 
antibiotics. 

He is working with Streptomycetes 
oelicolor, which, at a certain point in its 
life-cycle, suddenly stops growing its hori- 


nd instead grows a miniature forest of 
vertical threads with spores on top. At the 


otic, probably to fend off predatory fungi 
and. competing bacteria. Dr Hodgson 





‘an destroy nerve tissue. 


ential of MK-801? 


HJ 


brain. In the first, slices of rat's brain are 


itored for electrical activity. To simu- 
| stroke, the slices are deprived of oxy- 
In the second test, a fine tube of glass is- 


ve cell, forming a tight seal with high 
trical resistance. That allows exquisite 
surements of the cell's electrical behav- 
—fine enough for the researchers to de- 
he activity of a single receptor. 





yped a series of psychological tests that 
lout what drugs “feel like” to animals. 
nce animals can not discuss their feelings, 
e tests compare the effects of a new drug 
th that of an old, well understood one. 
ich tests showed that MK-801 had similar ef- 
ts to a chemical known as phencyclidine 
) to pharmacists (and "angel dust" to 
takers). The tests used rats addicted to 
nd trained to press a lever when they 
fix. When the- rats were given MK-801, 
xressed the lever. So the sensation they 
hen given MK-801 must resemble that 
1 angel dust. Since pcr blocks signals 
-pass along glutamate nerves, it follows 
AK-801 does, too. : 

ne team found a way to simulate strokes 


digestion 


coveries may eventually help to make 


zontal networks of threadlike filaments. 


same time it starts to churn out an antibi- 


How did the team manage to spot the E 


irst by running two tests, developed at 
arlow, for measuring electrical activity in 


ted with the chemical under study and — 


d on the surface of the membrane of a 


r Sue Iversen and her colleagues have de- 





studied a “bald” mutant bug, so-called be- 
cause of its inability to produce vertical fil- 
aments. When he grew the mutants next 
to their hirsute cousins, he found that 
they began to sprout at the same time as 
the normal strain. This seemed odd. 

He took some of the fluid from a cul- 
ture of hairy bacteria. Dropped on bald 
bacteria it made. them grow vertical fila- 
ments and turn red, which showed that 
they were producing antibiotics. He is 
closing in on the chemical that does the 
trick: it seems to be a smallish molecule, 
negatively charged, that likes water. The 
next step—partly trial and error—is to 
find the genetic recipe that makes it. After 
that, the idea is to cram as many copies of 





in gerbils. The blood-flow to a gerbil’s brain 
is blocked for five minutes: when the animal 


`, recovers it has lost enormous numbers of 

nerve cells. Gerbils given MK-801 before their 

ic : ** , s le 
stroke" are entirely protected against brain - 


damage, and treating them with it after- 
wards also does some good. In tests on other 


animals, in which parts of the brain are dám- 
aged by depriving the animal of oxygen, MK- 


801 can halve the size of the lesions. MK-801, 
or something like it, is still some years from 


the market. But if it eventually proves to be - 
| Successful in tests on people it could offer- 


the first-ever drug for strokes. 





New batteries. 


i Dropping acid ` x 


ATTERIES are bulky, heavy and full of 
unpleasant chemicals. It would be nice 
to have a compact, lightweight and 


rechargeable source of power that is in no 


danger of leaking acid. That, alas, has been 
an impossible dream of battery designers for 
the past 150 years. 

Sir Humphrey Davy's first. batteries 
were more or less the same as today's. A cen- 
tury and a half of electrical evolution has 
failed to produce anything very different 
from his plates of metal dipped in acid. But 
consider an entirely new type of battery. lt 











. proline, an amino acid, gets rid of it by f- 


the recipe as possible into bacteria and see ~ 
how far they can be made to overproduce. 
He has also propounded a "theory of 
metabolic vomit”. One strain of 
Streptomycetes coelicolor, unable to use 
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producing extra antibiotic at unusual 
stages in its life-cycle. Dr Hodgson sug- 
gests that streptomycetes spew out antibi- 
otics because they are overfed in labora- 
tory cultures. At home. in the soil, the 
bacteria, perpetually in need of suste- 
nance, never needed to control the rate at 
which the acids were used. Faced with an 
unnatural surfeit, they. frantically. work 
the extra acids into antibiotics—produc- 
ing many times what they would do in 
nature. La 
Dr Hodgson is also studying another - 
antibiotic-producing soil bacterium, | 
Myxococcus xanthus, that protects itself. 
against too much light by producing light | 
absorbing pigments called carotenoids. | 
He has identified the sequence of genetic 
| 
| 
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material that starts up carotenoid produc- — 


tion and attached it to other genes, so that 
. — they too begin to make their various prod- 
» ucts when bathed in light. Such genetic 
~ light-switches should make antibiotic fac- 
tories and their microscopic workforce 

| easier to control. 
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contains no liquid, and packs the same elec- 
trical punch as a kilogram of motorcycle bat- 


 tery in a package the size and weight of a 


large padded envelope. It is the product of a 
long industryesponsored research pro- 
gramme at the United Kingdom Atomic En- 


' etgy Authority's research centre at Harwell, 
| and should make a sizeable dent in the grow- 


ing market for portable power. 

At their simplest, batteries have tv-~ 
solid electrodes dipped into a liquid electr 
lyte. Chemical reactions at the electrodes re- 
move electrons from the atoms they belong 
to, creating atoms with too few electrons 
(ions) and free electrons. Connect some- 


thing (asilicon chip or an electric motor) be- 
+ tween the electrodes and you have a circuit 
through which these electrons can make 


their way. The spare electrons buzz around 
the outer circuit, powering the chip or turn- 
ing the motor. The ions swim through the 
liquid electrolyte. Both routes end up at the 
other electrode, where electrons and ions 
are reunited. 

So a battery-builder needs to do two 
things. One is to find a material from which 
to make the electrodes that will provide free 
electrons; the other is to produce an electro- 
lyte that will allow the ions to make their 
way from one electrode to the other as easily 
as possible. Liquids do this well; on the 
whole, solids do not. Furthermore, to com- 
pete on equal terms with a lead-acid device, 
a battery has to be rechargeable. The chemi- 
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Executive Training Programme in 

/ Japan is underway. The scheme, 
/ organised and financed by the 
Commission of the European 
Communities is designed to help 
companies build up or extend their knowledge of 
Japan and the Japanese market and to create a pool 
of expertise which will enable firms to properly 
develop and take advantage of their trade with Japan 

The scheme is aimed at talented young 

executives employed by EC companies which are 
already exporting to Japan or planning to do so. 
Individuals will receive intensive tutoring in the 
Japanese language followed by six months in-house 


| Preparation for the 1990/1991 EC 


training and work experience in a Japanese company. 


The training is participative and includes company 
visits and seminars. The work experience is a unique 
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OPPORTUNITIES TO DEVELOP NEW 
^ ` MARKET KNOWLEDGE 


and valuable opportunity to see the insight of 
Japanese business, management techniques, and 
business strategy. Excellent opportunities exist for 
sowing the seeds on which to build strong contacts 
with the Japanese world. 


Applicants, aged 25-35, should have a good 
academic record and a minimum of two years' 
business experience, preferably gained in an 
international environment. Individuals must be 
flexible and adaptable but also committed, 
self-motivated and determined to learn in a very 
different culture with different values. 


Candidates should apply direct or through 
his/her sponsoring company. For information, 
please contact Anne Routledge or Andrée McNamara, 
Peat Marwick McLintock, Management Consultants, 
70 Fleet Street, London EC4Y LEU. 01-236 8000. 
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‘the kitchen overnight. 


SCIENCE AND TECHNOLOGY 
cal reactions that allow the battery to 
pour forth electrons must happen in 


reverse when electrons are pushed 
into the terminals of the battery in 


The Harwell battery does all this 
and more. Instead of having elec- 
trodes dipped in an electrolyte, the 
new battery consists of three ex- 
tremely thin layers, one on top of the 
other. It is made in the same way as 
the foil-coated plastic packets that 
keep potato crisps crisper. The whole 
battery is less than a quarter of a 
millimetre thick. The bulk of the de- 
vice, such as it is, consists of the insu- 
lation needed to keep the highly reac- 
tive electrode from immolating itself in the 
surrounding air. 

The electrolyte was the problem. The 
first work on solid-state batteries focused on 


— using lithium electrodes and various solid 
- compounds made of lithium ions for the 


electrolyte. But these did not give the ions 
sufficient passage and they tended to crum- 
ble as the battery was used. The answer was 


Conodonts and Conan Doyle 


ONODONTS are not spectacular. 

They are microscopic slivers of 
stone, a bit tooth-like, found in rocks 
200m-600m years old. They are useful fos- 
sils. The appearance of a particular type of 
conodont allows a palaeontologist to date 
with considerable accuracy the rock it is 
found in. 

Little is known of the creatures that 
conodonts were once part of. They appear 
to have been some relative of the hagfish. 
One thing is for sure. Particular con- 
odonts only ever seen at one site in Amer- 
ica should not be cropping up all over the 
Himalavas. 

This is one reason why Dr John Tal- 
ent, of Macquarie University in New 
South Wales, has accused Dr Viswa Jit 
Gupta, a professor of palaeontology at the 
Panjab University at Chandigarh, of 
fraud. Dr Gupta heatedly denies it. Na- 
ture, in which Dr Talent published his ac- 
cusations last week (they had previously 
lurked in more obscure journals), sides 
with Dr Talent, devoting an editorial to 
the "Himalayan Hoax”. 

Dr Gupta has published papers in 
which conodonts indistínguishable from 
those in Amsdell Creek, New York, are 
said to have turned up in India and Nepal 
in rocks of various ages. Pictures of the 
same conodonts were used in papers de- 
scribing different places in the Himalayas. 
In a high and inaccessible pass between 
India and Tibet, the conodonts appeared 
along with fossil molluscs called ammo- 
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Helping to ease his burden 


to use a plastic flm with a lithium com- 
pound dissolved in it. The film was good at 
carrying ions—but not good enough. Mak- 
ing the film thinner helps, since it makes the 
ions' journey shorter. But the most useful 
new development is an improvement in the 
mobility of the ions. 

Plastics contain some areas in which all 
their molecules are in serried ranks. In other 





noids: a particular type of fossil ammo- 
noid previously found only in Morocco. 
These findings, and many others scat- 


tered through Dr Gupta's 300-odd pub-- 


lished papers, are, Dr Talent says, 
"palaeobiogeographically enigmatic". To 
solve the enigma, either junk the accumu- 
lated knowledge about what used to live 
where, or else decide that Dr Gupta is a 
fraud. That should be easily decided. It is 
not as though the region in question 
presents the world's most puzzling geol- 
ogy. There are long belts of rock laid 
down along ancient shores and then 
rucked up into mountains as India 
slammed into the belly of Asia. Splinters 
of rock with weird fauna magically trans- 
ported by plate tectonics from halfway 
round the world seem unlikely. 

When it comes to fraud, palaeontology 
is in a peculiar position. Chemists and 
physicists cook up their facts in labora- 
tories. Palaeontologists go out and find 
theirs in the ground. This means that a 
palaeontologist can fall prey to a practical 
joker. The classic example is Piltdown 
Man, a fabricated early man—actually an 
amalgam of human skull, orang-utan jaw 
and a dog's tooth—who took pride of 
place in London's Natural History Mu- 
seum for decades as "The First English- 
man’’. A cottage industry has sprung up 
around this unlikely figure, producing 
theories about the identity of the hoaxers, 


ranging from Sir Arthur Conan Doyle to 
Teilhard de Chardin. 





places they are tangled and overlap- 
ping. In these "amorphous" areas 
ions can move freely. The Harwell 
team's biggest step forward came 
when they found how to ensure that 
more and more of the plastic film was 
in this amorphous form. 

Because the battery is just a thin 
film, it can be rolled, folded and cut 
up like any piece of paper. The bat- 
tery designer has a free choice about 
the size, shape, weight and power ca- 
pacity of his battery. The film can be 
pasted around the inside of the case 
of a portable computer, or folded to 
fit inside the handset of a portable 
telephone. Then cellular telephones 
could be as handy as the handset of an ordi- 
nary telephone. Because the new batteries 
are much more powerful than lead-acid bat- 
teries, weight for weight, they may event" 
ally make electrical vehicles more powerfi 
Indeed, the ecology-conscious yuppies of tlic 
future may use the same batteries for their 
cars as for their carphones. 








Piltdown was not the first such fraud. 
One of the most entertaining was perpe- 
trated on a Bavarian, Johann Berenger, in 
the eighteenth century. His students scat- 
tered delicate hand-carved fossils by the 


waysides for him to find on his 
constitutionals. Some were, indeed, 
miraculous—there were fossils of insects 
in flight, and inscriptions in antediluvian 
Hebrew—and Berenger published a book 
on them. Then he found one with his 
name on it. From then on, he devoted 
himself with passion to buying back all the 
fakes that had gone into private collec- 
tions, thus sending up the price. 

The supposed  hoaxability of 
palaeontologists has been exploited by Sir 
Fred Hoyle, an astrophysicist, in his cam- 
paign against Darwinian evolution. Sir 
Fred believes that Archaeopteryx, a 
feathered, flying dinosaur that marks the 
transition from reptile to bird, is a fake, a 
run-of-the-mill dinosaur with feathers 
added by crafty chisels. He has few allies. 
Palaeontologists point to subtle flaws in 
the fossil—crystals growing in tiny cracks, 
for example—that are unfakeable. 

The Himalayan case is not like these. 
Here the allegation is not that the scientist 
is the gullible butt of someone's joke, but 
involved in producing fraudulent work. 
The breadth of Dr Gupta's publications 
means that large chunks of accepted 
knowledge about the Himalayas is thrown 
into question. Anybody who ever relied 
on any of the papers must now question 
his previous work. It is all rather a shock 
for a science that relies heavily on what 
people say they saw in the wilderness. 
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Conquerors, collaborators 


THE BRITISH CONQUEST AND DOMINION OF INDIA. By Sir Penderel Moon. Duckworth; 1,235 
pages; £60. To be published in America by Indiana University Press 


(CT, ROM start to finish,” Britain's Indian 
empire “was far more of a joint Anglo- 
Indian enterprise and partnership than ei- 
ther party has usually been inclined to ad- 
mit". By now, four decades after that 
empire's end, Indians and British alike 
ought to be able to acknowledge the truth of 
Sir Penderel Moon's words. Certainly, to 
anyone who still thinks of the "British Raj" 
wholly alien regime that was clamped 

n upon an ever-resisting India (no mat- 
ter how beneficent or evil that regime is 
deemed to have been), this admirable his- 
tory should bring enlightenment. 

Completed shortly before the author's 
death at the age of 81, it is the climactic 
work of a man widely known both for his 
other studies of Indian themes and as one of 
those British members of the elite Indian 
Civil Service (ICs) who, after 1947, returned 
to India to serve its new government. Before 
independence, Indians already formed a ma- 
jority in the 1,200-strong ics. Thus Sir 
Penderel had personal experience of the 
working partnership at the "finish". 

As to the "start", he pulls no punches 
in describing the more sordid aspects of the 
early vears of Anglo-Indian collaboration. 
Eighteenth«entury Indian rulers who, al- 
though some of them still posed as satraps of 
the broken Mogul empire, were essentially 
local warlords, repeatedly bought the British 
as allies against their hostile neighbours. 
The East India Company's men were happy 


THE ECONOMIST APRIL 29 1989 


to play along, at first in order to see off their 
French and Dutch competitors for trading 
privileges and then, once they acquired 
rights over bits of coastal territory, to join 
the nawabs in squeezing as much money out 
of the peasantry as they could. 

[t was outraged reactions in Britain, not 
resistance in India, that ended the phase of 
ruthless "shaking of the pagoda tree" for 
personal gain. But Cornwallis's drive 
against corruption and extortion in the 
1780s impressed many Indians; more and 
more of them sided with the company as it 
enlarged its realm, not just because it was 
winning but also because it brought peace to 
long-ravaged regions. 

Above all, the conquest was achieved by 
the employment of Indian soldiers, who 
took service with the company as willingly as 
with any Indian ruler. At Plassey Clive led 
about 2,200 Indian and 800 British soldiers. 
By Cornwallis's time the company had 
60,000 Indian and only 10,000 British sol- 
diers. In the fateful year 1857, the figures 
were 235,000 and 37,000. 

Even in that year of mutiny and car- 
nage, the Indians who fought alongside the 
British outnumbered the mutineers who 
fought against them. After 1857 the basic 
principle that Indian troops should form the 
greater part of the empire’s forces in India 
was reaffirmed. In times of war, huge num- 
bers of Indian soldiers proved willing to 
serve abroad: in the first world war 1.1m 


went overseas (140,000 of them fighting in 
France); in the second world war India pro- 
vided 2.5m men. All were volunteers. 

That kind of attachment survived the 
"numerous glaring misdeeds” of the British 
in India—which this book records even 
more fully than Edward Thompson and 
G.T. Garratt did, 55 years ago, in their clas- 
sic “Rise and Fulfilment of British Rule in 
India”. By the time national consciousness 
became a force among Indians, they knew 
the British well enough to distinguish be- 
tween the arrogant and the sympathetic, be- 
tween those who saw the Raj as eternal and 
those who, foreseeing its end, tried to help 
India to prepare for independence. 

At the top, British policy-making 
tended to veer between those two attitudes. 
At less exalted levels, however, Indians and 
Britons went on learning new ways to run 
their "joint enterprise". A sort of fretful 
complicity even developed between many 
nationalists and imperialists. Gandhi's insis- 
tence on holding his followers to a basically 
non-violent line was an oblique compliment 
to the British, who duly responded by re- 
peatedly agreeing to negotiate with him, 
sometimes when he was in jail. Less happily, 
the new nationalism had revealed, ever since 
its beginnings, streaks of the old communal 
ism whose eventual consequences have 
ranged from the 1947 partition to the ex- 
tremist Sikh violence of recent years. 

It might be rash to predict that this will 
become the definitive account of India's 
British period. In his introduction the au- 
thor concedes that some economic aspects 
are "only lightly touched on" in what he 
calls an "old-fashioned" history. Perhaps it 
is old-fashioned for a historian to write an 
often bitingly critical and always readable 
survey of a complex 200-year-long chain of 
events. Either way, this book may long re- 
main unsurpassed. 


— ]SMHÓ M D — 
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And not a car in sight 


O COMPLAIN about the excesses of 

American big business used to be a 
left-wing practice. Now it is flag-waving 
capitalists who do it. Today's business 
mavericks, such as Ross Perot and T. 
Boone Pickens, are not idealistic young 
outsiders trying to look in but rich mid- 
dle-aged insiders shouting out. Coming 
from where it does, their message attracts 
more attention; but does it have any more 
effect? 

In IRRECONCILABLE DIFFERENCES: 
Ross PEROT VERSUS GENERAL MOTORS*, 
Doron Levin, a reporter who has spent 
years watching GM, reports in vast detail 
the facts and the quotes—some con- 
firmed, some denied—of one recent 

| drama of the excesses of capital. The 
| script is simple. Mr Roger Smith, GM's 


Enoch Powell 


A clean knife 


THe Lives or ENOCH PoweLL. By Patrick 
Cosgrave. Bodley Head; 518 pages; £16 


VERYONE knows a few people who are 

unusually orderly, unusually parsimoni- 
ous and unusually obstinate. Such people 
tend to be ascetic, set in their ways and hy- 
percritical of others. They pride themselves 
on their rectitude, seldom laugh themselves 
and are all but impossible to laugh at. The 
opposite of relaxed, they seem filled with la- 
tent aggression. Freud called such characters 
"anal", and Shakespeare had a strong line 
in them. Cassius was one, poor old Malvolio 
another. 

Politicians, however vain, are seldom of 
this type. Most are too outgoing and conviv- 
ial—and much too dependent on the good 
opinion of others. They also give vent to 
their aggression rather than bottling it up. 
Witness the House of Commons on any day 
of the week. 

Patrick Cosgrave recognises that Enoch 
Powell's "very difference from other politi- 
cians” helps to explain his considerable im- 
pact, but otherwise he misses all the vital 
clues: Mr Powell's work mania, his obses- 
sional cleanliness (a colleague at the Conser- 
vative Research Department found him 
sweeping his office floor because "in his 
opinion, the cleaning ladies were lamentably 
inefficient"), his fastidious dress, the con- 
stricted quality of his nationalism, his des- 
perate insistence on being taken seriously, 
his love of isolation, his miserliness with 
money and his miserliness with time (“I can 
. give you only three minutes"). 

Above all, Mr Cosgrave misses the psy- 
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boss, with a little help from Salomon 
Brothers, an investment bank, decided to 
buy Mr Perot's successful computer-ser- 
vices creation, Electronic Data Systems 
(EDS), of Dallas, Texas, for $2.55 billion. 
Mr Perot, a self-made millionaire and hero 
famous for rescuing EDS executives held 
hostage in Iran, negotiated a deal to give 
himself $930m cash and shares guaran- 
teed to be worth $700m in seven vears. 
Salomon Brothers were to get $7.5m for 
their part in the merger; and GM estimated 
that by revaluing EDS's assets, and with ex- 
pected boosts in millions of new shares 
created by the deal, it could recoup its 
$2.55 billion in only six months. Every- 
one was happy. 

The smiles faded when Mr Perot and 


his loyal troops clashed endlessly with GM 


chological significance of his subject's vio- 
lent imagery. Commenting on R.A. Butler's 
refusal to seize the Conservative party lead- 
ership from Lord Home in 1963, the late 
lain Macleod said that they had "put the 
golden ball in his lap. If he drops it now, it's 
his own fault." Asked to describe the same 
episode, Mr Powell used lethal language: 
"We handed him a loaded revolver and told 
him all he had to do was pull the trigger." In 
1968 Mr Powell could have warned of the 
dangers of continued large-scale Common- 
wealth immigration in all kinds of ways. It 
was typical of him that he chose to warn of 
"the River Tiber foaming with much 
blood". In other words, Mr Powell's fellow- 


politicians always found him so difficult to 





Cassius on the Tiber S 





over "cultural differences", pay and EDS's 
promised independence. Mr Perot, losing 
his patience, told the world how intensely 
he disliked the trappings, perks and tor- 
pid bureaucracy he and his colleagues had 
found in GM. Eventually, he and his most 
senior staff packed their bags, after being 
bought out completely by GM for $750m 
(Mr Perot's share: $700m). 

The bashing of GM's carmaking and 
the chirping of Mr Perot's computers are | 
not heard in this book. The sounds are of 
the incessant squabbling and dealing of 
excessively rich executives, lawyers and in- | 
vestment bankers. The awful paradox, 
which Mr Levin leaves unexplored, is that 
all these men, mavericks as well, seem co- 
cooned amidst their millions and billions 
in a world quite apart from the factory 
floor. 


*Lirtle, Brown; 288 pages; $24.95, | 


deal with not because they could not 
counter his arguments (though sometimes 
they could not), but because they were con- 
fronted with a weird and alien personality; 
and one cannot argue or have a rational dis- 
course with a personality. 

A good measure of Mr Powell's strange- 
ness is his response to the furore caused by 
his 1968 speech. “I felt", he said, “like a 
man who had been walking innocently 
down the street when a tile fell from a roof 
and hit him on the head.” But to claim "in- 
nocence" in the circumstances of Birming- 
ham in 1968 is either to be extraordinarily 
disingenuous or to border on autism. The 
latter is probably nearer the mark. As his fel- 
low-politicians sensed, Mr Powell was preoc- 
cupied with himself; and the more he talked 
about England or Europe or western civ " 
tion, the more he seemed to be talking al 
J..Enoch Powell. 

Mr Powell is in many ways an admirable 
character, and Mr Cosgrave is clearly de- 
voted to him. He is highly intelligent, aston- 
ishingly well read, interested in almost ev- 
erything and loyal to his friends. It is not 
every British politician who knows Greek, 
Latin, Hebrew, French, German, Italian, 
Urdu and medieval Welsh. Mr Cosgrave's 
biography is fair-minded as well as affection- 
ate, and is full of new material about both 
Mr Powell and contemporary politics. His 
chapter on Enoch Powell, “Ulsterman”’, is 
an education in itself in the politics of 
Northern Ireland. 

The book has only two faults (apart 
from being rather disorganised). One is that 
the author takes his subject almost as seri- 
ously as he takes himself. He writes solemnly 
that something or other is “of great general 
interest to the student of Powell at this stage 
of his career", as though Mr Powell had 
been Caesar himself, instead of, at most, 
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one of the assassins. But Mr Cosgrave's 
main sin is one of omission. He has failed to 
notice that Mr Powell is best understood as 
merely one example of a common, always 


sad and usually destructive kind of human 
being. 





The Falklands war 


Last of the line 


THE FIGHT FOR THE MALVINAS. By Martin 
Middlebrook. Viking; 321 pages; £14.95. 
To be published in America by Viking 
SPEAKING Our. By Michael Bilton and Peter 
Kosminsky. Deutsch; 311 pages; £14.95 


"T ^NGIER, Jigdalek, Majuba Hill; at the 
dusty end of the battle-honours of em- 
, Goose Green and Port Stanley take 
their small place in history. There is no de- 
fending Hongkong; unless Argentina tries it 
on again, the White Ensign will not fly over 
another punitive expedition. The Falklands 
anachronism will be Mrs Thatcher's memo- 
rial, and her successor, with no colonies to 
defend, may therefore be able to get on with 
the real business of becoming European. 
The South Atlantic war will soon have 
inflicted on the British as many books as 
casualties. Mr Middlebrook's will disap- 
point. He was, he says, the first British mili- 
tary historian to obtain a visa to get the story 
from the Argentine end, and give an insight 
into why the Argentines lost. But he did not 
even trouble to learn Spanish; nor did he 
meet any of the air-force people who almost 
turned the war around by their bravery. His 
best stories are not gleaned by him but stiffly 
translated from an Argentine pilot's pub- 


lished compilation. As for the ground 
forces, they are listed without an indication 
of whether their men or their equipment 
were up to strength. The officers who made 
the real decisions that lost the war were 
locked up incommunicado when he visited 
Argentina. This journey was not really nec- 
essary. 

"Speaking Out” is a different matter. Its 
authors were responsible for a fine television 
documentary about the war. On television 
the pictures do the work, supported by 
scraps of speech tightly edited out of long 
recorded interviews. The book gives full 
transcripts of what was actually said. The 
prompting questions are cut out, which (as 
any trial lawyer knows) may make a differ- 
ence to the impact of the evidence. But it is 
clear, honest, honourable work. First the 
diplomats say their piece about how it could 
all have been avoided: then sailors, airmen 
and soldiers tell their stories; then civilians, 
from the woman who got her husband's 
posthumous medal through the mail, in a 
jiffy-bag, to Lord Whitelaw, the deputy 
prime minister who sat in the war cabinet 
through the whole affair. 

Most soldiers on both sides, of course, 
thought the politicians had fouled the whole 
thing up; soldiers usually do, and are usually 
right. The two armies were utterly different; 
the Argentine officers mythically patriotic, 
commanding bewildered teenagers, the Brit- 
ish officers secure in their class status, com- 
manding their well-equipped, highly disci- 
plined football fans. But luck and hardware, 
not fighting spirit, decided the war. More 
than half the bombs that hit British ships 
failed to explode, because the Argentine pi- 
lots in their gallantry dropped them too 
close to the targets and their safety fuses 
were not released before impact. 





ibal rocking for the cause of your choice 


Vox pop 


"T^ HE revolution will not be televised.” 

So sang Cil Scott-Heron, one of the 
few musicians to have made a career out of 
unashamedly political pop music, on his 
1984 album of the same name. "Sorry Gil— 
it’s gonna be televised and rerun." Thus Lit- 
tle Steven, one-time guitarist with Bruce 
Springsteen, in a 1989 song called, appropri- 
ately, "Revolution". 

As far as rock goes, the revolution was 
televised on August 13 1985. That was the 
day when, according to Bob Geldof, 2 bil- 
lion people watched and listened to Live 
Aid. Even allowing for hyperbole, it is im- 
possible to imagine anything other than 
rock music drawing such numbers and car- 
rying a message so far. It was a lesson quickly 
learnt. Amnesty International sponsored 
two rock tours, and was in turn preached 
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about by artists such as U2; membership has 
soared. When the Anti-Apartheid Move- 
ment had its 70th birthday tribute to Nelson 
Mandela broadcast live in Britain, and re- 
layed to the rest of the world, it gave Little 
Steven and Gil Scott-Heron, as well as such 
veterans of politics and pop as Harry Bela- 
fonte and Stevie Wonder, a chance to get 
their messages to a worldwide audience. 

This new media power comes as the cli- 
max of Robin Denselow's excellent new his- 
tory of political pop*. It charts the achieve- 
ments, tragedies and squabbles of the wide 
range of musicians who have tried to mix 
the popular and the political. 

The book starts with the folk revival of 
the 1950s, dominated by figures such as 
Ewan MacColl in Britain and Pete Seeger in 
America, musical journalists always ready to 
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Sting does his Amazon bit 


put the issues of the day into song. People 
have always sung about their working lives; - 
so folk music and socialism seemed made for 
each other. 

Rock music was different. The consum- 
ers were teenagers—as were many of the per- 
formers. Rock therefore focused on author- 
ity in general (read: parents) rather than on 
ideology. Politics was merely part of the sys- 
tem. The Who summed it up in "Won't Get 
Fooled Again": 

Meet the new boss 

Same as the old boss 
When the big stars of the 1960s and 1970s— - 
increasingly isolated from the real world of 
their fans—gave any consideration to poli- 
tics, they rarely managed to get further than 
“Peace and love” or “Smash the system”. 
Political rock was something of an oddity. — 
Minor stars played to devoted audiences in 
small venues, and the world did not change. 

Since Live Aid, rock superstars have re- 
alised the value of putting politics into their 
music. The rock generation has grown up— 
and grown-ups care about politics. People 
over 20 (though perhaps not those over 30) _ 
feel good about buying CDs with a soupçon — 
of caring and social relevance, and rock stars - 
are happy to provide it. Feeding the starv- 
ing, freeing political prisoners, bres 
down apartheid, saving the rain forests: 
that goes down well. Revolutionary ` 
ism, however, does not. r 

Those unobjectionable concerns reflect — 
another change: rock music is moving into 
the third world. Live Aid, which put afflu- 
ent rock music at the service of third-wo d. 
poverty, stood at a slightly uncomfortable 
halfway house on the road to globalism. 
Since then the music has followed the issues. 
“World music” records are selling more and 
more; artists from Mali (Salif Keita) or Pana- 


























"When the Music's Over: The Story of Political Pop”. 
Faber & Faber; 310 pages; £14.99 and $19.95. 
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ma (Ruben Blades) are becoming stars. Am- 
nesty International’s Human Rights Now 
tour last year went to places most “world 
tours" ignore, such as India, Zimbabwe, lvo- 
ry Coast and Argentina; and it was a tour 
where a Senegalese singer, Youssou N'Dour, 
could share the billing with Bruce 
Springsteen. 

These influences are making rock richer 
as a musical form. They will probably also 
keep it political. When different cultures 
make contact, political sparks will always fly. 
Musicians of the third world, besides, are 
not prisoners of the teenage record-buying 
market; they are free to write about aspects 
of life besides sex (thinly disguised as love); 
and that means politics. In all, it would have 
made Bob Marley, the greatest figure in the 
history of political pop and the third world’s 
first home-grown superstar, a happy man. 





The first post-Rushdie play 


1,001 sleights 


LTHOUGH it ran for barely a week, 
"Iranian Nights", a collaboration by 
Howard Brenton and Tariq Ali, deserves 
more than a footnote in the Salman Rushdie 
saga. In the nervy and indifferent climate 
that has succeeded the noble outrage of Feb- 
ruary, this little play, which opened at Lon- 
don's Royal Court theatre on April 20th, 
has been the first to dare to raise again the 
issue of free expression in Muslim culture. 

Mr Ali, a professional agitator since the 
1960s, took pains to describe himself as a 
Muslim in the programme notes. He found a 
natural partner in Mr Brenton, a vicar's son 
whose play "The Romans In Britain" was 
the target for one of Mrs Mary White- 
house's anti-obscenity crusades. Both men 
wanted to "kick the issues out on the stage”. 
Mr Ali had, in fact, already rehearsed his ar- 
guments in an article about the Rushdie af- 
fair for Literaturnaya Gazeta in Moscow. 

Against a set that resembled nothing so 
much as a commercial for Turkish Delight, 
the co-authors presented their own, up- 
dated version of the tale of the princess 
Sheherezade in "The Thousand and One 
Nights". Sheherezade, attempting to save 
her neck from the Caliph's sword, tells a 
new moral tale every night. In so doing, she 
establishes a vital historical precedent for 
the role of literature: carefully employed, it 
can overcome the threat of death. 

This Sheherezade told two tales, the 
first of a blasphemy by a poet living on “a 
small island in Satan's thrall, where two 
queens sat on a single throne”. The Caliph- 
Imam, seeking a cause to unify his people, 
asked "What was the blasphemy?” "No one 
knows” Sheherezade replied; “it was a book 
no one could read." In her second tale, a 
Muslim immigrant in Bradford was heart- 


92 


broken when his Cambridge-educated son, 
taunted by racist attacks, turned to Islamic 
fundamentalism and started burning books. 
Mr Rushdie himself was represented as a 
poet-narrator who came on carrying an in- 
flatable penguin (Viking/Penguin being his 
publishers); but the penguin was stabbed to 
death on the Caliph's orders, while 
Sheherezade lamented the poet's inability to 
make use of "all the clever things his friends 
had said to him at dinner parties.” 

By poking at Mr Rushdie as well as the 
Ayatollah, Messrs Ali and Brenton emphas- 
ised that they wanted to move the argument 
on. As the story of Sheherezade implies, 
there must be a way to debate Islam on a 
moral and intellectual—even literary—level 
without encountering the Imam’s sword. 
"Iranian Nights" may have found one. Al- 
though security was tight, the co-authors 
had chosen their words so carefully that no 
fundamentalists picketed the Royal Court. 
Indeed, one leading Muslim spokesman, no- 
torious for his fury in February, thought the 
play showed that Mr Rushdie's book should 
have remained simply an issue for British 
Muslim intellectuals to debate. "British uni- 
versities”, he said, "have long contributed 
to enriching the study of Islam, its history, 
theology and literature." What a difference 
a play makes. 





Herbert von Karajan 


The baton falls 


S conductor-for-life of the Berlin Phil- 
harmonic for the past 34 years, Her- 
bert von Karajan built up a reputation as a 
man of great practicality as well as immense 
power. The practicality surfaced in his letter 
of resignation, handed to West Berlin's new 
Social Democratic cultural senator, Mrs 
Anke Martiny, in Salzburg on April 24th. 
Mr Karajan explained that because of bad 
health and continuing disagreements with 
the West Berlin Senate over the terms of his 
contract with the orchestra, he 
could not remain in his post. 

His working life is probably 
far from over. As ever, his sched- 
ule is packed. Last winter there 
was a European tour; in February 
he took the Vienna Philharmonic 
to the United States; later this 
year he is scheduled to conduct 
John Schlesinger's new produc- 
tion of "Un ballo in maschera” in 
Salzburg. A heavy round of con- 
certs and tours with the Berliners 
had been booked, including a po- 
litically important concert in East 
Berlin in late May. 

However Mr Karajan intends 
to rearrange his schedules, it is 
clear that he will be doing so inde- 








pendently of the politicians, professional 
and musical, in Berlin. Throughout his long 
career, Mr Karajan has sought not so much 
power as much as freedom to make music on 
his own terms. His latest moves are entirely 
consistent with this strategy. 

Under Mr Karajan, the Berliners have 
been both oppressed and pampered. With- 
out him, the orchestra would not have prof- 
ited from a host of exclusive film and record- 
ing rights. And without the Berliners, Mr 
Karajan would have been unable to com- 
plete the last of his great recording projects: 
the commitment to film and compact disc of 
his principal repertoire. Seven years on, Mr 
Karajan has completed work on nearly 50 
videos. He plans to launch them himself in 
the next two or three years. 

These videos, the first to be conducted 
and directed by a musician of the first rank, 
will be Mr Karajan's own monument ar ' 
record of his extraordinarily powerful n 
keting and conducting technique. They will 
also be the record of a great orchestra at the 
height of its powers. By preserving the Ber- 
liners for future generations of musicians to 
study, Mr Karajan likes to think that “in 50 
or 100 years’ time it will not be possible for 
an orchestra to play sloppily and claim it is 
not possible to do better." 

Mr Karajan hands over to his successor 
both a prized possession and a poisoned 
chalice. Riccardo Muti, currently musical di- 
rector of La Scala, Milan, and the Philadel- 
phia Orchestra, confided some years ago 
that “Whoever follows Karajan in Berlin will 
fail, probably musically, and almost cer- 
tainly financially." Mr Muti says he would 
accept the job if offered it, but with the sink- 
ing foreknowledge that it would be impossi- 
ble to keep up Mr Karajan's standards. 

The Karajan-Berlin relationship will go 
down as one of the greatest in musical his- 
tory, alongside Stokowski's reign in Pl 
delphia, Mengelbergs in Amsterd 
Szell's in Cleveland and Mravinsky's in Len- 
ingrad. But Berlin is not Mr Karajan's whole 
life. As the battle for the succession sets in, 
he will be turning his mind to other things. 





Free at last 
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A onics s stems that can automaticall reconfigu re the | | will be 
built into the structure and skin of future aircraft. The research into Kids systems, called * ‘smart 

skins,” is being conducted by Hughes Aircraft Company for the U.S. Air Force. Instead of discrete . 
“black boxes" connected by individual wires, smart skins will consist of antennas, transmitters, — . 
receivers, Sensors, processors, controllers, and communications channels built into the frame and ou 
skin of an aircraft, , with as much as 50 percent of the aircrafts surface area covered by sensors and 
antennas. These systems have the potential for extremely high Tb and continued Ore eve | 


E uring periodi of intense combat. 












. new generation air-to-air missile is two-thirds more reliable than earlier versions. The AIM-54 
W third generation Phoenix missile built by Hughes for the U.S. Navy, demonstrated its rel iability i in 
Jaboratory and flight tests which included subjecting the missiles to the extremes of temperature and. 

à vibration that would be encountered during extended duty on board aircraft. The Phoenix missile is 1 
-Navy's primary long-range fleet defense weapon used exclusively with the F-14 Tomcat aircraft and th 
j H ighes AWG-9 weapon control system. The Phoenix was the first air-to-air missile that could be 


; launched i in multiple numbers, each one against a different target. 













tsa “he: ad-up” and “ EAE attitude. The display system, a crucial part of the US. Armys | 
-Ligh t Helicopter Experimental (LHX) avionics package, will allow pilots an 80-degree field of 
view and display all primary aircraft functions, such as attitude, altitude, speed, and other. sisribuied 
Hughes is developing the display system with Honeywell. Hughes and Texas Instruments will : so " 
d evelop the LHX 5 target acquisition system, night vision pilotage system, computer system, £ and —— 
mim munications subsystem. BA 














mall, low-power oscillator uses a microprocessor for improved temperat 


- rocessor- Tonnon — Oscillator (MCXO) developed by Hughes occupie lc 
ee and offers a stability of + 04 parts per miljön ov th 


e MCXO achieves its combination of stability : and size b by employin 
yensate the oscillator frequency over temperature. This c e" ab 
| performance and stability compared to analog f "—| 













- The new radar s stem for the US. Navy's F-1 | tly improved 
performance over currently available systems. The APG-7 l, designed and built b Hughes un 
man Aircraft Company, offers better overland performance, ‘expanded ve 


. contract from Grumn | 
~ search coverage, and a larger target engagement zone. The radar will provide beyond-visual-rans 


. target identification capability, a raid assessment mode for determining how many closely spaced targe 
- aircraft are in a group, and programmable electronic countermeasures and clutter control featt res t iat 


1 be adapted to varying threats and environments. 



















re information write to: PO. Box 45068, Los Angeles, CA 90045-0068 USA 








































































INTERNATIONAL LIVESTOCK CENTRE FOR AFRICA 
CENTRE INTERNATIONAL POUR L'ELEVAGE EN AFRIQUE 


ADDIS ABABA, ETHIOPIA 


INTERNATIONAL - 
LIVESTOCK CENTRE 
FOR AFRICA 


CATTLE RESEARCH 
NETWORK COORDINATOR 


VACANCY INT/005/89 


| GENERAL 

fhe International Livestock Centre for Africa (ILCA), with headquarters 

in Addis Ababa, Ethiopia, is one of the 13 international agricultural 
esearch organisátions which are supported by the Consultative Group 

on International Agricultural Research (CGIAR). The Centre. has re- 

search activities throughout sub-Saharan Africa and regional offices in 

: Kenya, Nigeria, Niger and Mali. 


 I&CA's major activities are research, training and information, and its 
. goal is to achieve measurable and sustainable increases in livestock 
output in sub-Saharan Africa. ' 


` With purpose-built offices and research facilities on a large landscaped 
site close to Addis Ababa's international airport, the Centre's headquar- 
ters. provide à pleasant working environment and sports and leisure 
: ' facilities, The city, which enjoys pleasant weather throughout the year, 
~ has a large, diverse expatriate community and diplomatic missions from 
more than 75 nations. It is also the seat of the Organisation of African 
Unity (OAU) and the United Nations Economic Commission for Africa 
(UNECA). There are several international schools covering American, 
British, French, German and Italian systems, among others. 


POSITION 


Main duties of the Co-ordinator, Cattle Research Network, will be: 

Plan and co-ordinate regional and sub-regional research on cattle. 

=~ Guide and assist national scientists in planning and carrying out 
. regional/sub-regional programmes. 


experimental data. : 
Organise and run workshops and seminars. 
Solicit material for and edit the Cattle Research Network Newsletter. 


research. 

Prepare the annual programme of work for consideration by the 
Steering Committees of the Cattle Research Network. 

Prepare an annual report on the year's activities for evaluation by the 
Steering Committees. 


QUALIFICATIONS 


with a minimum of postgraudate training at PhD level and with 
several years' experience in a developing African country. He/She 
should also have administrative experience. 

' Should be able to work effectively with professionals of disciplines 
within the Cattle Research Network in a multicultural setting. 
Should be able and willing to travel extensively. - 

Should be fluent in written and spoken English and/or French büc 
with the ability to learn the other language quickly. 


: Salary and related benefits are paid in US$ and will be in line with 
comparable international organisations. Initial salary will be deter- 
-mined by qualifications and experience. 


| “Applicants should send current curriculum vitae, recent salary history, 
“names and addresses of three professional referees and photocopies of 
ting to he Person Ney oe yov 30 ng 1989, in 








Assist national scientists in the analysis and interpretation of - 


Conduct library searches and assemble a data base on cattle, 


A senior scientist in the discipline closely related to cattle research - 


APPOINTME! 


INTERNATIONAL LIVESTOCK CENTRE FOR AFRICA 
CENTRE INTERNATIONAL POUR L'ELEVAGE EN AFRIQUE 


ADDIS ABABA, ETHIOPIA. 








PUBLIC AWARENESS SPECIALIST 


VACANCY INT/006/89 


| GENERAL - 


The International Livestock Centre for Africa (MCA), with. headquarters 
in Addis Ababa, Ethiopia, is one of the 13 international: agricultural 

research organisations which are supported by the Consultative Group 
on International Agricultural Research (CGIAR). The Centre has re- 


search activities throughout sub-Saharan. Africa and regional offices i in i 


Kenya, Nigeria, Niger and Mali. 


ILCA's major activities are research, training and information, and its — 


goal is to achieve measurable and sustainable. increases in livestock 
output in sub-Saharan Africa. 


With purpose-built offices and research facilities on a large landscaped 
site close to Addis Ababa's international airport, the Centre’s headquar- 
ters provide a pleasant working environment and sports and leisure 
facilities, The city, which enjoys pleasant weather throughout the year, 

has a large, diverse expatriate community and diplomatic missions from 
more than 75 nations. It is also the seat-of the Organisation of African 


Unity (OAU) and the United Nations Economic Commission for-Africa: 


(UNECA). There are several international schools covering Ame 
British, French, German and Italian SEHEN oos others. - X 


- POSITION — 


ILCA seeks to appoint a Public Awareness: Spe i ecl thithe 

increasing the public awareness of the operation and output of the 
Centre's research, training and information programmes. This newly 
created position is also aimed at increasing awareness and understand- 








ing of ILCA's collaborative activities with national institutions in Africa i 


. and of other livestock research in the continent. 








The successful candidate will be required to adapt and. chant 
information from ILCA's programmes to meet the specific needs o. 


wide variety of clients and audiences. Such information. ma be. 
presented in the form of general articles for. magazines and journals, 
press releases, information packs for policy makers, farmers, the general à 


public, etc. The appointee will be goal-oriented, creative and sensitive 


to the diverse and changing needs. of the many stakeholders. in the. 


livestock sector in Africa. 


The appointee will report to the Director of the Donor/Boárd Secretariat 
within the Office of the Director Senes at ILCA hesdquamten in Addis 


Ababa. 


QUALIFICA TIONS 


We are seeking à professional with demionstrated success in developing 
and implementing policies and programmesto promote public awareness 
about the work of scientists. The süccessful candidate will have 
experience of public relations and, in particular; will have excellent skills 
in both written and oral communication, Additionally, a background of 
working with a multidisciplinary team of agricultural scientists in an 
international environment will be preferred. Major working language will 
be English. Knowledge of French willbe an advantage. ~ 








Salary and related benefits are paid in US$ and will be in line with 


comparable international organisations. Initial: salary will be deter- 
mined by qualification and experience. 


Applicants should send current curriculum TS recent salary history, 


names and addresses of three professional referees and photocopies of , 
supporting documents (not returnable) before 30 May, 1989, in 


confidence to the Personnel Manager, ILCA, PO Box 5689, Addis 
Ababa, dae | | | pr 











ROLEUM ECONOMIST 
ADH, SAUDI ARABIA 


D$ citizen petroleum expert with experience in handling petroleum 
"dat ‘and providing policy-orientated advice for Senior Economist 
position with US Treasury project at the Saudi Arabian Ministry of Finance & 

{ational Economy's National Center for Financial and Economic Information 

Services. Individual also plans and conducts general research and analysis of. 

domestic and international facets of Saudi economy. Applicants must have 

PhD/Econ plus two years experience or MA/Econ plus five years experience as 

economist analyst/technical advisor. Experience with US government, eco- 

nomics research firm or major oil company preferred. Excellent writing skills 












HEAD OF ECONOMICS PROGRAMME - 


THE ROYAL INSTITUTE OF 
INTERNATIONAL AFFAIRS 


The RUA, at Chatham House in London, is a world renowned institute 
in the analysis of international political and economic issues. The Head 
of the International Economics d aues directs a set of economic 
policy studies encompassini monetary, trade, finance a» investment 
issues, mainly on the OEC 


research networks and through frequent contacts with policy-ma ers 






countries. Work is carried out both in-- 71 
house and by commissioned academics and experts. He/she also. 
represents Chatham House in the Tokyo Club, in various European .« 










“required. Salary range $48-74K and generous overseas benefits package. 


Send résumé to: 0056. EOE. A-34, 1730 Rhode island Avenue, NW, 910, 
Vep DC 200 





enp „ations are invited from suitable candidates for the following posts. Successful 

par didates may be eligible for salary supplementation trom the British Government. 

pS 2) READER/SENIOR LECTURER IN MONETARY ECONOMICS 

Post 89/22) 

Candidates should have doctoral leve! training in macroeconomics and monetary 
policy and a proven interest in the development of underdeveloped countries. Field 

experience in developing countries is desirable. Candidates are expected to have 

publications in the area of monetary economics. The appointee will specialise in the 


teaching of money, banking and finance as well as conduct research in the general 
at mone ary and financial policy for small open economies. 







: 36313) CO-ORDINATOR OF DEVELOPMENT STUDIES 
(READER/SENIOR LECTURER) 
(Post 88/96) 


Candidates for this post in the School of Social and Economic Development should 
have strengths in at least two of the following areas: development theories and 
‘models; advanced research methodology; and Pacific islands development. The 
opment Studies Programme will offer postgraduate programmes initially 
tred on the Postgraduate Diploma in Development Studies and the MA degree in 
ent Studies. This new Programme provides considerable scope for 
^ and innovation for an appointee with initiative. 













Candidates should have postgraduate qualifications in a relevant discipline, a 
enet of substantial publications, and successful University teaching experience. 
his post will entail the development and expansion of the programme, 
‘ates with some administrative experience will have an advantage, particularly 
in the organisation of an interdisciplinary postgraduate programme. The Co- 
ordinator will be expected to work closely with all departments in the School of 
Social and Economic Development and with the Institutes of the University. 
Experience in the Third World is essential, and candidates with an applied 
orientation in development studies and practical experience will be preferred. 









Salary per annum will be in accordance with qualifications and experience on one of 
the following scales: Reader F$29,266-F$31,733; Senior Lecturer F$22,326- 
F$26,088. in addition the British Government may provide annual salary supple- 
mentation (in sterling) of: Reader £15,816 for married and £13,884 for single 
appointees; Senior Lecturer £14,352 for married and £12,420 for single appointees. 
(These rates are curent under review.) 


Appointment will be for a contract period of three years and may be renewed by 
mutual agreement. The University also provides gratuity amounting to 15% of basic 
Salary; appointment allowance: partly furnished accommodation at a rental of 
12.5% of salary; and a contribution of 1096 of the basic salary towards an approved 
E jperannuation scheme. Further information may be obtained from The Assistant 
istar (Staffing). Telephone (679) 313900. Telex FJ2276. Fax (679) 301305. 









inc idates Should send three copies of their curriculum vitae with full personal 
rs, names and addresses of three referees and date of availability. in order 
e the appointment procedure applicants are advised to ask their referees 
confidential reports direct to the University without waiting to be contacted. 
Applications should be sent to the Registrar, The University of the South Pacific, 
Suva, Fiji, to reach him no later than 31 May 1989. Applicants should also send a 
io the Appointments Officer, Association of Commonwealth Universities, 36 
— London WCiH OPF. 











international business and the press. 






likely to be in the professorial range. 





SwiY 4LE. 


TEA NATIONAL UNIVERSITY OF 
m a | SINGAPORE 


/ VISITING TAN CHIN TUAN | 
PROFESSORSHIP 


The National University of Singapore invites 
applications for the Visiting Tan Chin Tuan 
Professorship in the Department of Economics & 
Statistics. Candidates must be distinguished 
professors who have established themselves in 
the areas of Economics of Money and Banking 
and Financial Institutions and/or Financial S. 
Economics. The successful candidate is expected | 








members, as well as assist the. Head in staff and 
curriculum development. — 


The salary is negotiable and is intended to be 
very competitive. Depending upon the length of 
appointment, other benefits generally include 
provident fund benefits or an end-of-contract 
gratuity, leave and medical benefits, passages for 
appointee and family, settling-in allowance, 
subsidised accommodation, children's education 
allowance and an allowance for transportation of 
personal effects to Singapore. 


The initial contract is for one year, renewable for . 
a further period. 


Application forms and further information may be up 
obtained from : i 
NUS Overseas Office 


Singapore High f 
Commission in London -| 


The Director 
Personnel Department 
National University of 


Singapore 5 Chesham Street 
10 Kent Ridge Crescent London SWI, UK 
Singapore 0511 Tel : (01) 235-4562 


Facsimile : 7783948 


Enquiries may also be sent through BITNET to : 
PERSDEPT @ NUSVM 





A three-year appointment, with possible renewal, is envisaged from ^ Í 
September 1989. EC citizenship or UK work permit required. Salary is d$ 





Send detailed cv, publication list and names of two referee: * À 
before end May to Personnel, RIIA, 10 St James's ape London 














to teach in these areas, interact with other faculty : 


























. The University of Adelaide 
South Australia 

invites applications from both women 
and men for the following position: 
SENIOR LECTURER/LECTURER 
IN ECONOMICS 

.. (Tenurable: Ref: 1391) ! 

The appointee will be required to teach 
undergraduate and postgraduate 
= Courses and will be expected to partici- 












ured or tenurable academic appoint- 
ments have the opportunity to take 
leave without pay on a half-time basis 
for a specific period of up to ten years 
where this is necessary for the care of 
children. | 

Information about the general condi- 
tions of appointment may be obtained 
from the Senior Assistant Registrar 
(Personnel) at the University or from 
Appointments (36308), Association of 
Commonwealth ^ Universities, — 36 


THE UNIVERSITY OF 








WESTERN AUSTRALIA 
rth 


CHAIR IN 


ICS 


Applications are invited for appointment toa Chair in Economics at The University 


of Western Australia. 


The University is seeking to appoint an outstanding scholar of the highest academic 









: pate in the Department's research ac- 
.tivities. Courses offered by the Depart- 
"ment at undergraduate, honours and 
masters levels include economic 
:. theory, international economics, statis- 

tics and econometrics, economic histo- 
ty, economic development, agricultural 
economics and other areas of applied 
economics. Applicants whose areas of 
interest include macroeconomics are 


Gordon Square, London WC1H OPF. 


Salary per annum: Lecturer A$30,737 
x 7-A$40, 100; Senior Lecturer 
A$40,937 x 5-A$47 564. 

Applications in duplicate, quoting refer- 
ence number 1391 and giving full per- 
sonal particulars (including whether 
candidates hold Australian permanent 
residency status), details of academic 


w 


coupled with administrative experience and demonstrated strength in academic 
leadership. There are four Chairs in Economics in the Department of Economics. 
the other three being held by Professor R. T. Appleyard (Economic History), 
Professor K. W. Clements (Economics) and Professor T. Takayama (Japanese 
Studies). For this chair academic excellence in Econometrics and competence in a 
mainstream field of Economics are essential. 


With 27 members of academic staff, the Department of Economics, is one of the 
largest in the University of Western Australia which is the only institution in the. 
state with an Econometrics section. It has been highly ranked in Econometric 


i 
standing with an appropriate level of qualifications. and substantial research, 
Theory and has excellent computing facilities. i: 


especially welcome. However, those 
with an interest in any area of econom- 
ics, including econometrics, are en- 
couraged to apply. The position is 
available from 19 June, 1989. J 
urther information concerning the 
es of the position may be obtained 
the Chairman, Department of Eco- 
















University policy to encourage 


qualifications and names and address- 
es of three referees should reach the 
Senior Assistant Registrar (Personnel), 
University of Adelaide, GPO Box 498, 
Adelaide, South Australia 5001 (Telex 
UNIVAD AA 89141; Fax (618) 224 
0464) not later than 2 June, 1989. 


The University reserves the right to 


make enquiries of any person regard- 
ing any candidate's suitability for ap- 
pointment, not to make an appointment 
or to appoint by invitation. 


The University is located on a beautiful campus in a splendid Mediterranean clima 


with attractive nearby housing. 


The current salary for a Professor is A$63,397 per annum. Superannuation, fares. 
to Perth for appointee and dependent family, removal allowance, study leave and 
long service leave (after qualifying periods) and eligibility for interstate travel. grants 
apply to the appointment. Further information (including the conditions governing 
the appointment and a detailed statement prepared by the Department) may be 
obtained from The Manager, Personne! Administration (i031 380 3037) orfrom the — 
Dean of the Faculty of Economics and Commerce, Dr John Jackson ([09] 380. <. 
2930), or from Appointments (36285), Association of Commonwealth Universities, = 


36 Gordon Square, London WC1H OPF. 


Applications, in duplicate, stating full personal particulars (including professional | 
and home addresses and telephone numbers), qualifícations, experience and the 





hen to apply for consideration for 







names and addresses of three referees, should reach The Director, Personnel | 


ointment to tenurable academic ap- 
ments. Holders of full-time ten- 










opportunity employer. 


LIVERPOOL SCHOOL 
OF TROPICAL MEDICINE 


Lecturer/ 
Senior Lecturer 
(Health Information) 


Applications are invited for this post in the Community Health 
formation Project (CHIP), which is a sub-programme in the 
Department of international Community Health. 


The main concern of CHIP is an improvement in the quality and 
suitability of information used in the management of health care 
programmes in developing countries. CHIP undertakes health 
information systems research and development, in collaboration 
with groups in developing countries, and conducts and annual 
three-month course entitled Information Systems for Primary 
-< Health Care. 


= The lecturer/senior lecturer will coordinate CHIP and participate in 
1. other research and teaching activities in the Department and the 
;;, Liverpool School of Tropical Medicine as a whole. He/she will be 
= based in Liverpool but will undertake several weeks of overseas 
^ travel each year. 


“The successful applicant will have an appropriate higher degree 
“and several years experience in the production and/or use of 
information for managing health care programmes in developing 
. countries. He/she should be competent in the use of commonly 
|^ used computer software; teaching experience will be an 
‘| > advantage. E 
« The appointment is for two years in the first instance. Salary will 
be based on experience and qualifications at the appropriate 
‘points on the University Scales. 
Closing date for applications is 15th June, 1989. The Liverpool 
School of Tropical Medicine is an Equal Opportunities Employer. 
Enquiries and applications (each with a full curriculum vitae, and 
‘the names of three referees) should be sent to Professor K. W. 
Newell, Department of International Community Health, Liver- 
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SQA. .. 





The University of Adelaide is an equal 





pool School of Tropical Medicine, Pembroke Place, Liverpool L3 






Services, The University of Western Australia, Nedlands, Western Australia 6009, 


by 5 July 1989. The University reserves the right to make no appointment or to fill 


the Chait by invitation. 


Equal Employment Opportunity is University Policy. —— 


The University of 
Western Australia 
Perth 


SENIOR LECTURER IN ECONOMICS 
(Ref: A43/89) 


Appointment to tenurable senior lec- 


tureship. The appointee will be expect- 


ed to teach introductory and advanced 
courses in modern macroeconomics 
and contribute to the Department's re- 
search. Candidates with additional ca- 
pabilities in international economics 
and/or applied econometrics would be 
especially welcome. A PhD degree and 
substantial research and teaching 


achievements are required. The posi- 


tion will be availiable from January 


1990. For further information please - 


contact Associate Professor R. N. 
Ghosh, Acting Head of Department, on 
(09) 380 2898. 


Benefits include superannuation, fares 
to Perth for appointee and dependent 
family, removal allowance, study leave 


and long service leave. Conditions of t 
appointment will be specified in any - 


offer of appointment which may be 
made as a result of this advertisement. 


Written applications quoting reference 
number, telephone number, date of 
birth, qualifications and experience, 
and the names and addresses of three 
referees should reach the Director, 
Personnel Services, The University of 
Western Australia, Nedlands 6009, 
Australia, by 2 June 1989. 


EQUAL EMPLOYMENT OPPORTUNI- 
TY IS UNIVERSITY POLICY 














[DIRECTOR (SAUD!) 


| A versatile and expenenced executive with 
-į professional competence is required to play 


a leading role in a leading Advertising and 
Public Relations consultancy. The mo: 
important quaiification.are seen as à. / 
breadth of knowledge covering above anc 


below the line advertising promotional work. 
He should be self motivated and possess _ 


an understanding of production methods. ^ - 
(Age:20s-308) ——— m 
Àn attractive remuneration package i8 
offered. "E Eain d. 


$ Please send application, C. V. and recent 
photograph in full confidence, to: 


Salary range: A$41,459-A$48,086 pa. Hay. Charman —— 


ArabConsult, P.O. Box 551 
Manama, Bahrain 


APPOINTMENTS 


EURO-MANAGER/SPECIALIST. UK 
resident, multilingual, MBA, engineer, 
young ex-chairman and chief execu- 
tive, seeks top corporate consultancy 
role with few private clients/companies. 
Please reply in strictest confidence to 
Box 3657, The Economist Newspaper 
Ltd, 25 St James's Street, London 
SWIA HG, ^ - | 





























: js one of the major German consulting firms with a staff of about 190, working in Germany and in some 


... 80 developing countries. 
. For projects underway we have openings for the following assignments in East Africa. 


1 URBAN MANAGEMENT ADVISER - 


to be attached to the city councils of two secondary urban centres. Tasks comprise assistance in estate 
management for recently developed industrial and business areas as well as management, operation 
and maintenance of such new commercial infrastructure as markets, craft centres, slaughterhouses, — 
and bus terminals. i TA ux E 























"E ng, implementing, and monitori 
urban development country-wide. Tasks focus on further developing an urban monitoring and | 
evaluation system to appraise the impact of the ongoing secondary centres development | 

^ programme. , | 

. Training of local staff is an important factor in both assignments. 

|- Fluency in English and relevant experience in developing countries are indispensable requirements. 

Please send your curriculum vitae and references to: 
GITEC CONSULT GMBH, Bongard Str. 3, D-4000 Düsseldorf 30 


[YAR 


Livestock Econ 


As part of the new animal Health Strategy Unit you will work with a Veterinary 
epidemiologist to advise on priorities for the future development of veterinary services. This will 
entail: | 
€ Analysis of the main animal health problems constraining the economic potential of the 

livestock Sector, 

e Evaluation of veterinary intervention priorities; 

e Defining a strategic development plan for animal health services, aimed at maximising net 
economic benefits; 

e Assisting in the development of performance measures for monitoring the effectiveness of 
veterinary interventions. | 

The Animal Health Strategy Unit will liaise closely with other livestock development interests 
and notably the UK-supported National Veterinary Services Development Project. 


QUALIFICATIONS 

Applicants should be British Citizens with a post graduate qualification in Agricultural 
Economics specialising in livestock, together with five years’ relevant overseas experience. 
TERMS OF APPOINTMENT 

On contract to the British Government for a period of 2 years and on loan to the Government 
of Yemen Arab Republic. Salary is in the range of £22,300 p.a. to £28,425 p.a. (UK taxable], 
together with tax free overseas allowances currently of £3,857 paa. [single] and £7,346 p.a. 
(married). Benefits include children's education allowances, free accommodation, passages and 
annual fare paid leave. 

For details and application form, please write quoting the job title and ref. 369/AM/TE to: 
Appointments Officer, Overseas Development Administration, AH220, Abercrombie House, 
Eaglesham Road, EAST KILBRIDE, Glasgow G75 BEA. Or tel: 03552 41199, ext. 3569. 




































ERNATIONAL 


= ^ «SWITZERLAND 
.w foreigners can buy on 


Lake Geneva 
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Aountain resorts 
fiom SWISS BUILDERS-DEVELOPERS, you 
"n.a CHALEUAPARIMENT in MONTREUX, 
LES DIABLERETS, CRANS-MONTANA, 
WD DEWGSTAAD, VERBIER, JURA, Thermal - 
in the Rhéne Valley etc. From SFr THY DOO 
::50'8 credit, at 6% interest for 5-20 years. 


|... REVAC S.A. 


7 BP rue de Montbritant-—-CH-1202 GENEVA 
Tek AVARTA 1540-— Fux: 7941220— Telex: 22 030 

















JA ORBITON 
ESTATES 


A selection of outstanding 
| flats, dose to Kensington 
-| Palace. ideal for people appre- 
| ciative of the finer aspects of 
| English style. Excellently fur- 
|] nished and available immedi- 
“| ately for rental at £375 per | 
week upwards. Professional 
"people, senior executives and 
directors—single or — with. 
fa call Henriette on 44-1- | 
| | 44-1-938 3021. 
PUT THE WORLD'S NO 1 ESTATE 
AGENTS TO WORK FOR YOU 









BRITAIN HELPING NATIONS TO HELP THEMSELVES 




















































International 
Investment Management 
London, 2 2. 28 July 1989 || ~ tet ere ae 


This programme, mounted jointly by the London and 
Stanford Business Schools, will present leading edge 
thinking on today's key issues in International 





PhD in E conomics and Visiting Scholars. | s 





Investment Ma nagement. The Economics | Department has considerable contact with governs: : 
| : WC ET 7 E. ment departrnents. and industry and boss cohferences on c 
The programme IS designed for senior investment temporary economics issues. 
nagers and managers in research | inns For further information and a plication M pleas secontact: 
manage and managers in research functions from Postgraduate Secretary; Department of Economics, Univer- — 
banks, insurance companies, pension fu nds, sity of Surrey, Guildford GU2 5XH, United. Kinipiont, Tel- 
NES A PUNY En dii cu ci ol PIA i d 
investment and unit trust companies, brokerage ———— : 
houses and other types of investment compan md na eade i te S 
l | yp ái ^ APPOINTMENT S Seah aa ade a no WESCE NAT: ION | uu ^ 





Key elements of the programme are: 








E International portfolio diversification and — The World Conservation Union 
currency management Regional Office for Southern Africa _ 


* Asset allocation 


* Use of options and futures in portfolio 
management IUCN - the World Conservation Unio 





REGIONAL REPRESENTATIVE | 









- re *7 m partnership of states, government agencie fion-gove E 

* Handson" computer based EXErCISES and cases tal organisations working for the c servation of the Earth's natural - 
The programme will be staffed by internationally - resources. The rely Regional ign bs oe Africa in. 
"" | ; | l "EM Harare was established in 1986 ‘to elp develop an promote - 
renowned faculty from both schools with Su bstantial practical solutions to the problems of natural resource deple^- 
research, teaching and consulting experience in and habitat destruction in the region. p a 


. programme directors, Michael Gibbons (Stanford) and 
Stephen Schaefer (London), are seeking a worldwide 
mix of participating institutions in order to maximise 









office, for IUCN’ re relations swith ngoverment, Ton and academic ne 


The post becomes vacant in duri E " 


the breadth of international experience on the E ee dee perme . 23 
programme. = The successful candidate will hold a a unive ty degree i in i ritual 
l E | | sciences, development planning, economics or other relevant 
For further information and a brochure contact: disciplines and will have at least ten years professional experience 


. T MET dy -in planning and managing conservation and/or natural resources 
Susan Dra ithwaite, Registrar, projects. He/she will have attained a high level of professional 
London/Stanford Programme | | achievement, including a solid record of personnel and financial 
| outhern African region, 


London Business School, Sussex Place | management. A deep familiarity with the Sc 
its governments and its institutions is a requirement. ; 


Regent's Park, London NW1 45A, UK || —^— 0 ox 
whana ci 2 Salary and benefits a are > commensurate with the evel of the foit; 
E e 262 9050 (ext 580) the IUCN Regional Office enjoys full international status. 

















Applications. shoul | be sent to: Mr. Francolé. Droz, Africa. Desk, : 
IUCN, Avenue du. Mc nt-Blanc, CH-1 196 Gland, ‘Switzerland, by 
15 May 1989. : | | 
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 WYE COLLE: SE 


KEY ISSUES IN AGRICULTURAL 
- DEVELOPMENT: SHORT COURSE 
PROGRAMME 1989/90 


Intensive. professional update courses have been de- 


- signed to provide individuals working in the agricultur- 


. al sector. of developing countries with a working 
owfedoe of the following critical areas: 


~ MICROCOMPUTERS FOR 
AGRICULTURAL DEVELOPMENT 


a These ten week courses cover the key software applica- 





. tions in agricultural development. Participants have 


D individual access to IBM Mod. 502. 
- Dates: July 10-September 15; October 9-December 15. 


- THE DESIGN AND IMPLEMENTATION 
- OF MONITORING AND EVALUATION 


<A ten week course with specific techniques for mini- 
= mum data assessment, data collection and analysis, its 
«presentation and use within practical development 
. programmes. 

Dates: inuary-March 1990. 


POLICY ANALYSIS 


en n week course covering macroeconomic and sector 
. policy issues primarily for sub-Saharan Africa. 


` Dates: January-March 1990 






. For further information on short courses contact Neil 


< Spooner, Department of Agricultural Economics, Wye 
College, Wye, Ashford, Kent TN25 5AH. Telex 94017832 
. WYEC G. Fax 0233 813320. 


POSTGRADUATE DIPLOMA AND 

~ MSc IN AGRICULTURAL 
DEVELOPMENT FOR EXTERNAL 
STUDENTS 

.. This programme in the economics, planning and man- 
. agement of agricultural development in Third World 
< countries, offers a unique opportunity for advanced 


| tudy to suitably qualified candidates everywhere in 
he world, through the methods of distance education. 






| Programme o College, Address as above. 


ipants and faculty, a very ry broad range o of nationa ities i is ae J 


for further. information contact Director of the Exter- 
































JULY 17-22 | 1989 
OCTOBER 30-NO\ /EMBER 41989 


Risk control in 
global asset management. 


IMI-Geneva is again offering a leading edge Interna- - 
tional investment Management Seminar for senior 
investment professionals located worldwide. | 








The main issues to be addressed include: 
— Global asset allocation - 
— international diversification 
— Hedging currency risks with options __ : 
— Controlling risk with futures and options 
— International performance evaluation 
— implementing global investment itpolicy 

The seminar leaders are grawn fror AN 


and from other leading 
institutions. Al ot n n 


expected to be represented. 


Please address correspondence to: 


The Registrar 

International Management Institute, Geneva 
4 Chemin de Conches 

CH-1231 Conches-Geneva 

Switzerland 


Tel: (International: 41 22) 47 11 33 
Telex: 427 452 imi ch 

Telefax (International: 4122) 464 439 
Cable address: Maneduca 



















QURSES e o oo 
a CHEONACOHRAUANNN 


DA UNIVERSITY DEGREE | 













Aglaa e ho 

secure in thelr Jobs or Professions. 

Eam a BACHELOR'S MASTER'S or DOCTORATE Degree by 
! equivalent 

































If you're taking a Master's in international b SMES. why not take itin the 
‘heart of Europe? E 


z Send detailed Hand: on work life and academic experience for a no We offer an intensive, twelve- month, full ime programme, in English, 
to graduates with.at least three years’ professional experience. 


| | 
IC WESTERN UNIVERSITY | | Our facultyis drawn front ten different countries. - 


odi ead forth 
dus. We wil eset you 1n completing you degree requirements 
wihoul formal classes or seminars at your own pace and me 












A Bivd ngeles, California 90049-—-Dept 137—USA And our location in the centre of Paris helps attract i participants from 
Phong: 714906 ^ T ors 182315 — — Fax: 215/471-6456 i 
r all over the world. 7 
The melting pot that results will give you a new vision o fu fope asa. 
single entity. 


Just the perspective, in fact, that Pees HEC — out fot. A 


For further information contact 


EMIB ADMISSIONS OFF “CE. 

EAP - ÉCOLE EUROPÉENNE DES AFFAIRES 

108 BOULEVARD MALESHERBES, 

75017 PARIS . 

TEL: 4754 65.00 (EXT 6796) : 
TELEX: EAPFRAN 640611 - TELEFAX: 42.674619 


. .Lake Como, Italy 
in cooperation with CIS Centro Studi d'Impresa 


MARKETING MANAGEMENT 
May 22-26 


SALES MANAGEMENT 
June 12- 16 | 
MANAGING STRATEGIC INNOVATION 
AND CHANGE 
June 26-30 © 
ORGANIZATIONAL RENEWAL: 
STRATEGIES FOR 1992 AND BEYOND 











Financial Seminar — 
for Senior Man agers 


i n and fiance as thay move into more senior ‘management 
positions. : 





This intensive five-day residential seminar has been designed to help 


November 6-10 managers, whatever their specific expertise, to understand and use ` 
financial information more effectively in reviewing =e and 
p IN TERNATIONAL STRATEGY . making decisions. ; 


J PARY 15-19, 199 0 Topics covered include x "financial and business analysis. * ‘management - 


of profit and cash flows # profitability analysis at company and product 
level x making investment decisions — projects, mergers and acquisitions 
* managing financing — equity, debt, leasing. | 
Seminar Director: Professor Walter Reid MA FCA 
Dates: 5-9 June 1989 £1,950 inclusive —— 


For a 1989-90 European Programs catalogue call or return the eoupon to: Contact: Sue Park, Registrar, London Business School, 
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Columbia Executive Programs ... CIS Centro Studi | 
Graduate School of Business d'Impresa | Sussex Place, Regent's Park, London NWI 4SA, UK 
SM Uris E ~ oom University or Residenza La Rocca | Telephone 01-262 5050 
ew York, New York 10027 — 22049 Valmadrera- MÀ tnt ee mee Se ant nett ste sy — me tenn 
Telex: 271207 EXECPROGUR Lago di Leeco-Italy | Please send me further details on the ‘Financial Seminar FSM ECON/ 4/89 
Fax: (212)-316-1473 Phone: (212) 854-3395 — Telefax 39-341-580838 | Name a | ; 
Phone 39-341-583222 | borsa 
(Tithe) | Address 

Company Sant MED DOSES 
Address | 

-—- Area ofi interest — | 











ig "n investment. d 
- Telephone: London 01-581 1956. 
- Le Fax: 01-589 5865. 





Telephone: 01-839 7000 
Telex: 24344 ECON G 
p fh . 







© The Economist Newspaper Ltd 
5 10 Rockefeller Plaza 
- New York, NY 10020 
Telephone: 212 541 5730 
Telex: 146393. 














PUBLICATIONS 


IEW PUBLICATION 

OPEC'S 

PRODUCTION POLICIES 
How do they work? 

: Why don t they work? 

| 68pp £14/$23 — order from 

Oxford Institute for Energy 


Studies 29 New Inn Hall Street 
Oxford OX1 2DX, UK 

















?POINTMENTS 
| MINTEL 


EXTERNAL 
. CONSULTANTS 


EUROPE 


-Required for our expanding Eu- 
| ropean network. Ability to un- 
|] dertake trade interviewing and 
| desk research in one or more 
SF EEC countries. Must be able to 
“| write good English. Experienced | 
lof fmeg, DIY, financial services 
..] markets an advantage. | 
E Ed with CV tœ- Nicola | 

.Holme, Mintel, KAE House, 7 
Arundel Street, London WC2R 
DR. Tet 01-836 1814. | 








Chartered Accountant (40), MBA, fluent 
French, based London, 12 years’ success 
in international financial and general 
management, including 10 years’ con- 
tinental Europe seeks opportunity. 

All replies acknowledged. Reply Box 
3646, The Economist Ne peritd, 25 
St James's Street, London SW1A 1HG. 



























aber eight- 
hotel 


B Emperors Uae 

South Kensinglon 

London SW7 4HH 

Tet: 01-370 7516. Telex: 925975 
GATE G. Fax: 373 3163 

Elegant bed and breakiast hotel with pri- 
vate facilities and buffet English breakfast. 
Four mins walk from. Gloucester. Road 
Underground station, ` 


Single from £46.00 - VAT 
Double/Twin £60,.00+ VAT 
Suite (for 4} £96.00+ VAT 
Extra Bed £15.00 VAT 





COURSES 






and 3rd January 1990. 
Ask for course brochure at: 


GTUDY WORKS | 


Tel: (01) 402 9877 
Prepare effectively for the 

june GMAT 

by enrolling now in the UK's GMAT 

course taught by full-time test prep 
professionals. 

Prep course for June exam: May 13, 14, 

20 and June 10. 































——— Cot re 


SWISS HOTEL MANAGEMENT DIPLOMA AND 
BRITISH MASTER OF SCIENCE DEGREE 


ready for 1992 learn FRENCH now 
INSTITUT DE FRANCAIS 


@ The highest quality teaching 


US REAL ESTATE 
CONSULTANT 


fi: florida since 1979) will assist you in your US 
real estate ventures. We can give vog the edge with 
INFORMATION. Fiduciary and Consulting Ser- 
vices, Evaluation, Analyses, Financing, joint Vene 
tures, Tax Planning. Immigration, Workouts. 


SWISS CONSULTANT GROUP (USA) INC 
ys Florida 
Fax: 1813 254 13 for free brochure 


















[ EXECUTIVE 
|. HOTEL 


57 Pont Street 
Knightsbridge 
London SW1X 0BD 
Tel: 01-581 2424 
Fax: 01-589 9456 
Telex: 941 3498 EXECUT G 
Single bedroom £49.95 + VAT 
.. Double room for : 
single occupancy £89.98 + VAT | 
Double or Twin £74.85 + VAT 
Extra Single bed £19.95 + VAT 
Elegance, privacy and exceptional value - 
| in one of the world's most fashionable 
neighbourhoods. Bulfet style English 
breakfast included. 


We are the only Swiss Hotel Management School, where the diploma holders may follow a hig ly. B i 
regarded two-year Master of Science degree in International Hotel Management or a range of > 
Masters programmes in Tourism at the University of Surrey, a renowned British National University. 2 
English is the medium of instruction of our three-year Hotel Management Diploma Course. We 
require the same qualifications for admission as universities. Next intakes Sth October 1989 


IHTTI International Hotel and Tourism Training Institutes Ltd., P. 0. Box 95, 
CH-4006 Basel, Phone (061) 42 30 94, TX 965216 TC CH. 


Taking the GMAT or GRE 
' exams? 


We CAN heip 


For course details, contact: 
GTAC Associates, FREEPOST, London 
W5 4BR. Tei: 01-993 3983/5280 - 


For GMAT texts, contact: 
PasTes! Service, FREEPOST, Knutstord 
Cheshire WA16 788. Tel: 0565 55226 









@ A high-level international student body 
@ A cordial, hard-working atmosphere 
@ Excellent French food 

@ A breathtaking setting on the Riviera 
@ A truly caring staff | 


Daily 08.30-17.00 with 2 meals 


For adults, 8 levels: Beginner I to Advanced H 
Next 4-waek immersion course starts 8 May and 5 June 1989 and ali year 


INSTITUT DE FRANCAIS — ED29 


wan 23 Av. Gén-Lecerc, 06 VILLEFRANCHE/MER. T. 93.01 88 44. Tx, 970.989F. 








| ency is often achieved in only one or twi 
| weeks thanks to complete isolation from 


| 94016388; Telefax: 0843 590300. 









































Calling company executives short of time 
(We know vou need to leans language 
rapidly.) Live in your teachers home imn 
UK, USA, France, Germany, Spain, Haly 
Taiwan. Lp to 25 hours private lessons 
full board and constant social contact wil 
your teacher, his family and friends. F 





























your mother tongue, E: 
Established in 1979. Now with 3,000. 
teachers world-wide at your service. 
Home Language Lessons, Reservations 
Office, 12-18 Royal Crescent, Ramsgate, 
Kent, UK. Tel: 0843 589853; Telex 





































































[ HANDWRITING ANALYSIS. 






VAUGHAN JONES 


& ASSOCIATES | | idvevosmm n 


| Also pev Assessment. 





: Management Consultants 
Consultoria en Administracion de Empresas 
“Corporate Restructuring, Energy Utilisation, 
International Affairs 


H. V. JONES 


MSc, PhD, DMS, MIMM, CEng 

21 Boulton Road, Pittville, 
Cheltenham, Glos. GL50 4RZ, UK 
fal: 0242 513476. Fax: 0242 221984 


P. Lave 
9 Vilage C Close, London NWS 5AH. 
Tal: 01-794 6060. 


Sarah Hodge Recruitment Consultants 


|| Need a Top Secretary? | 


-m Call (01)434-0030 | 
wae CHARINGWORTH | | 015-217 Oxford st London WIR 1AH a 


BORED MEETING 
IN TOWN? 
The perfect location for board and 
management meetings 
Magnificent 54 acre estate with views TEE 
aver unbroken Cotswold countryside. Hy 
Combine the traditional luxury of a 
medieval manor house with the fH 
highest standards of hotel keeping. JE 
Fine cuisine, impressive cellar, log j 
fires, 4-poster beds. 
For colour brochure: 
Charingworth Manor, 
Mr Chipping Cam 
Gloucestershire GL55 6NS. 
Tek (038 678)555 
Telex: 333444 CHARMA G 


Best New Hotel in Bubun 1 GRAS AA 





ee mes 
The Regus 
Centre 
London 













* Executive Offices 
* Conferences 

* Communications 
* Club Restaurant 


Trafalgar Square 01-872 5959 


* Landon * Stockholm + Copenhagen * 


~ FINANCIAL ADVISORS/BROKERS 


|. ffi you are a financial advisor or i intermediary and would 
* Hke to represent an offshore fund in a rapidly expanding 
sector of the md market, then we have a new 
product which will interest you. 


the London International Stock Exchange), is now available. 


- Why not write today for full details 


COURSES 













VALERIE THOMPSON, 
AN EXPERIENCED AND SUCCESSFUL PRACTITIONER, TA 








DIRECTLY OR INDIRECTLY INVOLVED IN _ 
TRADING DEBT SECURITIES? 
MINIMISE RISK @ MAXIMISE PROFITS @ ENHANCE CREDIBILITY 


UNIQUE PROGRAMME DESIGNED SPECIALLY FOR TRADERS AND SALESPEOPLE 


ALSO OF GREAT VALUE TO ISSUERS & INVESTORS, SYNDICATE, CORPORATE 
FINANCE AND TRADI NG/SALES MANAGERS, WHO WISH TO LEARN MORE ABOUT 
' PRACTICAL STRATEGIES FOR SUCCESS IN THE EUROBOND MARKETS. 


MAXIMUM OF SIXTEEN PARTICIPANTS ON ANY ONE PROGRAMME 


EUROMARKET TRADING 
\NTS LTD 


_TEL: LONDON on se 4159/989 7886 FAX: (01) 5307793 


FOR THE BEST DEAL IN THE AIR For 
First Class, Club Class/Concorde 
tares. Worldwide destinations, Contact 
Scenic Travel Ltd. Tel: 01-801 7471. 
01-808 2943. IATA/ABTA members. 
— 
'OVERSEAS POSITI ONS, Hundreds of. 
top-paying positions. Ail occupations. 


Free details. Overseas. Employment: 


Services, Dept EC, PO Box 460, Town. 
of Mt Royal, Quebec, Canada H3P 
3C7. 


















COMING TO PARIS ? 


Stay in a furnished flat. One to four rooms 

| pius bathroom and kitchen. Weekly or | 
| monthly rates. Left Bank, CIAM aa I 
and Montparnasse. No : 


| or write PAA Housing, 9 
Rue des os lireutines: 75005 Paris. : 


Obtain US immigration through pur | 
chase of secured and well-rewarding | 
| real estate or opening of American 
branch companies, etc. ALL MATTERS 
HANDLED BY A LICENSED US ATTOR- 
NEY/PhD ECONOMIST. 


Contact; Edward P. Gallagher, Attor- 
ney-at-Law, PO Box 70302, Washing- 
ton, DC 20088 USA. Tel: (301) 298- 
7269. Fax: (3015 983-3439. 












































The opportunity to repre ent a (non-equity) fund offered by an esiabtished financial institution (assets in excess of $87 billion, and à nuded a company on 


^ Commissions are highly attractive, furthermore you will receive the full support of a company with more than 100 years vee in the financial markets. 
. All enquiries will be treated in strict confidence. 
just send your business card or a letter to: 
Box 3625, The Economist Newspaper Ltd, 25 St james’s Street, London SWIA 1HC. 


KES YOU THROUGH A 










| ncy fees | 
| Telep Lovie Paris 43 , Fax Paris S 


AUTHORS 


TYPESETTING BUREAU. Desktop 
publishing output a speciality. Linotype: 
dealer. Typeshare Ltd, London EC 
Tel: 01-405 7937. 





ST JOHN'S WOOD. Spacious, sunny, 
one double bed luxury flat. Quiet. Prime: 
secure block. From £200 per week. 01- 
455 9346. 01-490 3254. 

2ND PASSPORT/DR LICENCES. Any 
country, various reports on how to 
obtain them. INI, 26 Kieomenous, Ath- 
ens 10675, Greece. 


KNIGHTSBRIDGE (250 yards. from 
Harrods). Luxury serviced flats from 
£350 to £490 per week. 28 Ovington 
redd London SW3 ILA. Tel: 01-584 





invited to 8$ 
manu S all types (includini 
ems), for book publication. Reasonaue 
terms. Stoc C well, Dept 75, epos. 





Ccrn i 









Devon, UK (Est 1898). 


BANIRANE naa teet Navi fe n 


K ECONOMICAL. LONDON. "Fully fur- 
-nished - self-contained apartment in 





modern block, parking space and care- 
taker. Kitchen/lóunge with balcony, 
bedroom, bathroom, TV, elevator. Suit 
one or two persons. Thirteen minutes 
Central London. £140 per week. Easter- 
brook, Wayland, Walberswick, Suffolk 
IP18 6UG, Tel: 0502 722076. 





Ci A N A D | A 3 
IMMIGRATION 


Excellent opportunity presently 
exists to obtain Canadian Immi- 
| gration and invest in Canada. This 
is available under the Canadian 
Government's Entrepreneur (busi- 
nessmen), investor and Retiree 
| immigrant programmes. Proce- 
| dure is simple and applications 

can be processed rapidly. Please 
| contact: . 

MARCHAND & ASSOCIATES 
Attorneys at Law 


ATT. DENNIS KOUNADIS 
300 Léo Pariseau, Suite 2000. 
C.P. 989 
















Montreal, |, Quebec, Canada 
H2 W 2N1 


. Tel: (514) 844-8631 E 
- Fax: (514) 844-6691. x | 
. Telex 055-60633 . 

First West MTL 
















UTPUT, DEMAND AND JOBS Japan's spending boom continues: in the 12 months to January its 
etail sales climbed 7.6%. In the same period sales rose by 2.6% ín Sweden, but fell 3.1% in 
land. Italy's retail sales rose 5.7% in the year to September; its industrial production soared 
in the year to December, a reflection of low output in December 1987. Australia’s industrial 
on was up by 6.6% in the same period and Holland's by 3.8% in the year to February. In 





retail sales [volume] 
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productio 
March Italy's unemployment rate rose to 16.9%, while Belgium's fell to 10.2%. 
% change at annual rate 
industrial production GNP/GDP 

: 3 mthst 1 year 3 mthst 1 year 
Australia +106 +66 o +78 +420 + 5f 
Belg +56 +53 te na na 
Canada — 17 +16 m +23 + 34 u 
France X74 +42 m +20 + 38 o 
W. Germany +10.1 + 52 fe +08 + 27 a 
Holland  - 93 +38 æ +47 +24 0 
italy +18.7 +110 w +61 +39 o 
Japan +102  * 49 fo +30 + 48 u 
Spain — +150 +26 fe fa na 
^ den +76 +78 fæ +49 +13% 

werland +116 +57 o +16 +250 
ua — 44 +21 fæ +22 + 3.0 o 
USA 4 32 +47 mr +24 + 28 0 


Value index deflated by CPI. 





Pe i P ta rr PAP Rt m rr PY i er 


+15.5 


— 36 


—12.1 
— 5 
+ 29 


EA Ad 


+ 5.8 re 


— 84 ot 


+ 57 Sep t 


+10.9 an 
F 2.6 Jan 
~ 3.1 dant 
+ 47 Mar 





unemployment % rate. 
latest year ago 
6.2 Mar 74 
102 mat — 111 
7.5 wa 78 — 
10.0 Feb 10.2 — 
77 Mar 8.8 
13.8 Dec 14.1 
169 ma” — 170 
2.3 Fet 2t zi 
180 max — 201 
313 Mar* 1.8 
06 me 08 
67 w 86 
d 49 Mw 55 


+ 1.9 fe 


PRICES AND WAGES West Germany's 12-month rate of consumer-price inflation climbed to 3.0% 


in April, up from 2.7% the previous month. Spain's rate edged down to 6.1% in March. Australia’s 
wholesale prices rose by 5.9% in the year to January, and Sweden’s by 8.5% in the year to 
February. American workers saw their pay-packets swell by 4.8% in the first quarter—but inflation 


turned that into a real pay cut of 0.296. 
"echange at annual rate 





consumer prices* wholesale prices* wages/earningst 
" 3 mthst 1 year 3 mthst 1 year 3 mthst 1 year 
Australia + 86 + 7.7 sw + 38 + 59 3 +14.6 + 70 Ne" 
Beigium + 3.9 + 2.8 we — 10 + O04 de 159 t220'  — 
Canada + 48 + 4.6 Ma + 28 + 3.6 Fe + 5.0 + 54 om 0 
France + 3.4 + 3.4 Mar 412.2 + 75 a + 3.2 + 33 oa* 
W. Germany — + 5.7 + 3.0 Ap + 6.2 + 355 mar + 1.6 + 3.8 re 
Holland ~ 26 + 0.8 wa + 32 + At ten + 15 + 1.0 Feb 
— italy 4 83 + 64 Ww 92 + 6J Feb + 46 + 54 dec" 

Japan — j + 19 + 0.5 ww + 56 + 3.1 Jan 
Spai + 78 + 61 Mar + 55 + 4.4 Feb + 8.2 + 70 vec 
Sweden 477 + 63 ma 4123 + B5 Feb 4113 + 7.7 m 
^-*zeriand + 50 + 23 ww + 65 O47 Me + 08 434 ua" 

+66 +79 mx + 58 + 52 Wa +14.9 + 95 feb 

i + 4.3 + 5.0 we + 94 + 56 ta + 50 + 48 q'*' 
‘Hourly wage rates in manufacturing € glia, weekly earnings; Japan, and Switzerland, monthly earnings: Belgium, Canada, Sweden and USA, hourly 
earnings; UK, monthly eamings for ail . * "New series. | 






g@ BUSINESS CONFIDENCE Shrugging off 
high interest rates and the OECD's forecast 
that cop growth in industrialised countries 
will slip from last year's 4% to 3196 in 1989, 
businessmen remain cheery about future 
sales. Dun & Bradstreet's index of sales 
expectations for the nine countries in the 
chart shows that 64% of businessmen 
expect higher sales in the second quarter of 
1989—two percentage points up on the first 
. quarter of the year and level with the last two 

quarters of 1988. The proportion of business- 
men expecting higher second-quarter sales 
-rose sharply in West Germany, France, 
- Britain, the United States and Austria. Aus- 

tralia's economic problems cut the propor- 

tion of its businessmen expecting higher 
| sales from 70% in the first quarter of 1989 
|. to 55% in the second. 

























adjusted except * not seas. adi t Average of latest 3 months compared with avg. of previous 3 mos, at annual rate. na not available. 












































COMMODITY PRICE INDE 
Metal prices, which hav 
been falling for two month 
rebounded this week. An explosion at Oi 
kumpu's flash smelter in Finland, whic 
produces 50 tonnes of nickel a day, lifted - 
prices to $16,600 a tonne on Monday. Nickel 
stocks on the London Metal Exchange fell 
648 tonnes to 2,412 tonnes last week, adding 
to fears of a shortage. Aluminium stocks 
were down by 10,272 tonnes—a fall of | 
36,800 tonnes so far this year. Renewed | 
strike threats by mineworkers in Peru boost- | 
ed zinc and copper prices. Tin prices have | - 
risen 3796 to $10,685 a tonne this year. | 

Producers are to release some 8,000 tonnes 
of stockpiled tin onto the market, to try and - 
curb rising prices. "om 











Apri8 — Ap?St one one 

Doliar index | 
All items 1485 1499 + 12 + 48 
Food 117.7 1174 +28 +109 
industrials ie 
Al 1792 . 1823 +03 +13 

Natt  — 13970 — 1347  — 28 -—116 
. Metals 2001 — 2161 +17 +83 
All items 1108 1130 +65 +158. 
Food 878 864 +20 +223 
industriais 

All 193.7 1874  — 04 +116 

Nia tt 1022 1015 -—35 — 26 

Metals 1560 1628 +10 -193 
SDR index ] 
All items 1158 — 1169 +07 4113 
Food 91.8 915 +22 +178 
industrials | 
H. NN ONE d, LEAN 

Nfa tf 1069 1050  — 33 ~ 861 
. Metals 163.0 1664 + 12 +150 
Gold 
$ per oz 38425 385.50 ~ 06 -—139 
$ per barrel 19.60 2033 + 45 +182 


$ Provisional 1$ Non-food agriculturals 












































@ EXPORTS In 1973 West. Germany ac- | WORLD BOURSES. Tokyo fell 0.2%, despite perking up on the news that Mr Noboru Takeshita, i 
counted for 17% of the world's exports of | Japan’s unpopular prime minister, was to resign. Sydney shrugged off economic problems and rose. : 
manufactured goods; by 1988 its share had | 3.8%; Johannesburg did almost as well, rising 3.3%. Wall Street crept up 0.3%. br 





slipped to 1496, although it retained its | Stock price indices % Change on 

position as the world's leading exporter. Apr 25 1989 one one — record 34/12/88 
During the same period Japan increased its | , April 24th high low week year high AD E 
RE Uwe | wee arent qun. cupa C dg cce v a 
12%. The big economies in the chart—West | geigium ^ 59264 5926.9 55193 4 05 4 273 -05 +65 ° 4 5t 
Germany, Japan, the United States, France, | Canada 35852 36961 33505 - 03 + 72 —128 +63 467 
Italy and Britain—ltook a combined 59% of | Frane = 4684 4704 4179 +09 +521 +07. +127 +82 — 
world exports of manufactures in 1973; 15 | W.Germany 17103 1741918087) 14+ 257 č —249 ^ 4 35 ^ — 15 — 
years later their joint share had fallen to | Holland — — — 1801 1887 — 10667 —— * 02 &— * 3968 — — 54 3141 t 86 [f 
54%, despite Japan's advance and a one- | Hongkong —— 31187 32100 & 27067 ^ ~ 05 &  * 206 — -—210 &—— 1160 ^ 1165 
point rise in Italy's market share. Unsurpris- MM MÀS Resa ee E d$ 7 
t. fie: x apan É } r — f. ; — 0, 102 . - 4. 
aes it pi ecd dragons. ij ps iil ewe 4 a 7 0897 ee 55 n9 a 
up the, slack: "amans share OF WOPO | SouthAtrica 26500 25590 19610 +33 +720 +26 +310 32340 . 
exports of manufactures has risen from 1% | Span 296.0 297.3 268.6 ni 4 87  —91 479 F% 

to 3% during the 15-year period; South | Sweden ^ 38587 39122 33338 4 22 4 394  -— 14 3120 * 82 
Korea and Hongkong (if its re-exports are | Switzerland 6754 6800 6131 — 01 4312  -— 74 419 «22 
included) have each doubled their sharetoa | UK — 20712 21254 17828 —— — 02. +150 -152 +155 +86 . ` 
still-small 296. USA 23869 2379.4 2144.6 +03 +167  -123 101. 101 .- 
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MONEY AND INTEREST RATES The 12-month rate of growth of Italy's narrow y money supply, Mt, 
quickened to 7.896 in December; its broad-money growth slowed to 8.496. Dutch banks raised their 
prime rates by half a point; Swiss banks raised theirs by a quarter of a point. | 


Money supply interest rates % p.a. (Tuesday, except bonds which are previous Friday) 


% rise on year ago Money market Commercial banks. Bond yields ^. — Eurocurrency 
Narrow Broadi Overnight 3 months Prime — Gov't Corporate Deposits Bonds 
] lending long-term 3 months 
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Canada 82 +123 wa 1238 12.50 13 50 12.50 10. 13 10.68 iz 38 
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Other key rates in London 3-mth Treasury Bills 12.6%, 7-day interbank 11.4%, clearing banks’ 7-day notice 4.0%, Euroc .. 
rates (Libor): 3 mths 9.995, 6 mths 10.196, 


———— — À—M——————————— ———Á——— X —— P n RR e 


M2 iex Mi irren Canada, France, Spain, Switzerland, USA, UK, W. Germany M3, Japan M2 plus COs. Definitions of interest rates quoted available: on request, 
Sources: Banco Bilbao Vizcaya, Chase Manhattan, Banque de Commerce (Belgium), Credit Lyonnais, Credit Lyonnais Bank Neder. % iun Handelsbanken, 
ANZ Bank, CSFB, Wharton Econometrics. These rates are indicative only and cannot be construed as offers id Tes banks. Linda. 


TRADE, EXCHANGE RATES AND RESERVES Britain's 12-month visible-trade deficit rose again in March, to $39. 7 billion; its monthly deficit fell to 
$2.9 billion. In the same month Britain's 12-month current-account deficit climbed to $28.8 billion. Italy's trade deficit climbed to $10.0 billion last 
year, up from $8.7 billion in 1987. Holland’s trade surplus more than doubled in 1988, to $3.7 billion. Belgium’s current-account surplus rose to $3.8 
billion last year. In trade-weighted terms the dollar gained 0.3% this week; the yen gained 0.6%, while sterling lost 0.5%. i 









trade balance} current- trade-weightedtt currency units per $ . Currency units foreign reservestt 
$bn account exchange rate | $bn 
latest — — latest 12 balance $bn 


latest 12 mths latest 


Nem rp run ma amara ata BST PII rr t FORE errata a naar NAT rye SA a a e t MAP AN BET VT IP e M NA SAI IH Ae Pee b Br a a e ie THAM e Pr re e a h a e A I A A S e ee M e BP e e t i ar Hr HP INE A SHE AN TIVA SI ttr n IY ATTIVE Rr ra eerie eril tror rà tort eaa Mr terror r ea A. 





—————————————————————————————  ————————— ———————————————— 


———————————————————————————————————————————————————————— T QR 


E —Á—M———————— ———— Ó —— M E EE EE ER E EE EE EE 


cu —————— E EA E EE Án AOE EE E TRI ERR ERE 





e ta iren aa m P i e i t eii E i e ai SR At e NEA PH e VS nr HS vH SH SU ——— - ———————————————————————————————————— HEN 













Starting on May 20th, 1989 and continu- 
ing until November 11th, 1989, you are 
given fantastic chances of winning big 
in the 85th Süddeutsche Klassenlotterie. 


With the largest amount of prize capital ~ i e. 
405,610,000 DM, our Prize Game gives away 
one Top Prize in each draw of classes 1 to 5 and 
two Top Prizes in each draw of the 6th 
class, whichincludes 3million DM Jack- 
cCopots. The SKL is sponsored by the Federal 
States of Baden-Württemberg, Bavaria, Hesse 
and the Rhineland-Palatinate and is controlted by 
an official board of directors in Munich/Bavaria. 


grand offer gives you during the 

-. 46 draws TWO CHANCES OF WINNING 
^ THREE MILLION DM, FOUR CHANCES 

OF BECOMING A DOUBLE. MILLION- 

- AIRE, 14 PRIZES OF 1 MILLION DM, 

= 4x 500,000 DM, 26x 250,000 DM, 

. ^ 32x 100,000 DM plus 437,506 prizes 

^ ranging up to 80,000 DM. 


HOW THE LOTTERY WORKS 


The 85th Süddeutsche Klassenlotterie extends 
over a six month period — from May 20th, 198910 
November 11th, 1989. it is divided into six 
. Glasses. The tsi to 5th class have a total of 20 
< draws ~ i. e. 4 draws per class — and 6 in the 6th 
* Glass. This means a draw every Saturday for six 
^ exciting months! The draws are held in public 
= and are state controlled, which assures that all 
|. prizes are given to the rightful winners. The basis 
of the lottery is the Prize Schedule, which shows 
ail the prizes and dates of the draws. 


WHAT THE ODDS ARE 
With: a total of 900,000 ticket numbers issued 
. and:an outstanding offer of 437,588 prizes, 
ngay every second number is tucky - L e, 
fly 48.6%. However, by participating with 
pecial-Six-Pack you can boos! your 
enances of winning at least one prize by 9895 
and of winning further prizes by 87 %. Value and 
number oi prizes increase with each class. The 
percentage of stakes given away as prizes in the 
SKL is higher than in any other German lottery. 


ANYONE CAN PLAY 


The Süddeutsche Klassenlotterie is open to any- 
one of any citizenship in any | and Should you 
move to another country, oe can stili continue to 
play wherever you live providing there is a postal 
Service. 
Tickets are available in fuil, half or smaller shares. 
They ali take part in the draws and have equai 
winning chances. Of course only full tickets will 
get 10095 of the prize money, whereas the smal- 
ier shares, which cost their respective stake 
price, are only entitled to their corresponding 
portion. of the prize money, 
it's easy 1o play in our lottery. Just complete and 
send int the attached Ticket Order coupon to- 
jether: ith your remittance. You wiil then receive 
additional information. We recom- 
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Mi = 2,00.0000M - 


i: x 50, {000M = a 400 0000M 


= (X t = x AQ, O60 D " 
32 x E 2.400.000 DM s40 x 10.000 Bs S400. 


a0 x 80. '000 : 
; M= 3040.0 
JE ROOT 10.000 DM 


436,716 prizes under i 
ES AT A TOTAL AMOUNT OF 405, 


= 349,470,000 DM 
5,610,000 DM 

































437,588 PRIZ 


WHAT HAPPENS WHEN YOU WIN 


All winners are notified immediately and confiden- 
ially of their prizes. All prizes are paid at once in full 
and free from German taxes. 

We can make payment in any currency you choose - 
and to any address or person you desire. Every- Mr. W. Wessel ; 
thing is strictly confidential, P clic S A d 

Participants will be air-mailed every four weeks the i 24 ** olate Accredite Lottery Agen 
officiai winning lists along with the renewal tickets $ E n Ulmenstr. 22, P.O. Box 10406 


ENTER THE SUDDEUTSCH 

KLASSENLOTTERIE TODA 
so that you can take part in all 26 draws; The 
draw will be held on May 20th, 1989. 



























for the next class. "esc  D«3500 KASSEL WEST GERMAN 
Fe nN A A UNES oe a 
| Complete, enclose your cheque and mail to: Mr. Wessel, P.O. Box 10 40 67, D-3500 Kassel 
| TICKET ORDER nd 
| Piease send me the following SÜDDEUTSCHE KLASSENLOTTERIE tickets by return post: 
|, Full Tickets at DM 864 each (approx. US$ 460 or £stg 264) = DM oou. 
| .... Half Tickets at DM 432 each | CODO US$ 2300rfstg 132) = DM ......... pings 
| . Quarter Tickets at DM 216 each (approx. US$ 1150r£stg 66) = OM... 
| . SPECIAL SIX (% Tickets) at DM 1.296 (approx US$ 690 or sig. 396) = DM... " 
| (= 98 % chances) E si 
w urope DM 15 (approx. US$ 8.00 or £stg 4.60) 
maili SUM c ctia eds 

| ating Charges etc. Overseas DM 24 (approx. US$ 12.80 or £stg 7.40) — “ee 
i Amount of enclosed cheque in DM or equivalent in US$ or fstg = DM... 
| These OM prices COVER THE aes SERIES of 6 months. Equivalents shown in US$ and Esta are only approximate and 

based on exchange rates as of 3. 2. 1989. Payment by OM bank draft drawn on a German bank iS recommended and 
| usually free of charge. (f you pay by bank transfer. personaj cheque. Credit card or in foreign currencies. you must add 
| charges. You can only be credited with the OM equivatent receved. All cheques should be made payable to Mr W Wessel 

i not included. payments Should be recerec here be fore 20.5.1989. Should you order laler, enclose your draft with order 
| Mail the tickets lo Mr. C] Mrs. CI Miss CI Messrs. [7] Answer in Berman la in Engish] 
| FULL NAME: ooo... PC TUNE ET RET eel das E O ELN I tae 
STREET AND NUMBER: s PLOBOX: cn 
| CITY, COUNTRY, POSTAL CODE 
| Charge the required —— Om lle |oEÉ m. 
| ; Expiry 
p Wem RU A LE icut i 
| Card Holder: 
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Innovation 


THE TEXAS RANGERS AND 
ANTISUBMARINE WARFAI 


Though the threat posed by submarines to the 
lanes has been with us less than a century, the princy 
of dealing with concealed dangers are as old as Mant 

During the war between Mexico and the United St. 
from 1846-1848, a hard-bitten band of Texans, kne 
as the Rangers, provided an invaluable reconnaissa 
service to the American army under Zachary Taylor 

The Texas Rangers were master trackers. They v 
attuned to every telltale sign that revealed the posi 
strength, movement and condition of the enemy 
colorful Mexican troops, bedecked in uniforms anc 
coutrements of operatic splendor, could be detec 
irom miles away by the sparkle of the sun glinting o 





‘lance points, bayonets and insignia. Even subtle 


s; like a discarded pack of cards, were useful in re- 


ing the recent passage of large bodies of infantry 
This thorough collection of intelligence finally paid 
or Taylor at the Battle of Buena Vista. Alerted by his 
gers of the approach of Santa Anna's army, Taylor fell 
k to a strong position, laced with ravines to break up 
assault formations of the enemy. When the Mexicans 
^ked. their superior numbers were unavailing against 
American defenses. Santa Anna retreated, his last 
hope of defeating the Americans broken 

The skills of tracking were not invented by the Texas 


gers. Those very skills, in fact, are among man- 


i's oldest, going all the way back to our prehistoric 
estors. But the Rangers demonstrated again how the 
it is so vital in the realm of conflict. 


Though the technology and context of modern anti- 


submarine warfare are as far from the Texas Rangers as 
one might imagine, the operational principle is identical 
to stalk concealed threats and neutralize them 

As submarines become more and more important 
in the balance of strategic power in the world, the im- 
portance of dominating them rises proportionately 
Lockheed s accomplishments in this mission have them- 
selves a long history matching each new generation of 
submarines with an effective counter; in the air, under- 
water or in space. As long as there is such a means of 
targeting hostile submarines, regardless of how silent 
they become, the dynamic equilibrium that has existed 
between the superpowers since World War ll will continue 


And peace will prevail 
=f Lockheed 


Giving shape to imagination 
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Don't forget to ask | 
the lender for security. 
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- TEATS 


No responsible banker will fail t Or better still K at the longevity t 
investigate a borrower's credentials. But client relationships will make the picture 
who ever STO! tO IOOK Int | lender even clearer Because | fruitful partner 
background ? € 1 tor lity t we hip of expert fruitful both And 
iemand top a ity Capital f j Jí ] n tently 
money Which sr . in favour t UBS 

ICE hi Ther nt j f it7erland : jif International Dank 
ninatina debt Il get lea Ing f ronivatewAAL | banks it t ria 
nat kind of security the lender provide 
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Worldwide network of UBS 

Europe Frankfurt, London Luxembourg, Madrid. Monte Carli M COW 
North America: New York. Chi ago, Houston, Los Angeles. San Francisco 
Cayman Islands, Calgary, Montreal. Toront: Latin America: México. Pai 
Bogotá, Caracas, São Paulo, Rio de Janeiro. Buen Aires. Middle East 
and India: Abu Dhabi, Bahrain, Beirut. Tehran Bombay. Far East: Hona K 
Osaka, Tokyo, Singapore Taipei. Australia: Sydney. Africa hannesburg 
Head Office: Union Bank of Switzerland. Bahnhofstr isse 45, CH- 8021 Zurich. 
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that requires a 
European technology. . 
AT&T Bell Laboratories h 
been pioneering 
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HILVERSUM: APT NEDERLAND BV 
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JAKARTA: 
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A: LIPS, Our People Don't Just Take Your International Parcels. 
They Take Responsibility For Them. 





One By One. 


jm international parcel or document will never leave our control 
Wherever in the newly extended UPS network it may be going 
Everyone involved in your delivery is a vital part of the international UPS system 
Long before a UPS partner or authorized representative is allowed to satisfy you, 
he must first satisfy us. And eighty years spent becoming the biggest delivery service 
in the LISA have made us very hard to please. Europe, the Pacific, Australia, North America 
Hidden in a maze of backstreets or miles from anywhere If its within our network, 
well not only get your package there, we'll tell you when it will arrive 
And that includes to 600 million addresses in mainland China 
At times our passion for efficiency may seem extreme 
But we see little merit in being the biggest unless you get there by being the best 
Thats why everyone at UPS is dedicated to a single task 


Earning vour trust. One delivery at a time 


= 





United Parcel Service 


As sure as taking it there yourself. 


For further information call Australia: Rohlig Australis Pty Ltd * Tel 662-4099 Brunei: layapun (B) Sdn Bhd * Tel (673-2) 20119/23664 China, People's Republic of: China National 


Foreign Trade Transportation Corp * Tel 831-2928, 831-3181 Hong Kong: UPS» Tel 3-345402 Indonesia: PT Global Putra Indonesia» Tel 351424-3805702-343946. 356314 Japan: UPS 
Yamato Express Service Co., Ltd + Tel Ichikawa (0473) 27-6121 Korea: Korea Ltd Airfreight* Tel (02) 693-4419, (02) 690-2488 Macau: United Parcel Service * Tel. 3-345402 Malaysia 
United Parcel Service * Tel 03-255-2566 New Zealand: FLI CARGO (N Z © Ltd * Tel (09) 275-4009 Papua New Guinea: RLC Robert Laurie Co Pry Ltd * Tel 675 251511 Philippines 
DelBros, Inc * Tel. 472241 Singapore: LIPS * Tel. 542-5151 Taiwan: UPS * Tel 7170580 Thailand: UPS Tel 511-4881 

® Trademark and service mark of United Parcel Service of America, Inc , of USA 
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Trade in peril 


“actually fall, page J1. ^3 
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Houdini market 


1992's escape from red tape 
needs help, not jeers, if the EEC is 
not to return to its old bureau- I 
cratic ways, page 11. The all- 
powerful Court of Justice, page 
58, and unpowerful Economic 1 
and Social Committee, page 60. 
Margaret Thatcher, Europhobe, - 
page 65. 
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China on edge 
Students test the limits of pro- 
test, and of tolerance, page 25. 
The Asian Development Bank in 
turbulent Beijing, page 91. 


Drug-export drive 
Japan wants to be the land of the 
rising pill-pusher, page 77. 


Island empire 


The Caribbean and Pacific are 
dotted with Uncle Sam’s colo- 
nies, pages 17-20. 









A long slide into debt, so a long” ; 
way back. A survey of Australia, 


after page 60. j 


America's policy is self-defeating, 


pase dà: and hypocritical, page — 
38. How its trade deficit might 
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Hypochondriacs’ joy | 
Be your own doctor, page 93. 
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-India and its neighbours 







-Str— Your 
"Imperial India" (April 15th) is 
„shocking in the immensity of its 
- prejudice and the immoderation 
“of its language. 

What lurid imagery! “India’s 
new empire’: “India’s bureau- 
-crats having authority over the 
entire sub-continent from Iran 
‘to Burma," “Indian siege of Ne- 
pal’, "India garrisoned by its 
“army of 1.2m men." And finally 
‘Imperial India”. There was an 
mperial India—the India of 
: Clive and Curzon, which con- 
;quered Burma, sent expeditions 
“to Lhasa, waged wars in Afghani- 
stan, ruled Ceylon from Madras 
nd maintained not an ambassa- 
lor in Kathmandu, but a resi- 
dent. But all thar ended with the 
aj—a good 42 years ago. There 
ust be some comfort in inter- 
ting someone else's present 
olours of one's own past. 

ou say, "earlier, India had 
ipported Tamil demands for a 
separate state in Sri Lanka”. I 
lt with the problem in its 
early phase from 1982 to 1985 as 
ndia's foreign secretary, | took 
every possible occasion to make 
t clear to all concerned that In- 
dia had no sympathy for Elam. It 
had none then; it has none now. 
Indian soldiers are not there to 
“control a large part of Sri 
Lanka’. At great cost of money 
and Indian lives, they are trying 
to disarm the Tamil Tigers, who 
vant to break up Sri Lanka with 
ie force of arms. 

I doubt anyone will take seri- 
isly your dark murmurings 
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about India plotting the coup in 
the Maldives to get its soldiers 
into that country. The coup 
foiled, those soldiers got out 
pretty fast. À very few remain 
and they too will be out as soon 
as the Maldives government can 
relieve them. 

As for Bangladesh, the facts 
are that India does not support 
dissidence in the Chittagong 
hills, and from those hills a large 
number of refugees have come to 
India. We want them to return 
to Bangladesh to live in security 
in their homes. The matter has 
been under discussion between 
the two governments. 

Finally, a word about Nepal, 
which you say India is trying to 
turn into a vassal. Of late, Nepal 
has been a little too demanding 
in its dealings with India and in- 
considerate of India's own sover- 
eign rights and proper interests. 
Generous transit facilities pro- 
vided by India were misused for 
illegal trade in violation of In- 
dian laws and regulations. In ad- 
dition Indian exports to Nepal 
and Indian nationals there were 
subjected to discrimination in vi- 

olation of treaties. Our differ- 
ences will be resolved through 
fair and friendly negotiations. 
Meanwhile transit facilities 
greater than those admissible 
under international conventions 
continue in place, and for im- 
ports of its needs from India, Ne- 
pal is receiving the Most Fa- 
voured Nation treatment. 
M. RASGOTRA 
High Commissioner 
for India 
NOT eee | 


London 
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Boum CPN 
SIR—We are asked “What would 


Adam Smith make of an econo- 
mist who argued against the divi- 
sion. of labour?" (Mr Ronald 
Cantlie, Letters, April 8th). 

Smith did not argue for state- 
enforced restrictions on entry to 
professions in order to protect 
and promote job discrimination, 
as happens currently in the di- 
vided British legal profession. 

If the “Wealth of Nations" is 
anything to go by, he would tell 
modern-day proponents of such 
archaic restrictions that they 
constituted a conspiracy by a 
well-organised group (barristers) 
against the consumer of legal ser- 
vices. According to Smith's 
analysis, the abolition of such 
barriers would eventually result 
in competitively determined 
“compensating differentials” to 
emerge 


cost, patterns of specialisation— 
a market-determined division of 
labour—to come about between 
them. 

JOHN BURTON 
Leeds Leeds Polytechnic 


Si&—Perhaps we can extend the 
division of labour between bar- 
risters and solicitors to other 
spheres of commerce. | suggest 
that henceforth the public 
should not have the right of di- 
rect approach to butchers; in- 
stead when you seek to obtain 
the ingredients for a meal you 
should first approach your 
greengrocer. After selling you 
the appropriate vegetables and 
fruits the greengrocer will advise 
you on the best butcher to ap- 
proach, will negotiate with the 
butcher’s clerk for an appropri- 
ate fee, and will conduct the pur- 
chase of meat. Naturally in addi- 
tion to paying the butcher for 
the meat you will of course have 
to pay the greengrocer for his 
services. Ludicrous? How does 
the present British legal system 
differ? The argument is not 
against division of labour but 
multiplication of labour. 


London J.C. Bore 
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Sin —On my return from Yugo- 
slavia, | read your 
“Tricked at Irepca" (March 
4th). You have consistently mis- 
represented the events in ne 
slavi ia by Mei fus Milo 
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able light. 
In the specific event of th 


in protest at the constitution 
changes affecting. Kosovo, th 
facts known to most observer 
who were close at hand sho 
that really it was the public tha 
was tricked by the organisers 
the strike. No Yugoslav journa 
ists were allowed into the pit ex: 
























himself as a German correspon. 
dent. The miners were goin 
home at night and being re 
placed by.a fresh crew. The tel 

























































of the mine smiling and in pers 
fect health, and the whole event: 
was staged for slanted interpreta 
tion by such as yourselves. 
London Jovan BRACEVI 
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Wasting heat 


"Sigs—The. author of "Living in 
| the greenhouse" 


(March 11th) - 
obviously finds the solutions to — 
the problem of carbon dioxide - 
build-up so unglamorous he 
seems reluctant to identify one 
of the most obvious ones. 
Insulation of existing housing, 
offices and institutions offers the 
immediate opportunity to re- - 
duce their energy consumption, < 
and therefore the burning of fos- 
sil fuels, by something like 2596. — 
In Britain this sector accounts. .- 
for almost a third of total energy | 
consumption. Tackling it will 
not only make a substantial con- 
tribution to offsetting the build- 
up of coz, it will also buy time to 
develop some of the alternative 
technologies. | 
Horsmonden, T 
Kent M.R. GIBBONS 
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PUBLICATIONS 
HOW TO CHOOSE AND USE A 
MANAGEMENT CONSULTANT 
Selecting and handling management 
consultants is now an important business 
skill, But in such an opaque industry, it can 
be a difficult skill to acquire, This new 

. management guide gives you practical 
advice and essential information to help 
you make the right choice and get 
maximum benefit from your consultant. it 
guides vou through every stage of the 
consulting process and includes a directory 
which profiles the 25 major European 
consultants. à 

Price including postage: UK å Europe £75; 
Rest of ANO £78. 


)mist Publications. Limited 





[1B Rücketeller Plaza, 
UK New Yürk, NY. 10026, USA 
78 Tek 212) 541-8790" 








Director, Senior Staff Course Centre 









Circa £45,000" p.a. * 2596 gratuity 


€ Low tax area - around 15% € Generous leave 6 Medical and dental benefits 6 Subsidised accommodation 
_ @ Free passages & holiday visits for children € Children’s education allowance 


















QUALIFICATIONS: __ B 
Applicants should have (a) a degree from a Hong Kong 
or British University, or equivalent. or professional 


^. qualification of an approved professional institute and 


preferably an additional qualification in public 


— * administration and management; (b) about 15 years" 
post-degree experience in teaching or training in the: 


fields of management or public administration, 
including some years in an administrative position; 
and (c) preferably some experience of running à 
senior staff course or alternatively a proven record of 
achievement at a senior level in Government. 


DUTIES: 


leadership of the tutorial team; and direction and. 


planning of the Course programmes. The Directorisa " | 


member of the Advisory Board; controller of the 
Centre's budget; and should be an effective 


communicator at all levels, including the seniorlevels — 


of the civil service and private sector organisations. 


TERMS OF APPOINTMENT& SALARY: | 

The appointment will be for 3 years. The salary scale is 
HK$49,850 per month (i.e. Directorate Pay Scale D3). 
The successful candidate will be requiredto reportfor 
duty in summer 1990. 

For further information and application form write to. 
the Hong Kong Government Office, 6 Grafton Street, 





























London W1X 3LB, quoting reference APPT/GS/DSSC. 





Responsible to the Secretary for the Civil Service and ! TH 
the Senior Staff Course Advisory Board for the overall Closing date for acceptance of completed application 
. direction and efficient administration of the Centre; — form is 2nd June 1989. | 


*Based on exchange ra te HK$13.28 = £1.00.as on 12th April 1989 (subject to fluctuation). 


Hong Kong Government 

















ORGANISATION FOR ECONOMIC. 


COOPERATION AND DEVELOPMENT 


DIRECTORATE FOR SOCIAL AFFAIRS, MANPOWER AND EDUCATION 
QE CE -requires for its | 


SOCIAL AFFAIRS AND INDUSTRIAL RELATIONS DIVISION 


A Senior Social Economist (A4) | 

cf who willbe responsible for the design and supervision of analytical and policy research related to social affairs issues, with particular emphasis on the co-ordinatiomof social and 

[labour market policies, the transition from work to retirement, and policies towards low income and disadvantaged groups. i : 
Qualifications: | | 

@ Advanced degree in social economics or social policy analysis; | | 7 m 

CV Proven experience (minimum eight years) in supervising research activities focusing on applied and empirical work, acquired in a governmental, international or policy research =. 

(4b organisation; | | | "e t 

d @ Proven ability to supervise professional and support staff, : | 
| Excellent drafting skills in one of the official languages (English or French) and demonstrated ability to draft policy orientated reports; good knowledge of the other language. 


QM A l A Social Economist (A3) 
` who will be responsible for policy analysis in the area of social security transfers, pensions and income maintenance. 


Advanced degree in social economics or social policy analysis, with some focus on applied and empirical work; «d 
xperience (at least three years) in applied research and analysis, with particular reference to economic and social policy, acquired in a governmental, international or policy re 
arch organisation. | 
4 Excellent drafting ability in one of the official languages (English and French) and good knowledge of the other. 
Vacancies are open to both maie and female nationals of OECD Member countries. 

. Appointments offered for an-initial period of two years. a | 

Annual salary of FFr320,800 (A4 post) and within the range FFr275.800-FFr291,400 (A3 post), plus allowances. ] 
ogether with detailed curriculum vitae marked “SME” and the post reference (A3 or A4) should be sent to: Personnel Division, OEUD, 2, rue André Pascal, 75775 | 
France. Closing date: 19 May l m 
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INTERNATIONAL LIVESTOCK CENTRE FOR AFRICA 
CENTRE INTERNATIONAL POUR L'ELEVAGE EN AFRIQUE 


ADDIS ABABA, ETHIOPIA 
INTERNATIONAL 
LIVESTOCK CENTRE 
FOR AFRICA 


AGRICULTURAL ECONOMISTS (2) 


VACANCY INT/004/89 


GENERAL 


The International Livestock Centre for Africa (LCA), with headquarters 
_ in Addis Ababa, Ethiopia, is one of the 13 international agricultural 
research organisations which are supported by the Consultative Group 
..on International Agricultural Research (CGIAR). The Centre has re- 
. search activities throughout sub-Saharan Africa and research sites in 
Kenya, Nigeria, Niger and Mali. 


ILCA's major activities are research, training and information, and its 
goal is to achieve measurable and sustainable increases in livestock 
output in sub-Saharan Africa. ICLA's research is implemented through 
three commodity thrusts, ie Cattle Milk and Meat, the Small Ruminant 
Meat and Milk, Animal Traction and three strategic thrust, ie Animal 
Feed Resources, Trypanotolerance and Livestock Policy and Resource 
use, 


With purpose-built offices and research facilities on a large landscaped 
te close to Addis Ababa's international airport, the Centre’s headquar- 
ters provide a pleasant working environment and sports and leisure 


has a large, diverse expatriate community and diplomatic missions from 
more than 75 natíons. It is also the seat of the Organisation of African 
Unity (OAU) and the United Nations Economic Commission for Africa 
. (UNECA). There are several international schools covering American, 
. British, French, German and Italian systems, among others. 


: POSITIONS 
. One position will be at ILCA headquarters in Addis Ababa, Ethiopia. 
< The other may be in headquarters or at another ILCA research site in 
Africa as a member of the ILCA team of scientists. Both positions will 
require some multidisciplinary work focusing on production and micro- 
economic aspects predominantly within the Small Ruminant Thrust, the 
Traction and Animal Feed Resource Thrust. 
The main duties are to: 

Identify contraints to and opportunities for increased production and 
“resource efficiency. 
- Examine marketing and consumption drawing implications for the 
^ design of new technology and production systems. 
— Design and evaluate potential technology interventions. 
<- Inaddition incumbents will be expected to pursue some broader aspect of 
.. economics of which labour use and productivity in livestock enterprises, 
marketing issues and crop-livestock interactions are examples. 


QUALIFICATIONS 


— PhD in Economics or Agricultural Economics and some postdoctoral 
research experience or MSc with proven record of research and 
publications. 
— Working knowledge of English required, working knowledge of 
" French would be an advantage. 

.— Experience in livestock research or with smallholder agricultural 
| production systems. 


Salary and related benefits are paid in US$ and will be in line with 
comparable international organisations. Initial salary will be determined 
-by qualification and experience. 


Applicants should send current curriculum vitae, recent salary history, 
names and addresses of three professional referees and photocopies of 
supporting documents {not returnable) before June 15, 1989, in 
‘onfidence to the Personnel Mene ILCA, PO Box 5689, Addis Ababa, 
p 


facilities. The city, which enjoys pleasant weather throughout the year, 








The post of Viós-Charicóllor and i Principal 
becomes vacant on 1 October 1990 and the 
University is now seeking an energetic and 
innovative leader to fill it. 


Anyone interested in the post or wishing to 

suggest names is asked to write to the Chairman . 
of the Selection Committee, Room 111, 

Wilfred Brown Building, Brunel University, 
Uxbridge, Middlesex UB8 3PH,or to telephone 
0895 74000, extension 2014. — 5 


The closing date for applications is 31 May, 1989. 


Further information may be had from the 
Secretary General and Registrar: at the above 
address. 








f Commonwealth Secretariat | 


T a. COMMONWEALTH FUND FOR TECHNICAL CO-OPERATION (CFTC) 


PROJECT OFFICER 

INDUSTRIAL DEVELOPMENT UNIT 
CFTC's industrial Development Unit (IDU) offers technical assistance for the 
advancement of industrialisation in Commonwealth developing countries by 
establishing new projects, predominantly in the small scale sector, ana 
reactivaüng/upgrading of existing industries. IDU participates in project 
identification through to start-up of production and operational assistance. 
The Project Officer will work at the operational. level providing support to 
senior staff in the identification, evaluation and recommendation on the 
establishment of industrial projects. Heíshe will have responsibility for 
specific industrial activities including monitoring their implementation. 
Applicants should be Commonwealth citizens with a degree or equivalent 
qualification or considerable relevant experience in economics, business 
studies, finance, management/administration, engineering or technology 
related to the industrial sector, Experience in industrial project design and/or 
micro computer application and development in project planning and 
information retrieval will be an advantage. 


Appointment will be initially for three years. Salary range: $15,192- 
£22,332 per annum, subject to deduction of UK Income Tax and 
National Insurance; overseas appointees will receive installation and 
relocation assistance. Further details supplied on request. Please 
send detailed CV with names and addresses of three referees by 16 
June 1989 to: | 


Chief Personnel Officer —— 
Commonwealth Secretariat 
Marlborough House. 

Pall Mall 

London SWiY SHX = 

Telephone 01-839 3411, ext 8134, 8159 | 


AN EQUAL OPPORTUNITY EMPLOYER 
















: _ EUROPEAN INSTITUTE OF BUSINESS ADMINISTRATION 


seeks 


DIRECTOR 
| ALUMNI RELATIONS 


The growing importance of the International Network ap. 
currently 10,000 - INSEAD ALUMNI requires the creation of this. 
full time position. Based on campus, reporting to the director of 
external relations, the D.A.R. will play a key role in further 
developing an active relationship between INSEAD and its 
graduates. 



















REQUIREMENTS : higher education, 5-10 yrs. experience: in either 
industry/services/an international organization. Freedom. to 
travel. Excellent English and French a must. Other european 
languages a plus. An outgoing personality, the ability to 
communicate convincingly in speech and writing, and 
E Led skills are essential. . 







Salary. up to FF 300, 000 P. A., according to experience. 







artment, INSEAD, bd de Constance, 
AINEBLEAU CEDEX, FRANCE. 


Personnel De 
77305 FON 





PARIS 

Our client, ranked in the top 10 largest 
insurance and financial services corporations in 
the world, has recently restructured their 
substantial European operations to establish a 
genuinely Pan-European company servicing the 
financial needs of a number of specific customer 
groups. 

Their philosophy has made them market 
leaders, particularly in providing employee 
benefits and financial products to national and 
multinational companies alike. 

They now seek to appoint an outstanding 
industry professional as European Regional 
Director to meet the challenge of profitably 
developing their employee benefits and group 
pensions products for multinational and local 


PETER BRAY ASSOCIATE 


EXECUTIVE SELECTION 
3 BLAKE HOUSE : ADMIRALS WAY : WATERSIDE : LONDON E14 9UF - TELEPHONE: 01-538 5 















Please apply in writing full C.V. plus photagraph to: z 


Corporate Accounts 


Applications are invited for the above post in the Department of 
Business Science, which is currently vacant. 


Applicants should be specialists in either marketing, business 

. finance or business policy. in addition to HOPES University 
qualifications and experience, a background in commerce or 

industry will be an advantage. 


A negotiable salary package includes attractive staff benefits such 

-as medical aid, a pension scheme and a housing subsidy in — 
certain circumstances. Further details concerning remuneration will 
be supplied to applicants for the post. 


Applicants should. submit a full curriculum vitae and the names - 
and addresses of three referees, not later than 20 June 1989, to tt 
Appointments. Officer (Ref: BD), University of Cape Town, 
Rondebosch, 7700, Republic of South Africa, (telephone: 650-2992; 
telefax: 650-2138). ‘Further information may be cbtained from the - 
above, or from the Secretary, SA Universities Office, Chichester 
House, 278 High Holborn, London WCIV 7HE. tuoi should give 
referees copies of cvs and publication lists. . 


The firm policy and practice. et the University ot Ca i Town is 
irte discrimination in any sphere of university life on grouni 
gender, race, or creed. UCT has consistently protested: and. 

: continues to protest, against apartheid laws and practices and is 

committed to working towards a just future for our country. —— 
Information on this is avatieble on request. 

Bates Wels Recruitment CI e 829R 





















































SUBSTANTIAL PACKAGE | 


firms in over ten European countries, 

The ideal candidate will be a results orientated 
Manager with a proven record in employee 
benefits and pensions sales with bottom line 
management accountability. An entrepreneur 
whose management style will readily 
complement their unique corporate 
environment. Fluency in English and. another 
major European language is essential. 

An excellent expatriate package is offered 
including a high basic salary, performance 
related bonus, housing, company car and the 
benefits one would associate with an 
international corporation. 

. Telephone or write to Peter Bray for an initial 
confidential discussion. 
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...nd a gateway to Europ 
e Tees and Hartlepool Port Authority operates the UK's its purpose-built terminal for exporting UK made cars to the 
EEC. ICI's Billingham wharves account for 400 ships a year. The 
premier UK port for volume and variety of bulk liquids passing Tees Offshore, Base reaches into the future of offshore miner-! 
| exploitation through its advanced subocean technolo. 
base chemicals. Teesport and Hartlepool are within 24 hours’ complex. In providing facilities for these and many others, the 
- sailing of most of mainland Europe and Scandinavian ports. Tees and Hartlepool Port Authority has built up a formidable 
Both are vital to Teesside commerce. British Steel at Redcar technical expertise. An expertise which is ready to serve new 
sends 25 per cent of its exports through its own Teesside facility. port-related industries on Teesside. To find out more contact 
|... Phillips Petroleum's Norsea terminal, largest of its kind in the Duncan Hall, Chief Executive, Teesside Development 
| .. world, processes and redistributes all the oil from the Ekofisk Corporation, Tees House, Riverside Park, Middlesbrough, 


: field. Initially an import facility, Nissan UK is increasingly using Cleveland TS2 1RE. Tel 0642 230636. Fax 0642 230843. 
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DD the European Community's 1992 cam- 

























































D RITONS may be amazed to hear it, but 


paign is doing to red tape and government 
. controls what Harry Houdini did to chains, 
straps and manacles. A decade ago a single 
European market would have been trussed 
into shape: cocooned within norms and stan- 
dards for the shape of its goods, within 
Yavignon-style plans for the shape of its in- 
dustries, and within quotas for the shape of 
its imports. Instead, 1992 gives the European 
economy a chance to wriggle free of the influ- 
ence of both Brussels and national parliaments. 
Yet the Houdini act is greeted with booing on all sides. 
Instinctive corporatists in France and West Germany are un- 
easy about the EEC’s red-tape escapology. The French prime 
minister, Mr Michel Rocard, talked recently of a “Europe of 
the jungle, a house open to the four winds, a plane without a 
pilot.” (No Euro-norm limits the use of metaphors.) Soi- 
disant free marketeers jeer, too. The Bruges Group, a caucus 
of academics and politicians dedicated to following up Mrs 
Margaret Thatcher’s speech about Europe in Bruges last year, 
remains convinced that the European Commission is becom- 
ing more interventionist as a result of 1992. 

. Free-market perfection, 1992 isn't. But so far it is proving 
a hard-fought victory for something plainly non-intervention- 
ist: the idea that the common market should be created by 





. mutual recognition of, and competition between, national 


—  ules rather than by central “harmonisation”. This approach 


^. pas been regularly reinforced by rulings in the European 


Court on such mundane but ticklish matters as what goes 
into beer or pasta (see page 58). 

Consider what else is being done. A form of recognition- 
with-competition is emerging as the answer to the problem of 
different value-added tax rates, which are one of the prime 
reasons why border controls cramp the flow of commerce 
across the EEC. The promise to remove all exchange controls 

-within and beyond the Community is a remarkable result of 
Project 1992, as is the prospect of do-anything-anywhere 
banking. A commission plan for a harmonised withholding 


tax on the interest paid on Europe's mobile capital is gently 
c. evaporating. 


Meanwhile, most of the masons waiting to build Fortress 
Europe are still on the dole. Hundreds of different import 
quotas set by different states will become unworkable as bor- 

: der controls go; the vast majority will not be replaced by pan- 
EEC restrictions. The crucial regime for car imports has yet to 
be settled, but things are moving in the right direction. The 

French have agreed to import cars built by the Japanese on 





Jrope’s Houdini market 









-The 


za redundant British airfields: Italy will be 
| put to say no. Mr Martin Bangemann, 
Brussels commissioner for the internal n 
ket, is flatly opposed to pan-EEC import 
tas for cars, voluntary or otherwise. T 
be a battle-royal over his view. The 
out of the national "voluntary" regim 
now protect carmakers in five EEC sta 
almost certainly have to be fudged. Br 
the fudge promises, overall, to be more 
than present arrangements. z 
Then there is the fear that the EEC 
mand “reciprocity” in giving foreigners access to its nev 
ket in financial services and government procurement. f 
stand by a powerful free-market troika of commissioner 
Bangemann, Sir Leon Brittan and Mr Hans Andriesset 
changed things. The spectre of foreign banks needing p: 
sion from Brussels to open branches in, say, the City o 
don is receding. Brussels will retain some clout in pushi 
“effective access” to foreign markets, but not to force fe 
banking regimes to match the freedoms that 1992 prom: 
create across Europe. American bankers can relax 
Brussels; they should stay worried about Washington. 


Blue in tooth and claw 18 
If all this is true, why is 1992 booed rather than wel 
free marketeers? The valid reason is that the free-mark 
vance has not been won by sweet reasonableness. Cont 
toughness will be needed to free the trade in old protec 
faithfuls such as textiles, farming, steel—and probably i 
tronics as well. Within the EEC, the rallying point for Eu 
retreating interventionists is the "social dimension” 
internal market. This includes a European Social CH 
the rights of workers, and a European company stat 
threatens to offer tax advantages to companies. 
workers some say in management. The latter, in pa 
needs to have every trace of gratuitous Euro-harmo: 
stripped out of it. Different national styles of mani 
should compete and survive on their own merits. : 
Yet much of the booing is due to a dishonest m 
two arguments: the liberal versus interventionist ar 
and the nationalist versus Euro-federalist argument. S 
Bruges Group economic liberal and you will often: 
tionalist beneath. Scratch a Europhile and you may 
closet interventionist. Houdini-Europe makes neit 
Nationalist-liberals are particularly uncomfortable wl 
claim to favour the EEC's internal market. The libet 
them wants to unleash international market forces t 
well threaten the nationalist way of life; and it must: 





nal free-market game. Take competition policy and Eu- 
ide government procurement. Both are essential 
dients of the emerging European market economy: both 
st be refereed by Brussels. 

The last cause of unease, particularly for the British, is 
picion over where Houdini-Europe is headed. Fears of a 
eral Europe have been stoked by the Delors report on a 
amon currency. This made the classic mistake, which the 
92 white paper avoided, of insisting that EEC governments 
agree to the notion of pooled economic policy-making as a 
pre-condition for developing Europe's currency regime. It was 
an error to pile such a contentious undertaking on top of the 
considerable challenge of 1992. Better by far to let progress 
wards monetary union be:driven by freer movements of 
goods and capital. But Britain is poorly placed to argue for 




































jat keeps EEC currencies stable and largely inflation-free. 
The upshot of all this is more hostility and less encourage- 


rr P aneia: 


onduct unbecoming 


i ised societies do not need the death penalty 


OME people cannot see a windmill without taking a tilt at 
it. Or a gallows. Amnesty International, ceaseless cam- 
er for human rights in general and political prisoners in 
ular, now wants to abolish the death penalty worldwide. 
on't succeed, not soon anyway. But it deserves to. 
Amnesty’s new report on the subject records the certain 
ution of 15,320 people in some 90 countries in the past 
years; the true figure is probably more than three times as 
In the three years to mid-1988 the countries in which 
imbrels rolled most tirelessly were Iran (743 executions 
ore), South Africa (537+), China (500+), Nigeria 
-) Somalia (150+), Saudi Arabia (140), Pakistan 
=), the United States (66) and the Soviet Union (63+). 
'robably executed hundreds during the period. China 
ave bumped off as many as 30,000 in the years 1983-87. 
hat do these countries have in common? Not an espe- 
violent culture, nor a commitment to religion, nor a 
le system of government, nor even a shared level of politi- 
ophistication: merely, it seems, a readiness to execute 
)ple. True, only one of the top practitioners, the United 
ites, could properly be called a democracy in the mid- 
80s; but it is one of the few countries where execution is 
joying a renaissance, if that-is the word: more than 2,000 
'ticans are currently on death row, and New York state, 
f the last redoubts of the abolitionists, is likely to fall 
o those who want to bring back the electric chair. Why 
his mixed bunch of countries (and more than 50 others 
xecute on a less spectacular scale) continue the practice, 
so many nations—about 80 of them, some rich, some 
-manage quite well without it? 

erficially, the most compelling reason is a belief in the 
f incapacitation: dead men don't do it again. Yet this 














| pragmatism: it still refuses to join an exchange-rate sys- 
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ment than Houdini-Europe deserves. The red-tape and bu- 
reaucratic manacles could yet be slapped back on it, for there 


could soon be a reaction within the EEC against the advance 
of free-market policies. West Germany, the swing country in 
deciding how interventionist the Community is, is edging to 
the left; in Holland the admirably free-market Mr Ruud Lub- 
bers has had to resign (see page 55) and the next election may 
put socialists into government. — 

Next month will bring elections to the European parlia- 
ment, where right wingers cling to a narrow majority. The 
parliament now has much influence in framing European 
laws: it is vital that free-market influence be preserved there. 
Yet how many British Conservatives realise that they will be 
voting to secure a remarkable escape from Eutopean bureau- 
cracy? Not many: the picture painted by their leader is of an 
EEC so hopelessly hooked on Brussels bondage that it should 
be treated with disdain. Just when Europe seems poised for 
the free markets that Thatcherism is supposed to espouse, 
Mrs Thatcher herself is retreating into nationalism. 








is a justification of despair; it admits of no possibility of cure 
or correction. And it ignores the real risk, and all too fre- 
quent occurrence, of miscarriages of justice. - 

How about deterrence then? Intuition suggests that the 
fear of losing their lives should deter criminals. Maybe it does, 
for some people contemplating some crimes. But experience 
fails to confirm it. Sheep stealing did not stop in Britain when 
it was a capital offence, nor vastly increase when it ceased to 
be. Evidently it is not so much the fear of being killed as the 
fear of being caught that makes potential criminals think 
twice; numberless studies have failed to establish that the 


death penalty is a deterrent. In any event, many people ser ` 


tenced to death do not see themselves as criminals, but rathe. 
as men with a cause. They may actually welcome execution 
and the martyrdom it brings: while their bodies lie a- 
mouldering in the grave their souls go marching on. And ju- 
ries are often reluctant to convict criminals, if that means 
sending them to their death; states that do not want to see 
murderers, or political opponents, going free may then get rid 


of trial by jury and bring in kangaroo courts. 


The tough ones to answer 


The hard question for abolitionists is whether they would re- 
main opposed to the death penalty if there were clear evi- 
dence that it did indeed deter crirne. The Economist would. 
Our opposition stems from the belief that the main reason for 
capital punishment is cold-blooded retribution: an eye for an 
eye. It is this aspect of execution that distinguishes it from the 
other forms of killing that civilised societies: accept: the 
slaughter of animals, the abortion of foetuses, the bombing of 
innocents in wars and the certain loss of life involved in, say, 
spending government money on the arts rather than on hos- 








© . to all its suppliers (the “most-favoured-nation’ 
.. "rst rule was to help governments to convince their sceptical 
electorates that lower barriers against imports would be in 













| ribution has its place i in punishment some value T 
xe placed on making the victims of crime, and hence soci- 
feel less bad about their misfortune. And criminals must 





in gin a prison as it would be on a battlefield. 
~The hard question for those who favour the death penalty 
is is whether they believe in torture. Amnesty puts it like this: 








America’s emerging trade policy will hurt Americans more than its intended victims 





“NEORGE BUSH is under mounting pressure to look bold 
«J and decisive about something, and it looks as though 
trade policy will be the something. On April 28th his top 
trade officia s Carla Hills, published the latest in an an- 

| | ipd the rue practices of 







tion must s decide wi chert to name any of ihe Vilaine as prior- 


. . ity cases under the new trade act. If it does, a period of talks 


and threats will follow. At the end of all that, some form of 
trade retaliation is a real possibility. 

Even at the stage of mere sabre-rattling—before any retal- 
iatory trade restraints have been decided upon—the adminis- 
tration's approach is already distorting world markets in ways 
that will ultimately damage the American economy more 
than-any other. Beyond that, Mr Bush's tough talk is gam- 
bling with the present (admittedly imperfect) arrangements 
for settling international trade disputes. If those arrange- 


- "ments should break down, a worldwide slide into protection- 


., im, diminished trade and aborted economic development 
may be irreversible. The stakes are as big as that. 


The bilateral bully is a fool 


For the past 40 years most arguments over trade have been 
referred to GATT—an organisation-cum-treaty that was de- 
signed to shove trade talks firmly in the direction of free 
trade. It still does this in two main ways: first, by arranging for 
countries to receive foreign tariff reductions in return for tar- 
"iff cuts of their own (reciprocity); second, by insisting that a 
country should apply its lowest tariff for any particular good 
' rule). The 


their own interests—because their exporters' access to for- 


. eign markets would improve in return. The second rule would 


then spread the resulting tariff cuts around the system. It 
worked. Successive rounds of talks have lowered trade barri- 
ers dramatically since the second world war, and the volume 
of world trade has expanded hugely. The latest series of GATT 


n talks—the Uruguay round—is currently under way. 








The e myth of managed trade 







| If hanging a woman by her arms until sh perie 
ing pain is rightly condemned as torture, how does one d 
hanging her by the neck until she is dead? If administerin 
volts of electricity to the most sensitive parts of a ma 


evokes disgust, what is the appropriate reaction to the adm 
tion of 2,000 volts to his body in order to kill him? 
























































Amnesty’s efforts will evoke a sneer in many quarters. S 
the efforts to abolish slavery, to bring in conventions fo 
conduct of war, to promote most civilised advances. No gr 
reforms have ever been achieved without a dash of idealisi 


—T————————  —————— M—n 


The Bush administration stresses that it has no c 
with GATT. Officials promise to pursue free trade th 
multilateral channels while simultaneously dealing 
cific disputes on a country-by-country ba. Ih 
promising to be a faithful husband while planning 1 t i 
no more than three orgies a week. The admin ic 
seems to take it for granted that other. 
America, will stay loyal to GATT—because 
free to pick and choose its bilateral dispu 
be the immediate breakdown of the syste 

But the present course of American tre 
the principles that underpin GATT in an even d 
reciprocity and most-favoured-nation rules are 
idea that governments really do believe in free t 
political difficulties in bringing it about. The B : 
tration, despite its avowals to the contrary, evidently d 
believe in free trade. The test is simple. Mr Bush is sayi 
if America's trading partners cannot be persuaded t 
their markets (according to the administration 's ri 
what that would mean), then the American economy w 
better off behind additional trade barriers of its- 
Whereas the GATT approach, at worst, tolerates the pr 
level of protection, Mr Bush is teaching: his electo 
protection confers an economic advantage: unless the 
eigners restrain themselves, he will make sure Americ 
lot more of it. T 

On a generous and not uncommon interpreta 
bold Mr Bush is bluffing. His supporters say he is n 
likely to put tariffs up than to put (new) taxes (suitab 
fined) up. But if the mere threat of trade retaliation 
suade foreign protectionists to open their markets, | 
ers ought surely to be the first to applaud. 

Yes, but that is an if as big as the Ritz. Countri 

clout, such as members of the EEC, are more likely to 
with counter-retaliation than by caving in. Some 
get their retaliation in first. They certainly do not | 
excuses: America has plenty of trade-distorting pract 
them to complain of (see page 38). Some countries 
Japan, might choose to appease by agreeing to spe 
public money on certain American exports. A few ; 
companies would then benefit by being handed o 








































or a while. Shielded from market forces, such firms will 
to find favours indispensable. When they next have to 
pete, the crunch will be horrible. 

Nor is that all. If any countries do import more from 
merica they will most likely buy less of some other coun- 
' exports. Those third-party countries will, in turn, have 
to spend on imports—including imports from America. 
iis way and through other economic channels, America's 
ions will prove largely self-defeating. At most they will suc- 


case for devolving power within the United Kingdom 
trong, and getting stronger 


THAT ghost of the 1970s is this, clanking its chains in 
" the face of today’s British politicians? Why, none other 
the devolution of power to elected national assemblies, 
national executives, in Scotland and Wales. Once 
ght to epitomise pre-Thatcherite muddled thinking, 
lution is now the policy of the Labour party, the Demo- 
, and— whisper it low—of one or two Conservatives. 
hose Tories will deploy their case, sub rosa, at next 
ek's conference of the Scottish Conservative party. They 
| get nowhere. Ten years ago Mrs Margaret Thatcher came 
ower after an election which followed the loss by Mr 
s Callaghan (as he then was) of a House of Commons 
on devolution. The prime minister remains convinced 
any decentralisation of power to the constituent nations 
e United Kingdom would be at best illogical, at worst 
to the union itself. She is wrong. 





the sage of Monticello was right 
dicious devolution”, said Thomas Jefferson, would 
n the load on the central legislature”. It is sound poli- 
devolve as much of a state's power as possible to the 
ocal unit of government possible. Modern governments 
here arrogate powers to themselves. When those gov- 
nts are based in a capital city and waited on by a new 
y class of civil servants and politicians, the exercise of 
iowers can easily become insensitive to the different 
and wishes of ordinary citizens. None knows this as well 
odern Britons. | 
he United Kingdom may be a union, but it is not a bland 
mogeneity. Many—perhaps most—of its people have no 
fiiculty in enjoying a joint identity. They are British, of 
tse; but also proudly Scots, Welsh, English or Irish. Yet 
rn political Britain has found it hard to recognise this 
Forget, for a moment, the claims of Edinburgh and 
; the cities of the English provinces once had a civic 
- of their own. Nearly 150 years ago this newspaper 
ts intellectual inspiration to something it was not fanci- 
call "Manchester liberalism’; Joseph Chamberlain, a 
ory reformer, sprung to prominence from the mayor- 
Birmingham. Now London dominates British life to an 
iat would surprise a Bonapartist Parisian. 








e, regardless of their competiveness. But that will feel fine 
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ceed in reallocating its trade deficit between countries, notin ^ 
reducing it. Meanwhile, the microeconomic cost will be mas- 
sive, because trade will have been guided by administrative 
fiat rather than by the market. Only Mrs Hills and her trade 
bureaucrats will be delighted: they will be called upon to con- 
tinue their vital work, and draw up a new hit-list. 

The Bush administration is moving down a potentially ru- 
inous path. This is one area of policy where the president 
should be content to flap aimlessly. In trade, nothing short of 
war can do more damage than a misguided sense of purpose. 








This dominance is felt most keenly in Scotland, where thi 
Conservatives hold just ten parliamentary seats out of 72. 
The recent Scottish "constitutional convention", dedicated 
to discovering a formula for home rule, is the polite version of 
sentiments usually expressed more rudely. In March pollsters 
at MORI found that 45% of Scottish voters thought the Con- 
servatives had no moral right to introduce their policies in 
Scotland; only 1496 thought the Tories' parliamentary major- 
ity at Westminster justified their actions. The same poll found 
that 2196 of Scots now support the Scottish National party; a 
full 3796 are keen on the SNP's policy of a Scotland indepen- 
dent, but a member of the European Community. 

supporters of Mrs Thatcher recognise that Scotland is 
not enchanted with the policies of her government. They 
could hardly do otherwise. But they resist any suggestion that 
Scotland should have its own legislative assembly, to which 
the exercise of executive power in Scotland would be ac- 
countable. First, they say, devolution comes onto the political 
agenda every generation or so, simply to head off a nationalist 
challenge that is not really much more than a protest. Since | 
the SNP won a by-election at Govan last autumn, lots of Eng 
lish politicians have been as keen to buy off the Scots as Han- 
overian placemen were when Bonnny Prince Charlie reached 
Derby during the '45. Thatcherites are right to say that the 
SNP's current strength is a bad argument for devolution; but 
wrong to imply that there are no good ones. 

Second, the government maintains that the way in which 
the power of the state can best be made acceptable to the 
public is by shrinking the size of that state. Agreed; but that is 

“a necessary, not a sufficient, condition for good government. 
Those with power over functions and services that remain in 
the public sector should still be based as close as possible to 
those whom they serve. . ! 

The government maintains, thirdly, that devolution is il- 
logical. If the Scots want independence, it says, let them have 
it. Otherwise, let them put up with the union. There can be 
no third way. This argument does no more than display typi- 
cal British insularity. If the unionists lifted their eyes, they - 
would see that those countries that have chosen some form of 
federalism or devolution of power America, West Germany 
and, more recently, Spain—are not overned notably less 





Another bor 
d Take a train with H5. freight cars, 
almost a mile long, weighing 12,000 tons. 
On. the. flat, it can go flat out. But 
nt ing is uphill all the way. . | 
or every increase in oe it 


"^ } Sars in just 13 kilometres. | 
| With. locomotives at the front, in ide 


The Rogers Pass tunnel 
opened 4th May 1989. 


Wail Os BALM 


wae h has long cost CP Rail (the ray 
division of Canadian Pacific) money. 

It has also given us sleepless nights 
worrying about future capacity. 

The solution was 34 kilometres of new 
track, including a lá-kilometre tunnel, 


which more than halved the gradient. 


it would end our concern about 
capacity. And it would also be our largest 
civil engineering project since we linked 
Canada coast-to-coast by rail in 1885. 

Eis r years ago when work a the 


ae here i we are, pulliog « C 
Maytime, and the actual cost. 
million. Such good. houseke 
we were spending our ownr 

It also shows our faith ir 
future growth. And it demon 
confidence in the future. o 
ownedandrunrailways. .- 

In passing, its worth mentio: 
weve made a veo every ye 












































ell than Batair 

These weaknesses do not mean that all the devolutionists’ 
rguments are right. Many in Scotland seem to think that a 
evolved administration should take over the functions now 
Tcised by the secretary of state for Scotland, who controls 
bout 65% of non-defence public expenditure north of the 
order. Most of the rest is taken up by social security. In fact, 
Scottish administration should control that too. There is no 
eason why Scotland should have the same welfare benefits as 
those in England; it should pay benefits to a level that its own 
taxpayers wish to finance. 


der outdated and parochial rules 


L3 RITAIN’S biggest-ever takeover bid may have begun as 
LJ high drama, but it is closing as low farce. It started in 
ptember 1988 when Minorco, the Luxembourg arm of 
uth Africa's huge Anglo American Corporation (the 
d's largest gold miner), made a grab for Consolidated 
ld Fields, the world's second-largest. The bid ought to 
e raised highbrow questions such as how to regulate cross- 
er takeovers, how to assess antitrust issues on a world 
le, and how to investigate allegations of insider dealing and 
gal concert parties as part of the smooth and speedy han- 
ng of a bid. 

Instead, the formal battle ended on April 26th with one 
titution so confused over whether it wanted to accept or 
ect the bid that its messenger arrived minutes too late to 
hdraw its acceptance, and with the final outcome to be 
cided not in London but in an American court. The strang- 
'scene of all came when Mr Rudolph Agnew, ConsGold's 
airman, said that although Minorco now controlled 54.8% 
the shares he would fight on. His reason? His duty is to the 
mpany and not to its majority shareholders. 





ej joys of ownership 
nty of Mr Agnew's fellow company chairmen would love 
be able to cite this higher duty when dogged by irritable 
titutions or an aggressive takeover bid. Yet, at face value, 
; e idea is indefensible. Shareholders own a company; the 
rm's interests and their own cannot, by definition, diverge. 
Britain's Takeover Panel does require directors to take other 
nterested parties, notably employees and creditors, into con- 
deration when advising shareholders whether or not to ac- 
ept a bid. Their legal rights and the firm's long-term prosper- 
y must be of interest to shareholders too. 
)nce more than half the shareholders have accepted, 
wever, the bid is won. The fact that Minorco already 
ed 30% of the firm, and thus had to convince only a fur- 
20% of shareholders to join its camp, is irrelevant. If 
orco hurts ConsGold, it is now hurting its own assets. To 
e sense, what Mr / «new has to be arguing is that 
co" s interests diverge in some way from those of the 
of shareholders that did not accept its bid. That too is 








most unBritish takeover 


e battle for a — international company has keen fought 


An elected assembly in Scotland should, moreover, mean - 


-the abolition of one existing tier of local government: proba- 


bly the regions. And a Scottish assembly would make it im- 
possible to justify Scotland's present over-representation at 
the Westminster parliament. If Scotland's population were © 
represented there in the same proportions as England's now | 
is, Scotland would lose about 15 of its 72 seats—almost of all - 
them now held by Labour. Devolution would therefore sig- 
nificantly reduce the chances of Labour ever again having a 
majority in the Westminster parliament. Has anyone told the 
Tories? 








unlikely: under British law uie in America), Minorco is 
obliged to treat all shareholders equally, so that its offer ap- 
plies to all, whether they vote for or against. - 

So what is Mr Agnews “justification? . ‘Over half - 
ConsGold’s assets are in America, so the company was able 
to appeal to American courts to block the bid on antitrust 
grounds. When Minorco relaunched its bid, it made its offer 
conditional on success in the American courts. On this it has 
failed. A New York district court and an appeal court have 
issued four separate judgments saying that the injuries to 
competition which the takeover might cause are’ "clearly of F 
the type the antitrust laws were intended to prevent”, — ^. 

The American judges are worried that the combined as- ` 
sets of ConsGold and Minorco’s parent would control 32% 
of western gold production. Arguments that this would not 
be enough to form a true cartel in the gold market have not 
overcome longstanding American mistrust of Anglo, which 
goes back to the indictment of De Beers, Anglo’s sister com- 
pany, for price-fixing in diamonds in 1974. 

These fears are not shared in Europe. The Europe 
Commission and Britain's Monopolies and Mergers Còn- 
mission both cleared the bid on antitrust grounds. The latter 
said it did not believe that the merger would operate against - 
the British public interest. It is right that the interest of Brit- | 
ish consumers should remain the monopolies commission's 
main concern, but there will be more ConsGold-style farces if 
it cannot also lift its nose above the British hedge and look at 
competition in the global market. 

Britain's Takeover Panel meets on May 5th to decide 
what to do with ConsGold. Its decision will have far-reaching 
consequences for cross-border takeovers involving a London- 
based company (and possibly for London's standing as an in- 
ternational financial centre). The ConsGold board cannot be 

allowed to differentiate between those shareholders who 
share its views and those who do not. But nor should Little 
Englanders get their way and stop an international company 
from having recourse to law in the country where over half its 
assets are held—even if that means a a foreign judge c can inter- 
fere with a City battle. | 
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Uncle Sam's islands 


Dotted across the Caribbean and the Pacific—and indeed the American 
mainland—are the islands of an empire on which the dollar never sets 


AMERICA does not like to think it has 
[ X. colonies, and many of those who live in 
them wince at the very word. lt is seldom 
. used, except in Puerto Rico by people who 
want their island to be independent, 
whether from the United States or as part of 
“it, Official language speaks of common- 
-~ dths or territories. But facts are facts. 
^ itary conquest and strategic need over 
the past 100 years or so have left America a 
modest, yet far-flung empire of islands. Most 
have governments and flags of their own, 
but none is free. And though they are sover- 
eign territory of the United States, and use 
its currency, neither are they part of it. They 
< have no direct say in its political process. 
-~ Colonies they are. | 
-o Their citizens are a diverse bunch: Ca- 
> ribbean blacks, Latin Americans, Pacific is- 
. landers, mainland expatriates, in all a little 
der 4m people. They live on more than 
Q square miles of land: from east to west, 
United States Virgin Islands, Puerto 
‘ico, Palmyra, American Samoa, Johnston 
Atoll, the Midway Islands, Wake Island, the 
'i Mariana Islands, Guam. Here and 
uninhabited outposts: guano-cov- 
assa in the Caribbean, Kingman 

















































ONOMIS 


is, Howland and Baker Islands 


icans know little. 

As empires go, this is a democratic one. 
The “big five” colonies—Puerto Rico, the 
Virgin Islands, Guam, Samoa and the 
Northern Marianas—have locally elected 
governors and legislators, like those of a 
fully fledged state. But they are not autono- 
mous. To varying degrees, each possession 
answers to a branch of the federal govern- 
ment in Washington, DC, and is subject to 
American laws. All depend on the United 
States for their economic well-being. Yet 
none has a direct hand in the mother coun- 
try’s decisions, even when they apply to its 
own inhabitants. For these, though mostly 
citizens of the United States (bar some 
“American nationals" in Samoa), cannot 
vote for its president. All they elect to Wash- 
ington is, for each territory, a non-voting 
delegate to the House of Representatives; 
the Northern Marianas, by their own 
choice, do not even do that. 


Contented colonials 

| | ~ Arguing over what rela- 
tions with America should 
be is consequently some- 
thing of a national sport in 
its territories. In general, 
there is no great clamour 
ge; just a call for more auto- 
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UNITED 
STATES 


nomy and for the occasional exempt 
from some especially inappropriate Am 
can law. Except in Puerto Rico, progress 
full statehood is accepted as an unrea 
aim. Independence movements, where t 
exist at all, find little local support. Pue 
Rico's main pro-independence party g 
only about 696 of the vote in elections. 
governor, though its leader, Mr Rut 
Berrios Martinez, is one of the island's m 
dynamic politicians. | 
Resentment against Washington's oc 
sional high-handedness is more than. 
by the benefits it provides. And it gi 
more than it takes. Uncle Sam, doubt 
mindful of what happened to George 
does not claim federal income tax from re 
dents of the territories, thus allowing the ! 
cal authorities to claim the revenue. In so 
cases Washington provides grants for the 
local governments. Yet the colonials c 
claim many of the personal benefits on off 
to taxpaying citizens in the 50 states. 
Harder to put figures on, but no less 
pable, is the economic beneft of 
American. Virgin Islanders thrive on 
ism from the mainland United $ 
Puerto Rico has recently had a high 
nual growth rate than the mainland, t 
in part to investment in the island by 
can companies attracted to it by its 
bination of tax breaks and political stab 
It is unlikely that independence woul 
brought any of America’s posses: 
their present economic level. The V 
lands’ GNP per head ($9,750 in 1986) is 
times that of independent Antigua and 
buda nearby. 3 
The rights of American citizenshi 
clude the right to live and work on the t 
land. More than 2m Puerto Ricans 
the United States proper, notably i 













































THE AMERICAN EMPIRE 


| York. So, mainly in Hawaii, California and 
"T Washington state, do around 85,000 Samo- 
ans—more than twice the population of 
American Samoa itself. 

Here, not least for the use of Americans, 
is a brief gazetteer of their empire. 


j Populous Puerto Rico 


The “shining star of the 





Caribbean” has, on the 
face of it, the least excuse 
for being a colony. Sur- 
rounded by former Euro- 


I pean colonies now indepen- 
rb dent, Puerto Rico is the fourth largest island 
i in the Caribbean, with a population of some 


— — 33m and a 1987 Gnp of $1812 billion. Co- 
lumbus landed here in 1493, and for 400 
— — years it was a colony of Spain. Its history is 
— — evident throughout the island, from the 
— splendid Spanish-colonial governor's man- 
m Sion, La Forteleza, in San Juan, to the shan- 
— ties in the mountains. English is an official 
— A language, but in practice comes a distant sec- 
— A ond behind the other one, Spanish. 
E. Yet Puerto Rico is American, and gener- 
— — ally proud of it. It became an American col- 
—- ony in 1898 after the Spanish-American 
k war. lts people became American citizens in 
— A [917, and the territory was given “common- 
— wealth" status in 1952. Since then it has 
— seen a vigorous but sometimes debilitating 
—— debate over the next step: whether to stick 
with this ill-defined, quasi-autonomous sta- 
tus, to become a full state or to go indepen- 
dent. Were it to become the 51st of the 
united states, Puerto Rico would rank 28th 
~ — among them by population, but 51st in 
— wealth: its income per head is only two- 
-—  thirds that of Mississippi, America's poorest 
— state today. 

But Puerto Rico is not likely to become 
either a full state or independent in the near 
future. Though President Bush is in favour 
of statehood, when the islanders vote again 
on their future status, possibly in 1991, they 
will most probably choose to stay much as 
they are. The proposal for "enhanced com- 
monwealth" status is likely to get most 
votes, quite possibly an overall majority. 
— The vote for statehood will be significant, 

but would have to be well above 5096 for 
—— Washington seriously to consider accepting 
— the idea. The backers of independence will 
—— do well to reach double figures. 
Me In politics, this division dominates ev- 
= erything. The arguments for statehood and 
-— independence alike are admirably demo- 
—  eratic and emotional; those for continued 
- commonwealth status—backed by the cur- 
- — rent governor, Mr Rafael Hernandez Colon, 
— and a majority of the island's legislators— 
are persuasively economic. 
E At present, Puerto Rico does very nicely 
— — out of American tax law, in particular Sec- 
-— tion 936, which allows American compa- 
- nies, already exempt from American tax on 
— business done there, to transfer profits back 
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to their mainland headquarters without in- 
curring tax. The island's government credits 
these breaks with its $9 billion a year of 
manufacturing output and recent growth 
rates as high as 596. With unemployment 
near 1996, that growth is not something 
lightly to be put at risk. 

To protect its tax breaks from budget- 
cutters in Washington, Puerto Rico has de- 
veloped its own version of President Rea- 
gan's Caribbean Basin initiative. It lends 
money to other Caribbean countries for 
development and helps American compa- 
nies to set up twin plants in those countries 
and in Puerto Rico. Fomento, the island's 
impressive development agency, says that 
this local initiative has already created some 
10,000 jobs in 11 Caribbean countries. By 
these means Puerto Rico sells itself to Wash- 
ington as a kind of half-way house between 
America and the Caribbean. It is an ironic 
role-reversal: a colony coming to the aid of 
independent but poorer neighbours. 


Various Virgins 

Step out of the airport ter- 

minal and you will swiftly 

I see that the United States 

9 fá Virgin Islands are not like 

anywhere in America: your 

taxi is driving on the left. 

The Danes, from whom the United States 

bought the islands in 1917 for $25m, to pro- 

tect the Panama Canal from German sub- 

marines, drive on the right themselves, but 

succumbed to the influence of the British 

Caribbean. That tradition lives on, even 

though the cars obeying it are American 
ones, built the wrong way round. 

A mile, at the nearest point, from the 
sleepy British Virgin Islands, the territory 
consists of about 50 small islands and three 
larger ones, at the northernmost sweep of 
the Lesser Antilles. The bigger islands—St 
Thomas, St Croix and St John—are home 
to about 106,000 people, 8096 of them black 
and manifestly West Indian black. Two- 
thirds of St John is a breathtakingly lovely 
national park; St Thomas and St Croix, also 
beautiful, are daiquiri-fuelled, yacht-clogged 
playgrounds for wealthy Americans. 

The islands have next to no natural re- 
sources beyond their beauty and climate. 
But these are enough: more than 1.7m visi- 
tors come each year, many on cruise ships. 
They spend about $620m—half the islands’ 
$1.25 billion gross territorial product. 
When they are not sailing, swimming or sun- 
ning, the visitors are shopping. This is a 
duty-free zone, and mainland residents can 
take up to $800-worth of tax-free souvenirs 
home with them from the jewellery bazaars 
of Charlotte Amalie, Christiansted and 
Frederiksted. There is another industry: 
making watch movements, $5m-worth of 
which were exported in 1987. But the big 
employers, with 3196 of the labour force, are 
the federal and local governments. 








A few rich mainlanders live on the is- 
lands; one-third of the other inhabitants live 
below the official poverty line. The cost of 
living (like the crime rate) is high. Yet the 
citizens of this American colony are much 
better off than most independent Carib- 
bean citizens. 

And they know it. In November, when 
they vote on the territory’s status, they will 
probably opt for continued ties with Amer- 
ica, albeit with the usual request for more 
autonomy. Independence will be on the bal- 
lot, and the islands’ governor, Mr Alexan- 
der Farrelly, says Washington may be sur- 
prised by the support it attracts. The federal 
government is seen as meddling too much in 
island affairs. It is a fair bet, however, that 
the resentment will be held in check by a 
reasonable fear that not so many wealthy 
Americans would visit the islands were they 
not safely part of the American family. 


Sleepy Samoa 


Across the Pacific, the citi- 
zens of America's only size- 
able possession in the 
southern hemisphere are in 
no hurry for change. The 
last look American Samoa 
took at relations with the mother country 
was conducted by a "Second Temporary Fu- 
ture Political Status Commission", It re 
ported, in 1979, that the way ahead was to 
take another look in 10-15 years’ time. 
American Samoans are equally relaxed 
in their approach to democracy. It took 
three plebiscites to get them to agree that 
the territory should have an elected gover- 
nor. Their legislature's upper house is ap- 
pointed by village elders. Traditional garb is 
the norm, even among the most westernised 
Samoans. Existence is dominated by "Fa'a 
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CREATE AN 
ISLAND PARADISE 


COCKATOO ISLAND, SYDNEY, AUSTRALIA 





The internationally recognised 
splendour of the Sydney Harbour 
Bridge, Opera House and Darling 
Harbour all contribute to Sydney's 
image as having one of the most 
beautiful harbours in the world. 


And now there is an opportunity 
to create another Sydney Landmark. 


Cockatoo Island is the largest of 
the harbour islands with an area of 
16 hectares and perfectly positioned 
4 kilometres from the Harbour 
Bridge. 


The island has potential for 
residential, tourist/recreational and 
marina development. 


This development opportunity 
is available to major developers 
with a proven track record of success. 


Interested parties are now invited 
to register their interest to purchase. 


Contact Colliers International for 
further details. 





UNDER INSTRUCTION FROM THE COMMONWEALTH OF AUSTRALIA, DEPARTMENT OF DEFENCE 


INVITATION TO REGISTER INTEREST TO PURCHASE 


COLLIERS 








Phone (02) 257 0222 Fax (02) 251 3297 
Paul Ward & Robert McIntosh, 
Level 23, Qantas International Centre, 
International Square, Sydney, NSW 2000 
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Samoa", a concept that literally means the 
Samoan way of life but that can be more use- 
fully translated as that which mystifies 
outsiders. 

The result is that American Samoa is 
the least assimilated of all the United States' 
colonies, and possibly the poorest—facts 
which, by and large, do not much bother its 
inhabitants. The colony's government is the 
largest employer, with 3896 of the officially 
recorded labour force, followed by two tuna 
canneries with 3796. Estimated income per 
head is only $1,850— which is still 3! times 
that of independent Western Samoa, 80 
miles to the west. 

The colony consists of seven islands, 
1,600 miles north-east of New Zealand, with 
a population of 38,000, most of whom live 
on the main island of Tutuila. By arrange- 
ment with Britain and Germany, the United 
States took the islands—sorry, had them 
ceded by local chiefs—between 1900 and 
1904. Until 1951 they were run by the 
American navy, which liked the harbour at 
Pago Pago and originally used it as a coaling 
station. In 1925 Congress gave American 
Samoa its own colony, annexing tiny 
Swain's Island 180 miles to the north-west. 
The 27 or so Swain's Islanders send a dele- 
gate to the American Samoan legislature. 
Non-voting, of course. 

Grumbling Guam 
The largest and most south- 
a erly island of the Mariana 
R 8 archipelago, Guam is the 
0 most populous American 
possession in the Pacific, 
with about 130,000 people 
crowded on to its 210 square miles. A bit 
over 4096 of them are native Chamorros, 
the rest Filipinos, other Asians and main- 
land Americans. Guam, once a Spanish col- 
ony, bills itself as the place “where Ameri- 
ca's day begins”. In fact, it doesn't: tiny 
Wake Island, just to the west of the interna- 
tional date line sees che dawn a good hour 


“earlier. Guam's sense of its place in the im- 


perial sun is equally uncertain. 

Guamanians are proud to be American, 
and have little interest in becoming inde- 
pendent. But they are not content either 
with their current relations with the United 
States, which resemble those of the Virgin 
Islands. Among the issues that rankle is 
Guam 's inclusion in the protectionist Jones 
act, which requires that American ships be 
used between American ports. To islanders 
who live 3,700 miles west of Hawaii this 
seems inappropriate, for all its sixteenth- 
century Spanish imperial precedents. 

In 1987 the islanders voted to ask the 
federal government to give their territory 
more autonomy and make it a common- 
wealth much like Puerto Rico. A bill to that 
effect has been introduced in Congress. But 
it is unlikely to make speedy headway, in 
part because the Guamanians ignored 
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Washington's instructions to negotiate the 
matter first and vote later. 

Guam did well, economically, out of the 
Vietnam war. It has not done so well since. 
Today it tries to sell itself as a Pacific base for 
American companies, but with little success. 
The territorial and federal governments em- 
ploy 4596 of the workforce, and the eco- 


nomy is based on military spending (about 
$680m in 1987, including the pay of some 
9.000 military personnel) Tourism, how- 
ever, is prospering: around 2m people, 
most of them Japanese, visited the island in 
1987. Their needs have set off a construc- 
tion boom. And the economy may be look- 
ing up more generally: a recent analysis from 
the Bank of Hawaii suggests that Guam is 
heading for a new phase of growth. 
Much-disputed Marianas 
Few Americans have ever 
heard of the Northern Mar- 
T iana Islands. Plenty of Japa- 
- O0 nese have. Of 230,000 tour- 
ists in 1987, most came 
from Japan. There are many 
more today: the I6-island archipelago offers 
the nearest sun-drenched beaches to Tokyo, 
1,400 miles to the north. 

The Northern Marianas have had a long 
colonial history. The Spanish held them for 
300 years until Germany took over in 1898 
(when Guam was split off to become Ameri- 
can). After the first world war the League of 
Nations entrusted the islands to Japan, 
which in turn lost them after fierce fighting 
in the second world war; one of them, Sai- 
pan, is home to Suicide Cliff, where thou- 
sands of Japanese soldiers and civilians 
killed themselves in 1945. The islands then 
became an American trust territory. 

Most of America’s Pacific trust territo- 
ries have by now gone their own way into 
independence (under America’s wing, of 
course). The Northern Marianas, in con- 
trast, asked to join America’s empire, being 
accepted by Congress as a commonwealth in 
1976. They got a good deal. Their covenant 
grants them various exemptions from 
American legislation, notably the Jones act 
and laws on immigration and minimum 
wages. Washington also gives the islands 
about $33m a year for development, for run- 
ning the government and so on. 

Just what the islands’ status means is less 
clear. Talk to an American official and he 
will tell you that they are very much like 
other American territories. Talk to one of 
the 21,000 islanders and he will speak of “in- 
ternal sovereignty”, as if they were all but 
independent. 

The gross island product in 1988 was al- 
most $450m, more than five times—in real 
terms—what it was in the late 1970s. Japa- 
nese investment is growing; seven of the is- 
lands’ eight hotels are Japanese-owned. 
There is also a nascent clothing industry. 
One potential problem is the reliance on 
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foreign labour; a third of the islands’ inhab- 
itants, including most private-sector em- 
ployees, are from elsewhere. 


Democracy, DC 

Beyond the “big five”, 
America’s empire consists 
O of a variety of sparsely pop- 
79 ulated outcrops, most of 
which are military bases. 
Wake is run by the air force; 
the Midway Islands and Kingman Reef by 
the navy; Johnston Atoll by the Defence Nu- 
clear Agency. Palmyra, 1,000 miles south of 

Hawaii, is privately owned. 

Two other dots on the map deserve 
mention. Palau, in the Pacific, is the sole re- 
maining trust territory handed to America 
by the United Nations. Ir will become inde- 
pendent—in "free association" with Amer- 
ica—when 7596 of its people agree to Ameri- 
ca'sterms, which, in several votes, they ' 
so far refused to do. 

And then there is the District of Colum- 
bia. The home of America's federal adminis- 
tration and legislature enjoys only slightly 
greater democratic rights than do Uncle 
Sam's other possessions. Its 620,000 resi- 
dents murder each other with much greater 
freedom than, say, the backward Samoans, 
and can even vote for the federal president 
(and pay federal taxes). But they still have 
only a non-voting delegate in Congress. 
Whenever the district gets uppity, as over 
abortion, or has other problems, such as its 
drug wars, Congress gets imperial and flexes 
its muscles. 
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Now that you 
know the name, 
take a look at 
what it stands 
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Singapore Technologies is a diversified group of companies involved in an impressive range of high-te 
engineering and manufacturing activities. Organised into four business sectors: Industrial, Ordnan 


Aerospace, Marine. Individually, a depth of proven service and manufacturing expertise is provid 
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‘ithin specialised fields. Collectively, shared knowledge, resources and technology combine to bring 


bout the realisation of our common goal. To make the most of today’s advanced technologies, 
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Ry Singapore Technologies 
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The long march to democracy 


FROM OUR CHINA CORRESPONDENT 


AN China free itself from communism 
and enter an enlightened age of liberal 
democracy? For the past three weeks Chi- 
na’s students have demonstrated by the 
indreds of thousands to achieve precisely 
_.at unlikely end. The demonstrations 
started in mid-April with the death of Hu 
Yaobang, the liberal-minded former party 
boss who had been sacked in 1987 after a 
milder bout of student protests. They have 
since swollen in size and purpose. Students 
have crowded Beijing’s huge Tiananmen 
Square, the symbolic heart of modern 
China, run riot through Xian, marched in 
Tianjin, Changsha, Wuhan, Chengdu and 
Nanjing. In many cases they were joined by 
workers and unemployed young people. 
This week demonstrations began in 
Shanghai, the customary fount of Chinese 
activism; and on May 4th as many as 
100,000 people again defied the authorities, 
as they had a week earlier, to occupy 
Tiananmen Square. It is the most serious 
challenge the leadership has faced in four 
decades of communism. Never again can the 
party assume that its right to rule is unques- 
tioned: too many of China's 1.1 billion peo- 
ple now agree with the students who taunt 
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the regime of Mr Deng Xiaoping. 

That any of this could happen in a po- 
lice state with a tradition of obedience and 
apathy is both an accident of the calendar 
and a sign of how rotten China's body poli- 
tic has become. The kindness of the calen- 
dar is that this week the Chinese have been 
playing host (for the first time) to the annual 
meeting of the Asian Development Bank. 
And on May 15th Mr Deng is to welcome 
Mr Mikhail Gorbachev to China for the 
first summit meeting in 30 years between the 
superpowers of communism. 

With China thus under the world's tele- 
vision lenses, a teargas-and-truncheon re- 
sponse to the protests would have been im- 
prudent—despite the reported call by a 
furious Mr Deng for “tough tactics” against 
those whose goal is to "poison people's 
minds, create national turmoil and sabotage 
the nation's political stability". The govern- 
ment tried persuasion instead. The police 
were ordered to remain calm. And in a show 
of glasnost without precedent in China, the 
state television broadcast a meeting at the 
end of April between the government and 
45 student representatives (who did not in- 
clude Mr Wuerkaixi, a 21-year-old from 


Beijing Normal University who has emerged 
as the leader of the unofficial—and illegal— 
students’ union). The only knee-jerk reac- 
tion has been the closure of Shanghai's 
World Economic Herald and the sacking of 
its editor, Mr Qin Benli. 

Late on May 3rd, the eve of the planned 
protest, Mr Zhao Ziyang, the Communist 
party general secretary, publicly tried to per- 
suade the students of the error of their ways. 
“If stability is destroyed,” he asked, “what 
can be achieved? Can science and democ- 
racy be achieved? They cannot. All that will 
result is turmoil." 

Mr Zhao knows his history. This May 
4th marked. the 70th anniversary of a stu- 
dent movement that successfully kept China 
from signing the Versailles peace treaty 
(which contained a provision transferring 
China's Shandong peninsula from German 
to Japanese rule). The students in 1919 
chanted slogans for "Mr Democracy" and 
“Mr Science"; many were captivated by the 
Marxist promise of Russia’s 1917 revolu- 
tion. The May 4th movement represented 
the emotional origin of the Chinese Com- 
munist party. But for today’s students the 
promise of science and democracy is held 
out not by communism but by liberal no- 
tions that are its enemy. The threat these 
ideas pose was clear in the slogans the stu- 
dents shouted: “Oppose privileges”; "Me- 
dia must tell the truth”; more concretely, 
“Down with Deng Xiaoping, down with 
Yang Shangkun [China's president]”’. 

This is why the government will sooner 
or later feel compelled to end the protests 
(perhaps when Mr Gorbachev is safely back 
in Moscow?). If it is lucky, the students will 
get bored or scared and return to class; the 
students' leader, Mr Wuerkaixi, reportedly 
told the crowd at the end of the May 4th 
demonstration that a great victory had been 
won and they should call off their two-week- 
old boycott of classes. Or, if it has to, the 
government will resort to the kind of brutal- 
ity it used in the "anti-bourgeois liberal- 
isation" campaign after Hu fell in 1987. 

Either way, the regime will be unable to 
shrug off its present troubles. In 1986 the 
students were alone. In 1989 they are getting 
the smiles and support of the workers—and 
even of the police and the soldiers. When 
onlookers donate their hard-earned yuan to 
students demanding freedoms most Chi- 
nese have never known and cannot define, 
it is time for the government and party to set 
a different course. 

What is timely and what will happen are 
different matters. Two things have made 
workers sympathise with the students. One 
is an economy in danger of sliding from in- 
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ent over the worsening corruption that al- 
ws the privileged of the party to escape the 
privations suffered by most of the rest of a 
pposedly egalitarian society. | 

+ To solve the first problem will demand 
economic intelligence the regime shows 
o signs of. The current distorting mix of 
free and controlled prices is likely to be 
maintained: the government seems para- 
lysed about doing anything else. One result 
will be further inefficiencies, price rises and 
slow growth. Another will be further 
power—and bribes—for bureaucrats. 

.. Even if the economy were not organised 
to encourage corruption, it would take a 
bold reformer to attack the rot. The down- 
fall of Hu Yaobang coincided with his cam- 
paign to punish the children of high officials 
1o had profited illegally from their family 
. Who will dare to repeat Hu's attempt? 
Deng Xiaoping's son Deng Pufang heads 


mbodia = | 
ome on, lad. 


! OUR SOUTH-EAST ASIA CORRESPONDENT 


‘CAMBODIA is truly to be Cambodia 
gain, "my son Hun Sen” will have to of 
"ather Sihanouk” even more than he 
this week. Those familiar with Siha- 
k-talk will recognise the tone. The leader 
ambodia’s resistance to the regime that 
nam imposed on the country a decade 
o thinks that events are moving his way. 
When he met Cambodia's young Viet- 
ese-installed prime minister, Mr Hun 
, in Jakarta on May 2nd and 3rd, the old 
ce found that the prospect of Vietnam's 
rawal from Cambodia by September 
lready produced some large conces- 
from his adversary. The country's 
; briefly and clumsily Kampuchea, can 
„revert to Cambodia; that will remind 
nce Sihanouk of happier days, when he 
uled the country before 1970. He himself 
an go back as at least the formal leader of 
‘reborn Cambodia. 
As the prince wishes, the United Na- 
ions can have a role in checking the with- 
rawal of Vietnam's troops. Prince Siha- 
ouk no longer insists on the UN having a 
monopoly of supervision; the monitoring 
force can be organised at an international 
onference, the composition of which "is 
ot a point of divergence", according to Mr 
un Sen. Even more engagingly, Mr Hun 
1's fadingly Marxist government now says 
dhism is the state religion of Cambodia. 
The prince expressed “praise and sup- 
rt" for these changes, though he was less 
opy with a new Cambodian flag that Mr 
. Sen's colleagues had designed. But 
-asthe talks ended, came that telling, 
nal phrase. The prince wanted some- 
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ation into stagflation. The other is resent- 
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Hun Sen and Sihanouk ay 


hat profits from businesses both 
in China and elsewhere. Mr Zhao Ziyang’s 
son Zhao Dajun is a senior official on Hai- 
nan Island, a “special economic zone" 
which enjoys great commercial advantages. 
Mr Li Yang, the son of Mr Li Peng, the 
prime minister, also works on Hainan ls 
land. Other relatives of Mr Deng, Mr Zhao 
and President Yang work in the profitable 
field of Chinese arms sales. — 

The net of nepotism is cast too wide for 
anyone, however well-meaning, to gather it 
in. This means that, whatever the immedi- 
ate prospects for the students, China's basic 
troubles will worsen until there is another 
round of radical economic reform; and this 
time political reform will have to accompany - 
it. Mr Gorbachev, one of the students' he- 
roes, has grasped that the two go together. 
China's Dengist reformers always disagreed. 
By the time Mr Gorbachev arrives, might - 
they begin to reconsider? 


thing more from "my son". 

What Prince Sihanouk still needs is 
fairly clear. He and Mr Hun Sen seem to be 
moving towards an agreement that, when 
the Vietnamese have withdrawn their army, 
the two of them will share power in the run- 
up to an election to choose a new govern- 
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ment for Cambodia. The prince no longer 
insists that Mr Hun Sen dissolve his govern- 
ment. “We could keep the same dress,” he 
said, “but add a few flowers.” 

That no doubt sounded fine to Mr Hun . 
Sen, but he should be familiar with Prince - 
Sihanouk's way with words. The main ques- 
tion for a deal—and for Cambodia's hope of 
a more or less democratic future—is 
whether the power-sharing will be thorough 
enough to break the present government's 
control of the country. If it is, Mr Hun Sen's 
bureaucrats cannot fix the election. If not, 


- they probably will. The dress cannot really 


stay the same. Ás the talks ended the prince 
said that he will return to Cambodia if, but 
only if, all of Vietnam's troops go and Mr 
Hun Sen amends the constitution to allow 
for full multi-party.democracy. > 0 
Hanging over all this is the unsolved 


problem of the Khmers Rouges, the main 


armed force within the resistance. Prince ~ 
. hanouk doubts, with reason, whether th 


will accept the deal that may be taking shape _ 
no lf, He pro- 






accepts the right terms. 

On May Ist the prince told America's 
vice-president, Mr Dan Quayle, who was 
passing through Indonesia, that he thinks 
an agreement without the Khmers Rouges is 
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possible—but only if China, the Khmers 
Rouges' armourer, gives its consent. China 
might do thar if it is convinced the Vietnam- 
ese really are leaving Cambodia. The Chi- 
nese do not love the Khmers Rouges for 
their own sake, only as a lever for getting 
Vietnam out. But they are unlikely to aban- 
don the lever until it is clear that it has done 
its job. 

Which brings things back to how far Mr 
Hun Sen will go. He is under pressure. His 
Vietnamese friends want to be able to con- 
centrate on saving their economy (see box). 
If their troops are to be out of Cambodia by 
September, most of them may have to with- 
draw before the skies open for the rainy sea- 
son in June. The Chinese want Vietnam 
out. For the sake of its relations with China, 
Russia wants to oblige. Mr Hun Sen can be 
forgiven for feeling that he may be running 

out of time. 








South Korea 
Playing with fire 


FROM OUR EAST ASIA CORRESPONDENT 


HE battles between South Korean stu- 

dents and police are usually less fierce 
than they look. They are formal snarlings, in 
which neither side wishes to hurt the other. 
Many policemen are former students, con- 
scripted into the police force instead of the 
army. The six who died on May 3rd were 
victims of a battle that got out of hand. 

It had started the previous day. Stu- 
dents from Dongui University in the south- 
ern city of Pusan attacked a police post. The 
police fired warning shots. The students 
managed to seize five plain-clothes police- 
men and took them back to the university. 
The students said they would be freed only 
after the police apologised for opening fire. 





Vietnam awaits an invasion 


FROM OUR SOUTH-EAST ASIA CORRESPONDENT 


T WAS a moment to savour. Here was 

Mr Nguyen Co Thach, Vietnam's pre- 
viously obdurate foreign minister, making 
a lively sales pitch to attract foreign invest- 
ment to his country. 

Within two years, he said, 
Vietnam would have mod- 
ern telecommunications, put 
in by an Australian com- 
pany. It would also soon 
have a stable economy: infla- 
tion, Mr Thach claimed (not 
at all credibly), was already 
in single digits. The official 
value of the dong, Vietnam's 
currency, has been allowed 
to drift close to black-market 
rates; and it, partly as a re- 
sult, has strengthened since February 
from 5,500 to 4,500 to the dollar. Labour 
costs were minute, bureaucracy and subsi- 
dies are being abolished. How could any- 
one resist putting money into his delight- 
ful country? 

Mr Thach has captured a mood. He 
made his spiel last week at a conference in 
Bangkok called "Indochina: from war 
zone to trade zone”. That may be a little 
hopeful, but everyone on hand seemed to 

| assume that when Vietnam gets out 'of 
Cambodia it will eventually get money 
from the Asian Development Bank and 
the World Bank. It may even become a 
member of its old foe ASEAN, the Associa- 
tion of South-East Asian Nations. 
Thailand, for one, is determined to be 
a big wheel in the development of impov- 
erished Indochina— Vietnam, Cambodia 
and Laos. Thailand's prime minister, Mr 





BANGKOK 


Chatichai Choonhavan, one of the stars 
of the conference, spoke of the day when 
"the mighty Mekong river is not a divi- 
sion . . . but life blood for nations.” 

Mr Chatichai believes that a prosper- 
ous Indochina will not only 
benefit the Thai economy, 
but will make his country 
safer—and more of a power. 
The Thai army took a beat- 
ing from Vietnam in a bor- 
der battle in 1986 and an- 
other from Laos last year. 
On the day he took office 
last August, Mr Chatichai 
said he wanted Indochina 
turned from a battlefield 
into a marketplace. Since 
then he has put a lot of time into building 
friendships with old enemies. 

Already there are Thais at 
the border selling stolen cars to 
Cambodia. Having deforested 
their own country, the Thais 
are keen to chop down the for- 
ests of Laos, Cambodia and 
Burma. Almost anything in- 
volving profit, from shrimp 
farms to beauty contests, is get- 
ting their attention. 

The conference was packed, 
and delegates were inquisitive. 
Would a joint-venture casino 
be allowed in Vientiane? Not 
yet. When will the railway from 
Phnom Penh to Thailand be re- 
opened? When there is peace. 
Is land available in Vietnam for 
rubber and palm-oil trees? Yes. 









At dawn on May 3rd the police tried to res- 
cue their comrades, who were imprisoned in 
a room on the seventh floor of a campus 
building. The students set fire to the room. 
and retreated to a higher floor, taking their 
prisoners with them. The six policemen who: 
died were overcome by smoke or were fatally - 
injured when they jumped to the ground. 

President Roh Tae Woo blamed "revo- 
lutionary forces" when he went on televi- | 
sion that evening. He said the killers would 
be "chased to the end and punished accord- - 
ing to law. They must be resolutely banished 
from this society.” 

Strong words were to be expected, if 
only, to acknowledge the demands of Kore- 
ans who have been calling for an all-out war 
on radical students. To the pundits in 
Seoul's newspapers and on American televi- 
sion, Korea's democracy seems in a crisis. | 


ee | 
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President Roh, the first elected president in 


a generation, has been in power for only 15 


There were worries about investment pro- | 
tection in Laos and excitement about | 
tourism in Vietnam, where the Ho Chi | 
Minh trail may soon open as a tourist at- | 
traction. There ought to be worries about | 
infrastructure in Cambodia: in contrast to 
Vietnam's exciting telephone plans, sadly 
remarked the Cambodian delegate, “we I 
have only the telegraph”. 

The president of the Japanese Cham- 
ber of Commerce, Mr Akira Koyama, I 
promised Japanese investment when Viet- 
nam gets inflation under control. Unlike 
Mr Thach, he thinks it is in three digits I 
rather than one, though he said it fell I 
from 487% in 1986 to 200% last year. An || - 
IMF mission went to Vietnam a few days 
after the conference to try to get better fig- || - 
ures. A prominent banker said he thought If 
that, after prolonged investigations, the | 
IMF will agree to a structural adjustment 
loan. Maybe some new investment will 
then start flowing in after all. 
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Facing the students 


months, but wild voices cry for the over- 
throw of his “fascist regime”. 

The fashionable mood of crisis is false. 
President Roh told television-viewers that 
he might be obliged to exercise his constitu- 
tional right to take up emergency powers if 
violence got out of hand. All he actually did 
this week was to accept the resignation of 
the national police chief, Mr Cho Jong Suk, 
who formally took the blame for the deaths. 
The président hopes people will be satisfied 
with this scapegoat. 


Mr Roh can afford to be patient: the 
radical opposition is in trouble. It has found 
several causes that get attention, such as 
reunification with communist North Korea 
and getting ex-President Chun Doo Hwan 
to testify before the National Assembly. But 
the radicals are losing support. Mr Kim Dae 
Jung, leader of the biggest opposition party 
and himself once a dissident, has con- 
demned street violence. The leaders of the 
other two opposition parties take the same 
view. All three said so clearly last week. This 
week the leader of the second-biggest oppo- 
sition party, Mr Kim Young Sam, made a 
point of going to hospital to visit a police- 
man injured in the Pusan violence. 

Even some left-wing students have had 
enough. On April 28th the president of the 
students’ union of a big university 
apologised for his previous association with 
Chondaehyop, the radical National Council 
of Student Representatives. His withdrawal 
from activism was the first public sign of a 
split in the radicals’ ranks, even if much of 
his apology contained phrases like “hotbeds 
of leftism" which suggested that it had been 
edited by government people. 

Student activism in Korea has an hon- 
oured history. Students have long been re- 
spected people, to some extent free from the 
pressures that kept other Koreans submis- 
sive under despotic rule. They have often 
been the voice for the protests others would 
have liked to make. In democratic Korea 
their privileges seem pointless and, increas- 
ingly, offensive. Dull though it may be, the 


Singapore's new commandment 


HE ever-nervous government of Sin- 

gapore has spotted another potential 
enemy in its midst: the Christian church. 
On April 30th, a Sunday, Mr Lee Hsien 
Loong, the son of the prime minister, Mr 
Lee Kuan Yew, complained of the fer- 
vour generated by some preachers. By 
destroying Singapore's "delicate reli- 
gious balance” it could lead to violence, 
he said. 

Young Mr Lee, the trade and industry 
minister, is in addition a kind of minister 
of philosophy. He articulates the govern- 
ment's view of what properly constitutes 
"the spirit of Singapore". In January he 
bemoaned the spread of western values 
in the city-state. 

On the face of it, Christian influence 
in Singapore appears small. The vast ma- 
jority of Singaporean Chinese are Bud- 
dhist or Taoist or “free-thinkers”. Chris- 
tians amount at the most to about 5% of 
the population. But they are making con- 
verts. In the past the government has 
condemned what it calls the “Marxist 
liberation theology" of some Roman 


Catholics. This week Mr Lee Junior was 
gunning for the Protestants, particularly 
the American-style evangelists who draw 
big congregations with their simple 
guides to heaven and hell. Alarmingly 
for the government, some members of 
parliament belonging to the ruling party 
have become born-again Christians. 

Mr Lee suggested that representatives 
of the big religions should get together to 
ensure they did not go beyond “the lim- 
its set by prudence”. But he gave warn- 
ing that some legislation may be neces- 
sary. Meanwhile, the Internal Security 
Act could be used to detain any preacher 
thought likely to cause a riot. 

A stern sermon. Yet the Christians of 
Singapore can be a fierce lot. Two years 
ago an antique Chinese table in the An- 
glican cathedral was destroyed because it 
was decorated with a carved dragon, 
claimed by some members of the congre- 
gation to be a satanic beast. The contro- 
versial Bishop of Durham is, they say, a 
Doctor of Damnation rather than of di- 
vinity. God knows what they call Mr Lee. 





mouthpiece for complaint is the National 
Assembly. As the radicals’ ranks get thin- 
ner, and their members more violent, they 
are beginning to look as though the world 
has passed them by. 





New Zealand 


The spectre at 
the feast 


FROM OUR NEW ZEALAND CORRESPONDENT 


UST when its free-market economic poli- 

cies are beginning to pay off, New Zea- 

land’s government is in danger of collaps- 
ing. The increasingly panicky view inside 
the ruling Labour party is that without Mr 
David Lange, who has been prime minister 
since 1984, the party may well lose the next 
election. But with him, the party fears, it wi 
surely lose. 

It ought not to be that way. The govern- 
ment can claim credit for using its term in 
office to begin unswaddling what had proba- 
bly been the developed world's most pro- 
tected, over-regulated and distorted econ- 
omy. The adjustment has not been easy, but 
New Zealand is starting to perform like the 
rest of the rich world (see chart). In the year 
to end-March consumer prices rose only 
496. The current-account deficit last year 
was NZ$1.2 billion ($700m): at 1.9% of GDP, 
the lowest in 15 years. Unemployment is 
now down to 696. This rate is high by New 
Zealand standards, but it is lower than the 
rate in some other countries that have gone 
through a similar trauma. In its economic 
survey on New Zealand out this week, the 
OECD predicts even better things: 1.3% real 
GDP growth this year and 1.996 next. 

Tell that to the voters. Even before Mr 
Lange's disastrous visit to the United Stat 
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d the opposition National party by 63% 
30%, the biggest gap it has ever faced. 
bad slide began in December, when the 
sh Mr Lange sacked the architect of the 
omic reforms, his free-market finance 
r, Mr Roger Douglas. Like Banquo's 
; Mr Douglas refuses to go away. He 
held public meetings at which he noisily 
efends his record (and, by implication, at- 
racks Mr Lange’s). His followers ‘openly 
quarrelled with Mr Lange’s supporters at 
he Auckland regional party conference. - 
<Mr Douglas’s replacement, Mr David 
aygill, has been following, albeit more cau- 
;, in his predecessor's reforming foot- 
the government got itself into one 
er its privatisation programme and 
other over the state hospital system. 
Iso pestered by a new left-wing party 
ed by a breakaway former Labour party 
lent, Mr Jim Anderton. 
hen came the prime minister’s Ameri- 
oliday. It was not an official visit: Mr 











; "HEY used to be penned in dismal 
. huts behind barbed wire; now they 
re herded on to ferry boats, makeshift 
son camps moored in the filthy water 
etween Hongkong Island and Kowloon. 
fet the boat people of Vietnam, wretched 
nd bedraggled, still arrive in Hongkong 
y the hundreds each day. The colony is 
unning out of space for them. Its hu- 
ianitarian feelings for the: Vietnamese 
an out long ago. 
The figures help explain. why. Since 
fall of Saigon in 1975, it is thought 
t more than Im Vietnamese have 
sked drowning, sharks and pirates to get 
way by sea; the figure is vague be- 
ause nobody knows what propor- 
on vanished on the way—a quar- 
ter, a third, 4096? Around 140,000 
of the survivors have sought tem- 
porary refuge in Hongkong on 
their way to permanent settlement 
| in America, Australia and else- 
where. In 1979 alone, almost 
69,000 arrived. But as the flow: of 
-refugees continued, their chances 
of resettlement receded, maroon- 
ing thousands in Hongkong and 
other places of "first asylum’’. In 
987 the number of boat people ar- 
ving in Hongkong was 65% 
igher than the year before; the 
umber who left the. colony for 
omes elsewhere was 4296 lower. 
Hongkong's legislature decreed 
oat People who arrived later 




























ry about: in the opinion polls it was be- - 


"land," he said, 







in see anyone of consequence. "The At 
cans have not had much time for him since 


he banned their nuclear- powered and nu- 


clear-armed ships from New Zealand's ports 
in 1985. 

Mr Lange did go to Yale University, 
where he remarked that New Zealand may 
as well formally withdraw from ANZUS, its se- 
curity treaty with America and Australia. 

“Between the United States and New Zea- 
“the security alliance is.a 
dead letter.” That was news to his cabinet 
colleagues, who had not been consulted 
about it. And it. upset ordinary New Zea- 


landers. Mr Lange's intention was no doubt - 


to bask once more in the glow of his popular 
anti-nuclear policy. But he underestimated 
New Zealanders’ attachment to ANZUS. It is 
one thing to be, as they are, all for nuclear 
purity, even at the cost of American disap- 
proval and a suspension of ANZUS consulta- 
tions. It is another to discard the security al- 
liance entirely. 

Mr Lange is worrying his colleagues, but 


than June 15 1988 would no longer be 
automatically considered political refu- 
gees. Instead, they would be screened to 
decide which were mere “economic mi- 
grants". Those who were (as 90% or more 
were expected to be) would face either 
permanent detention in Hongkong or 

“voluntary” repatriation to Vietnam. 
Automatic welcome was replaced by de- 
liberate deterrence. 

Deterrence has failed. More than 
18,000 arrived last year, including more 
than 12,500 in May, June and July, 
months when favourable winds help the 
voyage across the South China Sea. The 



















Other 
(indonesia, Philippines, 
Singapore and Macao) 
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they would really like is a patching-up of the = 
quarrel between the prime minister and Mr 
Douglas: So far the two refuse to share the 
same cabinet room. One more fiasco like the 
ANZUS speech, however, and Mr Lange’s col- 
leagues will force either Mr Douglas’s return 
to the cabinet or a new prime minister: per- 
haps the deputy prime minister, Mr Geof- 
frey Palmer, who is ready to take over. 


The one bit. of cheer for the Labour 


. party is that the opposition has its own divi- 


sions. Mr Jim Bolger, the National party's 
hale-and-hearty leader, faces a challenge 
from his race-relations spokesman, Mr Win- 
ston Peters. Mr Peters has become New Zea- 
land's most popular politician on the 
strength of his energetic put-downs of Maori 
protesters (it helps that he is a Maori him- 
self). He is thinking of making a grab forthe — 
cadenas. His biggest obstacle is the Na- 
tional party's high poll ratings: his col 
leagues are not keen to rock the boat when 
is coming into berth. 





total for 1988 was more than five times. 
that for 1987; and the tate of arrivals this 


| year is running at twice last year's pace. 


On May 3rd alone more than 640 boat 
people arrived—making more than 1,600 
in four days. Yet so far only 75 boat peo- 

ple have returned to Vietnam under a 
much-publicised repatriation offer. The 
result is that 30,000 Vietnamese are now | 
detained in Hongkorig; guarded bya Cor- 
rectional Services Department that claims 
to be 45% under strength ie j s 

So what happens n xt, apart from an- 

other conference on Indochinese refu- 
gees, this time in June in Geneva? Deter- 
rence, iñ Hongkong and elsewhere in 
South-East Asia, is here to stay. To try to 
make it work, governments may promote 
what was once unthinkable: forced re-: 


| 
patriation (provided the Vietnam- | 
| 





esé government can be per 
suaded—with money perhaps?—to 
take its citizens back). Hongkong’s 
governor, Sir David Wilson, has al- 
ready said as much. 

It is an unpalatable idea, though 
not to the Hongkong Chinese. 
They are bitterly aware that the col- 
ony sends about 20 Chinese refu- 

gees (many related to Hong 
kongers) back across the border 
every day. Why should Vietnamese 
be treated better? This is why the 
ordinary Chinese of Hongkong 
_{and, quietly, some of their leaders) 
- favour an even crueller course with — 
the Vietnamese boat people: push — 
. them back out to sea. Could this 
. now become thinkable in a colony 
‘hat claims to be civilised? 
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A Symbol of Better Things. 


Around the world Hyundai has come to symbolize quite a lot. 

To many, Hyundai represents high-quality affordable cars. 

To others, we're advanced computers, or ships, or modern 
engineering and construction projects. 

At home in Korea, Hyundai is synonymous with economic progress. 

In fact Hyundai is all of these things and more. 
From nuclear power stations and robotics to petrochemicals 
and satellite communication systems, our depth and diversity 
is something people find pretty exciting. 

So find out more about Hyundai, the company that's more 
than you imagine. 
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How you look at the world often depends on where 


A Different View. 


you stand. As a global bank whose vantage point 
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Toh Sou Pin, Singapore, gifted violinist. His worldwide concert itinerary reads like a list of Swissair destinations. A keen sense of hearing like his 


appreciates the pianissimo hum of Swissair's modern aircraft which average only 6 years in service. And as an occasional contrast, he enjoys the 


lively performance of feathered soloists on a Sunday morning at home. 
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AMERICAN SURVEY 


Living under spacious skies 


WASHINGTON, DC 


AN American homelessness, dark lega- 
cy of the 1980s, be ended in the 1990s? 
President George Bush, unlike Mr Ronald 
Reagan, is alive to the issue, calling it a “na- 
tional shame". The hundreds of thousands 
of Americans who spend every night outside 
or stacked in shelters are a recent phenome- 
~an; their numbers are less unmanageable, 
d their plight less immutable, than both 
are sometimes made out to be. But there will 
be no radical change unless Mr Bush and his 
housing man, Mr Jack Kemp, refocus the 
country's energies on the prevention, rather 
than the amelioration, of homelessness. 
That will be expensive. 

The new breed of homeless—voung 
women and their children, jobless or badly 
paid men who cannot find a cheap single 
room, schizophrenics with nobody to give 
them their pills—are distant cousins of the 
traditional American hobo, the white mid- 
dle-aged travelling man who drank himself 
to sleep on a cold bench. Homeless numbers 
exploded during the 1981-82 recession, and 
continued to rise through the recovery. 
More recently the pace has quickened. By 
definition people without an address are dif- 
ficult to count, but the 1990 census will try. 
Until then, the best estimate is probably the 
Urban Institute's survey of city shelters and 

ip kitchens, which counted 500,000- 
. 1000 homeless people in March 1987. 


Most of the homeless are still single 









The troubles they've seen 


96 of homeless who have also experienced: 
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men—though they are now more likely to 
be black or Hispanic than white. But fam- 
ilies, usually short of a man, are catching up. 
One in four of the shelter population is 
thought to be a child. Most homeless people 
lost the last place they could call a home less 
than a year ago. 

The overarching explanation for the 
homelessness explosion is simple: a shortage 
of cheap rental flats and single rooms. 
Blocks of flats and boarding houses and 
cheap hotels were demolished, converted 
into something smarter or allowed to crum- 
ble by landlords who were often poor them- 
selves. They were not replaced. Mr Reagan 
took the federal government out of the 
housing-construction business; the waiting- 
lists for public housing stretch into the next 
century. Private rents have risen faster than 
incomes. Local zoning regulations cause 
problems. 

The poor tend to spend more than half 
their incomes on rent. The safety margin is 
narrow. And when poverty is compounded 
by poor health, illiteracy, teenage preg- 
nancy, alcoholism or whatever, people be- 
come especially vulnerable. A minor calam- 
ity—a quarrel, sickness, a burst boiler—can 
overnight drive a person into the mists of 
homelessness. Once there, the return trip is 
difficult. 

The first step is shelter. Government re- 
sponded erratically to the new emergency. 
Churches and charities plunged in, provid- 
ing much of the cash and nearly all the la- 
bour; by last year 80,000 volunteers were 
working in 5,400 shelters. Congress and the 
administration were shamed into enacting 
the 1987 McKinney law, authorising emer- 
gency aid that is fairly generous but entan- 
gled with regulations. Mr Bush, who made 










much of the McKinney act in his election 
campaign, has asked for $746m of federal |. 
money for the homeless next year. By com- 
parison, New York city alone spends about 
$475m. 3 
Shelters still regularly turn people away _ 
for lack of space. Requests for shelter in the - 
larger cities rose last year by an average of 
13% (18% for families). Many shelters are 
gruesome barracks. Even so, say the new ex- - 
perts in the burgeoning homeless business, — 
too much of the available money is going to 
emergency shelters, instead of helping peo- — 
ple to get out of them. The prime example of 
money being misdirected is the “welfare ho 
tels”, squalid privately owned hotels whose — 
owners extract an exorbitant price from des- _ 
perate cities. £ 
The balance between emergency help — 
and long-term assistance, between bringing 
people in from the cold and sending them | 
off to restart their lives, is a sensitive politi- — 
cal issue. Liberals, who want to involve the 
administration in the vast cost of putting up - 
houses, argue that the homeless need noth- 
ing but a permanent roof. Conservatives, - 
who want to keep the administration well 
away from the bricks-and-mortar business, 
stress the complexity of their needs. In fact, 
although the homeless have multiple needs, 
a roof is the common denominator, the one 
essential. j^ 
The roof-only theory was shaken when — 
New York city, under pressure to get fam- 
ilies out of Manhattan’s wickedly expensive - 
welfare hotels, transferred a group wholesale 
to an abandoned, but renovated, building in : 
the Bronx. The results were terrible. Home- 
less people cannot be packed together like 
sardines and left to get on with it. New York, — 
which has embarked on a magnificent ten- — 
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WASHINGTON, DC 


RE the Rev Jesse Jackson to be- 
come mayor of Washington, it 
might solve several problems at once. Mr 
Jackson is seriously pondering the 
thought: splendid news for America's 
capital, for Mr Jackson's career and for 
the Democratic party. 

Washington is in crisis, great chunks 
|| of it occupied by murderous drug-dealers 
|| and the youngsters they entice to work 
for them. If anyone can talk sense to 

. those youngsters, it is Mr Jackson. 

Washington's streetwise young blacks 
shut their ears to people who bore them. 
Some of them treat prison as a revolving 
door. And they regard their third-term 
mayor, Mr Marion Barry, who may like 
cocaine and certainly keeps bad com- 
pany, as one of themselves. Mr Jackson, 
preacher and wordsmith, will tell them 
what they don't want to hear. He will 
also give them hope—and will fight, and 
shame, the city's bigwigs to make those 
hopes a little more realistic. 

It would be a mercy for Mr Jackson 
himself to find a respectable way of 
avoiding the 1992 presidential election. 
He would lose, and the next loss would 
not bring the acclaim and affection he 
collected in 1988. And what then would 
be left for a three-time loser? Mr Jackson 
is still only 47. A stint as Washington's 
mayor should do his political career no 
harm at all. It would deal with the charge 
that he has never held elected office. 
And he just might, at the end, be able to 
point to success. 

A presidential election without Mr 
Jackson to throw them off course would 
be a wonderful relief for most white 

- year, $5 billion plan to restore all its old 
B ido, will reserve 15,000 new units for 
_ the homeless (roughly the number in New 
-. York shelters at the moment). But no build- 
ing, from now on, will be filled 10096 with 
homeless families. 
.. Only a few of the homeless—those who 
were displaced for straightforward economic 
Teasons—can slip unaided from the streets 
to a new life. At the other extreme, people 
suffering from chronic mental illness, per- 
_ haps as many as one-third of all homeless, 
may require a permanent crutch. Disabled 
— by schizophrenia or manic depression, they 
= are the victims of a humane policy that 
-. keeps them out of institutions and of its in- 
. humane side-effect that leaves them with no 
substitute. 
.. Most of the homeless are between these 
two extremes. But the shock of homeless- 
mess destroys a person's self-confidence. 
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The rainbow mayor 








Democrats. It might also, paradoxically, 
help America’s blacks. Instead of leaving 
the black vote to Mr Jackson, both par- 
ties might find themselves seriously seek- 
ing blacks out. It would be harder for the 
Democrats to take black loyalty for 
granted. 

Mr Barry has not yet said whether he 
will seek a fourth term (the election is not 
until November 1990) and Mr Jackson is 
firm that he will not run against his old 
friend. But Chicago has become a less 
hospitable setting for him since the can- 
didates he backed in that mayoral race 
were defeated. He has begun doing up 
the house that he owns in Washington. 
The odds on Mayor Jesse are not too 


long. 


A different dieum 























































And the cards may already have been 
stacked against him. Surveys show that most 
homeless people face multiple obstacles: 
they may be poorly educated, drink too 
much, take drugs, have been in prison. They 
need a bridge back to self-sufficiency. 

One of these bridges is "transitional" 
housing: small super-shelters where a home- 
less person is helped to draw breath for a few 
months before moving on to a permanent 
home. Minnesota took the lead in develop- 
ing these houses, and they work well. Their 
weakness is the uncertainty of permanent 
accommodation. Transition to what? 

In the mid-1980s, with Congress start- 
ing to fuss, Mr Reagan's men responded 
with a programme of rent "vouchers", the 
conservatives' favourite all-purpose device. 
These are supposed to cover the difference 
between 3096 of a poor household's income 
and the typical rent of a cheap flat or room 





in the area. But often the difference is bigger 
than the vouchers, and the homeless find 
nothing that they can spend them on. 
Maybe, suggest some, the desired accommo- 
dation is too classy. Over the past half-cen- 
tury America has raised its housing stan- 
dards. Perhaps a sub-standard room would 
be better than no room at all? Well, perhaps. 
But national standards are not easily low- 
ered just to help politicians. 

Mr Reagan's decision to stop building 
government housing did force others to step 
in. States, cities and non-profit groups be- 
gan building and renovating low-income 
housing in a way that they had not done be- 
fore. Hundreds of neighbourhood groups 
sprang up out of nowhere, some of them do- 
ing astonishing things: rescuing buildings 
from dilapidation and drug-dealers, filling 
them with homeless families. National non- 
profit groups provided money and co-or- 
dination. After a while, a handful of private 
concerns began to test the cheap end of t 
market, encouraged by the special tax creait 
for low-income housing (which expires this 
year). 

This public-private partnership sounds 
just Mr Kemp's cup of tea. Only the federal 
element, the essential big-spender, is largely 
missing: the Bush budget proposes a measly 
$50m contribution to local partnerships. 
Yet visitors to the Department of Housing 
and Urban Development talk of a new spirit 
in the place. The new secretary's energy and 
sincerity, they say, are sweeping away the 
cobwebs. Let him prove it. 

Mrs Anna Kondrates, an alumna of the 
Heritage Foundation whom Mr Kemp has 
selected to run homeless matters, questions 
the assumption that there is a shortage of 
places to rent. There are local mismatches, 
she says, that do not necessarily require an 
infusion of federal money. Other experts be- 
lieve that the cycle of homelessness will not 
be broken unless Mr Kemp, a year fr 
now, is pounding the budget table for m« 
money. 





Trade 


Mote and beam 


WASHINGTON, DC 


HE American economy is the most 

open in the world. So claimed Mr 
Joshua Bolten, general counsel to the 
United States trade representative, Mrs 
Carla Hills, when he briefed journalists on 
the USTR's list of foreign trade barriers. That 
list will be the basis for deciding by May 
30th which countries to name as priority tar- 
gets for negotiation and, if that fails, for uni- 
lateral punishment. 

Yet America is no blushing virgin when 
it comes to trade barriers. Around 4096 of 
Japan's exports to America enter under a 
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tariff or some other form of protection. An 
International Monetary Fund study last year 
^^ncluded that non-tariff barriers against 
2 ts, textiles and steel were equivalent to a 
. 2396 tariff, a level not seen since the second 
world war. America operates 62 "volun- 
tary” restraints on imports, compared to Ja- 
pan's 13. Another study reports that the 
proportion of America’s imports subject to 
non-tariff barriers rose by 23% during the 
1980s. The figure for Japan went down. 
This week the European Community 
published its own list of nearly 40 American 





trade barriers. It makes an i 
parison with the USTR's list. The EEC criti- 
cises the United States government's "Buy 
America" policy. The Americans shout 
equally loudly about the European and Japa- 
nese equivalents. Both sides complain in 
similar terms about inadequate protection 
for foreign intellectual property rights. 
Other tit-for-tat grumbles: 
@ The USTR reckons that American motor- 
component manufacturers are unfairly ex- 
cluded from the Japanese market. Yet Amer- 
ica's allegedly voluntary restraint agreement 
against Japanese cars may have reduced im- 
ports by $6 billion in 1986. 
€ America and Europe use almost identical 
language to object to “unfair” labelling and 
testing standards that keep out competition 
in each other's telecommunications market. 
America is threatening retaliatory action 
against both Japan and the EEC over 
telecommunications. 
e The American fisheries industry com- 
plains of Japanese quotas on mackerel, her- 


ring and cod. Meanwhile Us protection of 


the merchant-marine industry costs other 
countries over $7 billion a year. 

@ The USTR report waxes lyrical on the iniq- 
uities of other countries’ barriers to agricul- 
tural products like rice and wheat. Yet 
American protection of its tiny sugar indus- 
try costs mostly poor Caribbean countries 


TN 


Free trade in politicians 


OR 146 years The Economist has 
| preached the gospel of free trade and 
.. open markets. It is hard to imagine any 
trading heresy that this newspaper has 
not heard of or castigated. Yet such a 
- proposal has surfaced. The source is im- 
| peccable: Representative Richard Gep- 
hardt, America’s most prominent pro- 
tectionist (or, as he might prefer to 

| describe himself, “reciprocitist’’). 

In a recent speech, Mr Gephardt de- 
clared it an unfair trade practice that Ja- 
pan's political process is not as open to 
influence-peddling as America's. 


For instance, it's hard to find a former us 
trade negotiator who does not now repre- 
sent foreign interests in Washington. It’s es- 
timated that the Japanese alone pay $100m 
to American consultants in an effort to in- 
fluence US policy .... The Bush adminis- 
tration must demand that Japan and other 
countries give us an equal chance to influ- 
ence their economic policies 


Some may doubt Mr Gephardt’s 
premise, in the light of the Recruit scan- 
dal and past episodes such as the Lock- 
heed bribes of the 1970s. Money seems 
to slip down quite smoothly in Tokyo. 
Yet it is certainly true that Washington's 
culture of influence-for-hire is uniquely 








| 
| 
| 
open to all buyers, foreign and domestic. 
Should America demand reciprocity in 
political influence, as in anything else? | 
It is tempting to argue that politicians 
are not like any other commodity; they | 
are a unique national asset, to which | 
free-trade principles should not apply. | 
This is just the sort of argument used to | 
shield other allegedly unique industries | 
such as agriculture or defence. | 
Yes, Mr Gephardt has a point. Amer- 
ica has the most advanced influence-ped- | 
dling industry in the world. The United | 
States may have been trounced in | 
microchips and superconductors, but its 
R&D on lawful ways of corrupting public 
policy remains unrivalled. Other na- 
tions, protecting their more primitive ar- 
rangements, are unfairly denying Amer- 
ica the benefit of its comparative 
advantage in this field. | 
No, the answer is not reciprocity. Ja- : 
pan, not America, suffers from Japanese 
protectionism. It should import not only 
bevies of American influence-peddlers, 
but a large number of influenceable 
American politicians as well, starting 
with Mr Gephardt. Only then will Ja- 
pan's consumers know how lucky they 
have been. 
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some $1 billion a year in lost expo: 
In sum, America’s trade barriers ma 
duce imports by more than other cow 
barriers reduce America’s exports. A 
study by the Institute of Internationa 
nomics concluded that 31 American 
barriers were reducing imports by: 
$50 billion. Half of that was accoun 
by a single restriction: the multi-fib 
rangement that restricts textile import 
total would probably be higher today 
barriers have been erected against ser 
conductors, machine tools and softw 
products. Even fervent protectionists wot 
hesitate to suggest that foreign trade barriers 
are costing America $50 billion a year. - 
All figures about the "cost" of indivi 
ual trade barriers are wild estimates. | 
thermore, protection has ramifications 
yond the goods and services immedi 
affected. Efforts to restrict steel or car 
ports may have little net effect on the t 
deficit because they raise the prices . 
imports that are allowed. They also p 
costs in exporting industries, If the 
the exchange rate, that can incre: 
imports and reduce other exp 
Deciding what const 
rade barrier is i Ms 






























































































Bae to remove priis 
turn into a war that damages 
sides—and has the further effect of sh 
out third countries. Hence the invent 
largely by America, of the General Ag 
ment on Tariffs and Trade, wl 
emphasises multilateral negotiation und 
neutral umpire. It would be sad if the 
sure generated by America’s big trade 
cit, which is caused by bad economic 
not by trade barriers, led GATT's chief 
parent to become its undertaker. 




















The Supreme Court 


Fine-tuning 


NE of the most famous victims 
discrimination in American law: 
Allen Bakke, subject of the 1978 Suprem 
Court ruling that first declared “re 
discrimination” against white peopl 
unconstitutional. But was Mr Bakke re 
victim? The state medical school th: 
fused him admission had a 10% quo 
spaces reserved for minorities. Howeve 
school rejected many times more appli 
than it admitted. Mr Bakke was nev 
quired to show that the quota is what 
him out. The court, avoiding this issu 
dered the school to admit him as a sor 
prize for bringing the suit. t 
On May Ist the Supreme Court x 
with the question of proving that disc 
nation not merely existed but ac 





qm a 


AMERICAN SURVEY 


mattered. The case concerned "direct" 
discrimination—against a woman up for 
partnership in an accounting firm—and in- 
volved the civil-rights law, not the constitu- 


tion. But the puzzle is the same, and the 


court, voting six-three, came up with a 
mixed solution. It held that once the exis- 
tence of discrimination is established, the 
burden of proof shifts to an employer to 
show that other, legitimate reasons would 
have produced the same result. However, 
the employer must show only that discrimi- 
nation was "more likely than not" to have 





Atlanta 


been irrelevant in the end. A lower court 
had said the proof must be "by clear and 
convincing evidence". These distinctions 
matter. 

Employment-discrimination law has be- 
come a vast industry, and often a protection 
racket for incompetents. For most jobs (cer- 
tainly for an accounting-firm partnership) 
hiring and firing are inherently subjective. 
The challenge is to protect individual rights 
without throttling the economy. Last week's 
ruling does a little, but only a little, to re- 
solve that tension. 





Tomorrow is still another day 


» CHICAGO last month a vicious may- 
oral contest between a white and a black 
had only one issue—race—and each man 
won more than 92% of votes from people of 
his own colour. In coming elections in New 
York and other cities, many if not most vot- 
ers will choose their candidate on skin 
colour. 

Not in Atlanta. Its election for mayor in 
October will feature a tough fight between 
two strong black candidates trying to suc- 
ceed Mayor Andrew Young, another black. 
The 3396 of Atlantans who are white will 
happily vote for one of the two blacks. In- 
deed, they may provide the winner's margin 
of victory, which is why they are being so 
avidly courted by both candidates. 

The tipsters say Mr Maynard Jackson, 
who was Atlanta’s first black mayor in 1973- 
81, will win. But they predict that his oppo- 
nent, Mr Michael Lomax, an English profes- 
sor at Spellman college and chairman of the 


Fulton County Commission, may get more - 


white votes. This despite the fact that Mr 
Jackson is wealthy and lives in white north- 
ern Atlanta while Mr Lomax is a man of 
modest means and lives in black southern 
Atlanta. 


40 





Is there a lesson for northern cities in 
the fact that race is so much less of a political 
issue here, in the heart of the old Confeder- 
acy? Mr Larry Gellerstedt, a prominent 
property developer, thinks good race rela- 
tions were the single biggest factor in Atlan- 
ta's astonishing 30-year boom (which is now 
sputtering a little). While Alabama and Mis- 
sissippi got reputations for racism in the 
1960s and northern cities fractured along 
racial lines in the 1970s and 1980s, Atlanta 
seemed immune. One reason is the six black 
universities established here soon after the 
Civil War, notably Spellman and 
Morehouse colleges. These institutions 
trained an elite group of black leaders, 
turned Atlanta into the intellectual capital 
of black America and formed the nucleus of 
a constellation of black businesses. 

Even more important was Atlanta’s re- 
action to the civil-rights battles of the 1960s. 
Just as, a century before, Scarlett O’Hara 
wasted little time on the antebellum nostal- 
gia that mired people in places like Charles- 
ton and Richmond, but instead got back to 
work, so Atlanta abandoned segregation in 
the 1960s with relatively little fuss once it 
was clear which way the wind was blowing. 





Atlanta's whites realised that bad race rela- 
tions were bad for business. When, in 1969, 
the mayor's race split along racial lines and 
the atmosphere soured, a group called the 
Atlanta Action Forum (12 black business- 
men, 12 white) got together and thrashed 
out deals. They agreed that.the next su- 
perintendent of the city's schools should be 
black, for example. The forum still exists; it 
has no power but a lot of influence as a sort 
of unofficial arbiter of race relations. The 
Coca-Cola company played its part, too, 
none too subtly demanding peaceful change 
as a condition of staying in Atlanta. 

In the 1970s Mayor Jackson's Atlanta 
quickly adopted affirmative action and 
proved (by punctually building a new air- 
port under affirmative-action rules) that this 
need not hurt business. Mr Gellerstedt ad- 
mits that he was dubious at first. But his first 
black joint-venture partner, Mr Herman 
Russell, is now one of his biggest compe* 
tors. Black businesses got more than 37% 
the city's contracts in 1987. The recent Su- 
preme Court decision forbidding routine 
minority quotas for government contracts 
will probably not reduce that figure much: 
black businesses can compete on their own 
now. 

Atlanta likes to call itself a city too busy 
to hate. Atlantans also like to repeat the old 
saw that in the South the white race may 
hate the black race, but white individuals of- 
ten love black individuals; in the North the 
opposite is often true. Yet the veneer is thin. 
Beneath the superficial harmony lies a pow- 
der keg of black deprivation as bad as in any 
northern city, along with a de facto segrega- 
tion of everything from access to capital to 
housing. Affirmative action has benefited 
the black middle-class few much more than 
the poor many. 

The Atlanta Urban League concluded 
in a report last year that, although Atlanta 
has developed a class of rich suburb 
blacks, poor urban black Atlantans gr 
poorer and more numerous during the 
1970s and 1980s. The Atlanta Constitution 
won a 1988 Pulitzer prize for finding a pat- 
tern of discrimination against blacks in lend- 
ing by banks. According to the rbi, Atlanta 
also has the nation's highest rate of violent 
crime. 

Atlantans are shameless boosters of 
their city. Mr Young and Mr Jackson before 
him were globe-trotting salesmen. Mr Otis 
White, publisher of Georgia Trend maga- 
zine, says Atlanta is not so much a city as a 
marketing organisation. Everything, says 
Mr Young repeatedly, proceeds from a 
healthy business climate. Shades of Miss 
O'Hara. 

Yet there is more to it than that. Black 
mayors have now run the city for 16 years, 
more than in most northern cities, and have 
done well. They have laid to rest the fears of 
white businessmen after Mr Jackson's first 
victory in 1973. Neither blacks nor whites 
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HEN you first handle a Patek Philippe, you 
become aware that this watch has the presence 
of an object of rare perfection. 

We know the feeling well. We experience it every time 
a Patek Philippe leaves the hands of our craftsmen. 
You can call it pride. For us it lasts a moment; for you, 
a lifetime. ss 

We made this watch for 
you —to be part of your 
life — simply because this 
.3 the way weve always 
made watches. 

And if we may draw a con- 
clusion from five genera- 
tions of experience, it will 
be this: choose once but 
choose well. 

A Patek Philippe ~- 
because it's for a lifetime. 








Patek Philippe S.A i 
4l, rue du Rhone - 1211 Geneva 3 - Switzerland 



































Crawford’s Directory of City Connections 1989 
and Crawford’s Update are together the definitive 
guide to top contacts in British business. 

If you need to improve your client base, gain access 
< to leading executives, discover who advises your 
.. competitors or who you should be advising, 

- Crawford's 1989 should be yours. 
~~ In over 1,000 pages, Crawford's Directory of City 

= Connections has undergone an estimated 500,000 
|. changes since last year. In addition, five Crawford's 
Updates will keep you regularly informed about key 
professional and company changes taking place 
during the year. 
Crawford's 1989 lists all the major UK quoted, 
USM, Third Market and unlisted companies with 
full details of all their professional advisers, as well 
as the major UK pension funds. It also gives you: 


€ Easy access to the senior management of: 
2,000 quoted companies 
1,500 unquoted companies 
3,000 professional advisers 
800 pension funds 
. * Details of every substantial shareholder for 
. takeovers or management buyouts. 
= @ Help in avoiding professional conflicts of interest. 
: * Opportunities to identify 
. potential corporate clients for 
. ten different professions. 


— tconomist] 





















€ Accurate information about every major UK 
company; who advises them; how big their pension 
funds are, and who manages them; who ultimately 
owns them; who has major stakes in them. 

€ The only published source of information for 
1,500 major unquoted companies giving you 
listings of each one's professional advisers. 

Crawford's 1989 also lists the corporate clients of 

the specified professional advisers and identifies: 

9 The top contacts in each of these fields: 


stockbrokers merchant banks 
auditors company solicitors 
actuaries financial PR consultants 
insurance advisers pension fund consultants 
investment managers | 

€ Which professional advisers are strong in which 
areas. 

€ Which firms you might approach for client 
presentations. 


€ Who to contact when looking for new financial- 
advisers or stockbrokers. 


To place your order for Crawford's Directory of 
City Connections and Crawford's Update, please 
send a cheque for £180 if you are in Europe or 
£200 if you are outside Europe to: 


The Economist Publications Limited 
Subscription Services 

P.O. Box 177 

Basingstoke 

Hampshire RG24 0FG 

England 

Facsimile: 0256 472194 


Registered Office: 25 St James's Street, London SWIA 1 HG. 
Registered No. 1775611. 
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T month the University of Tennes- 
ee hired Mr Wade Houston as the 
slack head basketball coach of a ma- 
university in the South. This small to- 
— ^J «ken of racial progress was tarnished six 
— d. days later when UT’s athletic director, Mr 
`f Doug Dickey, announced that Mr Hous- 
| ton would not get a Cherokee Country 
|. Club membership like his predecessors, 
<f because the club does not admit blacks. 
|] Black Americans often say: whites don't 
care how big you get, as long as you don't 

get too close. 

Civil-rights laws recognise that private 

|. social gatherings are not the public's busi- 
. mess. The problem has been drawing the 
^ line between public and private. Country 
 €lubs and city luncheon clubs have be- 
come civil-battlegrounds for non-whites 
and women because of the role of such in- 
stitutions in many American careers. 

Mr Houston, for example, had a uni- 
versity-paid club membership in his previ- 
ous job as assistant basketball coach at the 
University of Louisville. He would invite 

high-school coaches for a round of golf or 
-~ tennis at the club, where they mingled 
' with wealthy team boosters, team stars, 
and illustrious graduates, and listened to 
Mr Houston explaining why their best 
players should come to UL. The club was 
also a good place to coax donations from 
prominent businessmen. 

Clubs’ exclusion policies tend to be- 

. come an issue when a member gets a 
prominent government job. Mr Anthony 

. Kennedy, the newest member of the Su- 
|. preme Court, chose to give up his mem- 












~ aang the accusation of racism so casually as 
northern politicians do. There was a reveal- 
ing incident earlier this year. The Atlanta 
Constitution investigated incompetence in 
the school system. The superintendent of 
schools, newly arrived from New York, pro- 
tested that this was racist. He was told that 
such an excuse might work in New: York, 
but not in Atlanta. 





. America calling, 
. Russia listening 
qd e d 


| broadcast r news and views to Eastern Europe 
and the Soviet Union are not only finding 












more listeners. They are getting actual co- 


bership of the all-white Olympic Club in 
San Francisco when he was mentioned as 
a possible nominee to the top court. Mr 
Griffin Bell noisily left the all-white Pied- 
mont Driving Club in Atlanta when he 
became Mr Jimmy Carter's attorney-gen- 








eral. He quietly rejoined it after leaving 
the government. 

A recent episode involving the Grid- 
iron Club, an elite clique of Washington 
journalists, shows how elaborate anti- 
discrimination etiquette can become. The 
formerly all-male Gridiron has been open 
to women for many years. It held an ofi- 
cers’ meeting at a business club in Balti- 
more. That club is also open to women 


purse tham deerant 


operation from the communist govern- 
ments their broadcasts are intended to 
undermine. 

Glasnost first reached the American air- 
waves in mid-1987, when the Soviet Union 
stopped jamming the broadcasts of Voice of 
America, the radio station run by the 
United States Information Agency. Jam- 
ming of the BBC had stopped five months 
earlier. Last December the Russians stopped 
interfering with broadcasts from Radio Lib- 
erty and Radio Free Europe. Once run co- 
vertly by the CIA, now openly financed by 
Congress, the two stations were founded to 
provide Russians (RL) and East Europeans 
(RFE) with news that their governments 
would not give them. 

All East European countries have 
stopped jamming RL and RFE. Other coun- 
tries stations—notably Kor Israel and 
Deutche Welle—are also being heard. Unre- 
constructed Cuba, however, still erratically 
blocks signar from Radio Marti, the Ameri- 












guests at lunch, but does not have: - 
members. Therefore, the women offic 
of the Gridiron refused to attend 
lunch, and the men who arranged 
lunch 'wallowed in mea culpas. | 
The Supreme Court looked at the clu 
issue last June. The federal civil-rights la 
exempts private clubs. The issue. was 
whether state and city laws banning 
discrimination by clubs violate the federal 
constitution’ s right of privacy. The 
court’s ruling upheld a narrowly draw 
New York city statute precluding discrimi 
nation in clubs with more than 400 mem- 
bers, which provide regular meal service 
and routinely have their members’ dues 
paid by third parties, such as employers. 
That ruling validated local statute 
New York and other cities, such as € 
cago, Detroit, Los Angeles, San Franci 


cities—such as Dallas, Houston, Atla 
or Knoxville—to pass club anti-discrim 
nation laws of their own. ! 

Most clubs do not officially discriei 
nate by race or religion; such language h 
been expunged from their byl a Oft 
in practice, however, blacks (and, less fr 
quently, Jews) are banned completely [ 
admitted in token numbers. 

The furore over Mr Houston. m 
Mr Lamar Alexander, UT’s president, : 
order the university's athletic direct 
and its football coach to resign from tl 
Cherokee Country Club. But the coach 
will not go without golf. Three of Kno 
ville's four other country clubs imme 
ately dropped their bar on non-whites ar 
extended the hand of welcome to À 
Houston. Which shows that sometim 
there can even be a free-market soluti C 
to racism. 


can propaganda station based in Florida 

Listenership is up by half, on one 
mate, since the jamming stopped. Wi 
more, the American-run stations sud 
have access to officials and ordinary citiz 
Twice a week VOA sets time aside for 
sian listeners to call in with questions 
comments. Links are set up between the § 
viet Union and the United States so. that 
perts from both sides can participate in 
dio talk shows. A recent example: 
cussion on VOA featuring Ms Dina Ka 
kaya, a Russian emigré in America who 
expert on both Soviet and Americ: 
and Mr Lev Baranov, Moscow's pri 

Radio Free Europe's reporters, o: 
welcome in Eastern Europe, are no 
travel reasonably freely. They have: 
official press conferences in Hung: 
phone interviews have become incre 
common. VOA reports little interfer 
its attempts to contact Russians: fo: 
views. Before the recent Russian el 
























Glasnost on ice 


T THEIR nearest point the United 
"A States and the Soviet Union are 
eparated by a mere three miles of ice. 
‘or the Eskimos who live either side of 
he divide, particularly on the Siberian 
sland of Big Diomede and the Alaskan 
‘one of Little Diomede, those three miles 
‘loom large. It is illegal to cross them. The 
Eskimos have been separated, in some 
eases from relatives, for more than 40 
- years. 
;ClIhis may change. Last month the 
overnments of Alaska and the Soviet 
erritory of. Magadan signed an agree- 
ment calling on their respective national 
vernments to allow Eskimos unre- 
ted travel between Alaska and Sibe- 
ja. The signing ceremonv itself demon- 
ated why the Soviets might hesitate at 
ch a sensible step, since two Rus 
ians—reportedly students from far-away 
Moscow-—took the opportunity to de- 
ect in mid-ceremony. 

Apart from this mishap, glasnost is 












































io Liberty had a lengthy telephone chat 
i. Mr Boris Yeltsin, the outspoken for- 
‘Moscow party chief. 

Radio Liberty and Radio Free Europe 
even hired a local freelancer to broad- 
from Moscow. His show, "At the Ki- 
*, is a regular look at what is in the Rus- 
n press. Voice of America has gone 
her. A full-time correspondent will open 
A's Moscow bureau in June. 


cond thoughts 


[E first expansion of the American wel- 
fare state in more than a decade was last 
reform of Medicare to pay for long 
spital stays for old people with lingering 
esses. What made it possible was the un- 
erstanding that America's 33m elderly 
vould finance the programme themselves 
rough a tax surcharge. The elderly, origi- 
ally triumphant, turned angry when they 
und that by 1993 they would have to pay 
ip to $1,050 a year each. 

An intensive lobbying campaign began 
eep the benefit but to reduce or elimi- 
the tax. The complainers’ best argu- 
t for ratting on last year's deal was that 
present programme is not just self-f- 
cing but also redistributive: the tax on 
better-off elderly is supposed to cover 
cost of providing the benefit to the el- 
y poor (who have to pay only $4 a 
| th). The o ld people say that this is un- 








thriving in the frigid north. Other mani- 
festations include a concert in Alaska by 
Russia's most popular rock group, a joint 
expedition in Alaska and Siberia by Rus- 
sian and American skiers and " mushers" 
(dog-sledgers), and the lending of a Rus- 
sian ice-breaker to help release those two 
trapped Alaskan whales. Most recently, a 
Russian oil-skimming ship has arrived in 
Seward to help Exxon clean up its mess. 
In a true spirit of perestroika, the Rus- 
sians are charging $15,000 a day. 











perat tart s arg aha AAT Pu s as UN DII IIa eae ea tiat Res MIC Ha ana aa AR TTT aL A A BAI ry aeta San pa rara qae trit Tm et yit tk premere rite mA rri qb 






















fair: society as a whole, not they alone, 
should bear this burden. 


Stoutly, members of Congress declared 


at first that they would not bend to this 


storm. Last month, Mr Lloyd Bentsen, 
chairman of the Senate Finance Committee, 
found a graceful way of retreat that should 
please everybody except the Treasury. 

It seems that the Congressional Budget 
Office underestimated the affluence of the 
elderly, and thus the amount of money the 
surcharge would bring in. New estimates in- 
dicate that, over the next five years, the pro- 
gramme will run a surplus of almost $9 bil- 
lion. Mr Bentsen has suggested a $5 billion 
reduction in the surtax, leaving an ample 
cushion for unexpected costs. This would al- 
low the $1,050 top rate in 1993 to fall as low 
as $800 a year; this year's $800 top fee would 
drop to $500. 

But the prospect of relief receded almost 
immediately. President Bush declared that 
"it would be imprudent to tinker with Medi- 
care catastrophic insurance in its first few 
months of life". This appeared virtuous, but 
there may have been an ulterior motive: the 
surtax surplus was built into the recent bud- 
get agreement. Revenue is revenue, even 
though by law the surtax can be used only 
for Medicare. 

Even so, the — — may not 
prevail. There have been overwhelming 
votes in both the Senate (97-2) and the 
House of Representatives (408-8) for re- 
consideration of the programme's system of 
financing: a tribute to the lobbying power of 
the elderly. 








Magazines | 


It &'eailier than 
you think 


MERICAN journalists are generally 
smug about their dedication to accu- 
racy, compared with their more slovenly Eu- 
ropean peers. But in one respect American 
magazines brazenly mislead their readers in 
a way Europeans find unconscionable: the 
date printed on the cover. A typical weekly 
magazine appears at least seven days before 
its cover date; monthlies often arrive a 
month and a half ahead of time. The staff at 
National Lampoon, a bimonthly funny 
magazine, is currently working on the Octo- 
ber issue. Mad magazine has already pub- 
lished its special autumn issue. Playbo^' ` 
June quota of skin has already come ar 
gone. 

Why the lying? Primarily — Amer- 
ican magazines dribble out to subscribers 
and newsstands over a longer time than 
their European counterparts, through an in- 
efficient postal system and an even more in- 
efficient system of newsstand distribution. 
Subscribers resent getting a magazine after 
its alleged date of publication. News- 
stands—treating the cover date like a “sell- 
by" date on perishable food—will actually 
discard a pile of newly arrived magazines as 
if they were spoiled cheeses. So publications 
create the illusion of timeliness by pretend- 
ing that they went to press. later than they 
really did. E 

By now the system fools almost no one. 
People have grown used to reading cautious 
predictions of what might or might not hap- 
pen on January 30th in a publication dated 
February 1 7th.Yet the convention confuses. 
both casual readers and future historia 
One weekly at least admits in tiny type oni... 
contents page when it was printed. Others 
should copy. 











STRATEGIC POSITIONING CAN MAKE 


ALL THE DIFFERENCE BETWEEN SUCCESS AND FAILURE. 


SEIZE THE ADVANTAGE 
OF A CENTRAL LOCATION 


When you stay at the 
Shanghai Hilton, you put 
yourself in the best position 
to do business. 

Easily accessible to both 
offices and airport. A short 
stroll from the Exhibition 
Centre. In the very heart of 
China’s most prosperous 
city. 

Your next move is 
obvious. The Shanghai 


Hilton. 
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SHANGHAI HILTON INTERNATIONAL 


r reservations, call your travel agent or your nearest Hilton International Hotel: 


— 


Adelaide, Bangkok, Beijing (opening mid-1990), Br isbane, Cairns, Colom 


Melbourne, Nagova, Osaka, Perth, Petaling Jaya, Seoul, Shanghai, Singapore, Sydney, Sydney Airport, I arpei Tokyo. Tokyo B 


o, Guam, Hongkong, Jakarta, Kahala, Kuala Lumpur, Kuchin 
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"AI expertise and 


Sumitomo Bank 
ahead in the 
globalizing of 
Japans financial 
markets.’ 
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Shimpei Hanaoka 
Deputy President 
The Sumitomo Bank, Ltd. 


worldwide support 
from Digital keep 


digi tal 


“Sumitomo Bank, the world’ 
second largest bank, is working 
[OW ard the internati nalizati on ol 
ts. We chose 
Digital's expertise in artificial intelli 
us the high 
Iti 
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pence techn Jr gv tO give 
speed prn 
handle the dailv flood of telex traffic 
As a result we teel we are one step 
ahead Ol ti IC competit lon. 

"INI Ww, WC have one ol the 
world's most sophisticated AI telex 
funds transfer systems that helps us 


the best 


put the highest priority on 
interest of our customers. 
" Digital's years of experience 
In applied expert systems, as well as 
their commitment to service and sup- 
port at every level, has really paid off 
[t's why we Can dew te more energy to 
our internationalization strategy 
“We were looking for an inno 

vative solution. Digital, and only 
Digital, had the technology and a will 
ingness to work with us to turn our 
vision of international banking into 
a reality.” 
The rewards of working together. 

With Digital’s advanced artificial 
intelligence technology and compre- 
hensive worldwide support, you can 
Stay ahead of the competit ion. 

Today, with more experience In 
applied expert systems al ny with 
the support you need at every level, 
Digital gives you an elegantly simple 
Way tor your people to work t yoether 
more productively, more creatively, 
more efficiently, more competitively. 

To learn more, write to Digital 
Equipment | long Kong Ltd., 19-21/F 
Fleet House, 38 Gloucester Rd., Wanchai 
Hong Kong, or Digital Equipment 


Corporation Japan, Sunshine OU. P } Box 
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A way to work together like 
Digital 
has 
It 
DOW 


N | $ $ d / 
VEL Sout 
d 


| tva Je 
Aushalia 


never bet re. 





i 


The first steps you should take to start doing 
business in Australia. 


If you're thinking of doing business 
in Australia, the Commonwealth Bank 
will be able to give you a knowledgeable 
introduction to Australia’s complex 
marketplace. 

Our network of over 1250 branches 


covers the whole of Australia and key you step into the Australian market, step 
financial centres of the world. into the Commonwealth Bank. 


Putting us in the best position to 
provide expert advice on investments, COMMONWEALTH BANK 
OF AUSTRALIA. 


markets and opportunities. 


All of which suggests that before Australia’s leading bank. 


Sydney (Head Office), Tel 61(2)227711. London, Tel 44 (1)6000822. Frankfurt, Tel 49(69)290166. New York, Tel 1(212)8489200. Chicago, 
Tel 1(312)876 1200. Los Angeles, Tel 1(213)689 4702. Tokyo, Tel 81(3) 213 7311. Singapore, Tel 65 (224)3877. Hong Kong, Tel 852 5-221093. 
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President Arafat 


p that you are a Palestinian Rip 
Abu Winkle. You nodded off in Decem- 
ber 1987, when Mr Yasser Arafat, the chair- 
man of the Palestine Liberation Organisa- 
tion, was still treated by many people as the 
chief of an international terrorist 
gang championing a hopeless cause. 
You woke up again on a Paris boule- 

rd on May 2nd, just in time to spot 


himself president of Palestine, glide in 
a motorcade to the Elysée for a 90- 
minute natter with President Fran- 
cois Mitterrand. You rub your eyes in 
disbelief. The change in the fortunes 
of the Palestinians, in a space of 18 
months, has been little short of 
miraculous. 

Perhaps too miraculous. For the 
state of Palestine is still i imaginary. It 
has embassies and ministers; and 
many real states have recognised it. 
But the West Bank and the Gaza 
Strip, where Palestine is supposed to 
be, are still occupied by the Israeli 
army, as they have been for the past 
22 years. The hospitable President 
Mitterrand (see next page) does not 
recognise Mr Arafat as a head of 
state; nor, more seriously, does the 
United States. Indeed, Mr James 

iker, the American secretary of 
State, has threatened to cut off Ameri- 
can payments to the World Health Orga- 
nisation and to any other United Nations 
agency that has the temerity to accept Pales- 
tine as a member. 

Mr Arafat’s reception in Paris may 
bring real statehood a notch closer. It makes 
it easier to envisage further image-burnish- 
ing meetings: with Britain’s foreign secre- 
tary, Sir Geoffrey Howe, for example, and 
perhaps even with Mrs Thatcher herself. 
But Mr Arafat knows that if he is to com- 
plete the miracle he must one day take his 
motorcade across the Atlantic, to Pennsyl- 
vania Avenue. The Palestinian uprising con- 
tinues as ferociously as it did when it started 
18 months ago: while Mr Arafat was in 
Paris, a Palestinian ran amok in Jerusalem, 
stabbing and killing two Israeli civilians at 
random. Yet the Israelis have not been dis- 
lodged, or anything like it. Only through the 
good offices of the United States can Mr 
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goes to Paris 


Arafat hope to squeeze them out. 

The PLO has been working hard to get 
America on its side. Last November, in Al- 
giers, its National Council accepted Resolu- 
tion 242 of the United Nations Security 





This season's Paris fashion 


Caduque (adi, f) 
é 









OU could translate it from La- 
rousse," Mr Arafat told ques- 
tioners in Paris who wanted to know 
exactly what he had meant in saying 
that the charter of the PLO was 

"caduque". The word, though cur- 
rent, is less likely to be heard in a café 
than in a lawyer's office. In its legal 
sense, it means "null and void”, or, 
more loosely, “out of date”, “lapsed” 
or "invalid". A "théorie caduque” is 
outmoded or obsolete. Botanists use 
“caduque” for the leaves of decidu- 
ous trees, which grow back, and lin- 
guists for a vowel that is written but 
never voiced. 
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Council, which calls for territorial compro- 
mise and the acceptance of "all states" in 
the region. A month later in Geneva Mr 
Arafat recognised Israel by name and t 
nounced terrorism. That earned the PLO ¢ 
chance to talk to the American beni 
in Tunis. In Paris this week he said that the 
Palestinian National Covenant, which is the 
PLO's founding charter and calls unambigue 
ously for the violent elimination of Isai 
was "caduque ", obsolete (see box). He has 
not offered formally to revoke the docu- 
ment, but the Palestinians, he repeated for 
the umpteenth time, were now ready 
to live peacefully in their own state 
alongside Israel. R 
What next? Conventiona 
blather has it that President Bush i: 
idling on the Middle East. Actually y 
American diplomacy is in high gez ^ 
Since the beginning of April Mr Bus 
has been visited in Washington by 
the Israeli prime minister, Mr Yitzhak 
Shamir, and by President Hosni 
Mubarak of Egypt and King Hussein 
of Jordan. For now, Mr Bush has de- 
clined repeated Arab pleas to con- 
vene an international peace confer- 
ence. But he may have done 
something more useful. 
While in Washington Mr S 
proposed holding elections in the oc- 
cupied territories. The Ameri ans 
agreed in principle. An el 
would get around xil s refusal tc 
negotiate with the PLO, by produciny 
a body of locally elected Palestini 
that Mr Shamir is prepared to Me 
But Mr Bush wants to hear more c "e 
tailed particulars before passing final 
judgment. In Jerusalem teams of Is s- 
raeli diplomats are now devising an electio 
plan which they hope will satisfy the Amer E 
cans and cool down the intifada, while steer- 
ing clear of any commitment that might one 
day lead on to the creation of an indepen: 
dent Palestine. 
The Palestinian response has been mud- 
dled, as usual. Many prominent West E 3c ak: 
ers, together with the uprising's 
ground leadership, have rejected the idea 
out of hand. Others hint that the PLO mi ght 
go along with an election proposal that pi TO 
vided for international supervision, for the 
partial withdrawal of Israeli soldiers f 
town centres, for the participation of the 
Palestinians in East Jerusalem (which Israe 
has formally annexed), and for some 
method by which those elected could bi 
made part of the PLO's National Council. - 
These are details which Israel and the 
PLO might conceivably settle in their indirect 
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INTERNATIONAL —— 
triangular negotiations through the Ameri- 
cans. A bigger obstacle concerns the pur- 
pose of the discussions Israel would hold 
- With the elected Palestinians. Mr Arafat said 
in Paris that he would be prepared to discuss 
- an election if it were “part of a process from 
— A to Z", not just an Israeli pretext for delay. 
But the z he has in mind is independent 
statehood. z for Mr Shamir and his Likud 
party is some form of Palestinian autonomy 
under Israeli supervision. 

— There is a way around this, but it in- 
volves a catch. Mr Yitzhak Rabin, the Israeli 
defence minister, is expected to take Israel's 
detailed election plan with him when he vis- 
‘its Washington at the end of May. Although 
Mr Rabin works well with Mr Shamir, he 
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| T2RANGCOIS MITTERRAND, presi- 


; dent of France, was careful not to be 


.. FROM OUR PARIS CORRESPONDENT 
photographed shaking hands with Mr 
Arafat at the Elysée on May 2nd. As ill- 
luck would have it, their meeting fell on 
the memorial day of the Jewish holocaust 
in the second world war. There were 
- demonstrations in Paris at many places 
that have suffered violence connected 
- with the Middle East. Some 10,000 peo- 
ple gathered outside the synagogue on 
| Rue Copernic where a bomb killed four 
| people in 1980. They chanted "Arafat 

- assassin, Mitterrand accomplice.” 
| Yet just as the visit itself was nine- 
| tenths symbol, so the protests lacked 
| unanimity. Mr Jean Kahn, prominent 
| among the Jews of Strasbourg, said he 
i 3 was not keen for a breach between 
French Jewry and the government. 
| Though disapproving of the visit, many 

-. French Jews, at root, accept the need for 
| adialogue between Israel and the PLO. 

— There is no “Jewish vote" in France. 
| . French Jews are divided by history as well 
| as by politics. Modern assimilation be- 
. gan when French Jews won citizenship at 
|| the time of the French Revolution. Anti- 
| 'semitism returned in force with the ar- 
|. rival of Jews from Eastern Europe at the 
| end of the nineteenth century, 
| crystallised in the Dreyfus affair. Many of 
| the newcomers were active in Zionist or 
| socialist politics. 

} Much later, after the Algerian war, 
|| Sephardic Jews from North Africa set- 
| tled in France, many of them small shop- 
|| keepers or entrepreneurs. Religion and 
. politics are for them a natural mix. They 
were were the among the most vocal in 
_ this week's demonstrations. Those with 
} shops in the Sentier, the Paris garment 
district, rang down their shutters in pro- 
|. test. The visit concided with a campaign 
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Middleman Mitterrand 
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belongs to the La 
ent view of the future. Like Mr Arafat, he 
believes that the election must be part of a 
process leading to a permanent settlement, 
not an end in itself. “I will not sit in a gov- 
ernment which has Greater Israel as its 
goal," he told Israel Radio on April 27th. 
This comment intrigues the PLO. Is it 
possible to go along with Israel’s election 
plan, acquire a measure of self-government 
in the occupied territories, and then, 
through sheer momentum, push Israel on 
towards a real withdrawal? To be sure, no 
amount of momentum will push the obsti- 
nate Mr Shamir further than he wants to go; 
but Mr Shamir will not be prime minister 
for ever. At some point the present Israeli 
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for head of the Conseil Représentatif des 
Institutions Juives de France, which may 
have made its leaders sensitive to pres- 
sure for public protests. 

In inviting Mr Arafat, Mr Mitterrand 
could count on a considerable bank of 
goodwill towards him among French 
Jews. This was built up partly in contrast 
to mistrust of conservative predecessors. 
De Gaulle began with good relations 
with Israel. France supplied Israel with 
Mirage jets. But the atmosphere cooled 
after the Algerian war when France 
wanted to restore friendships in the | 
Arab world. In 1967, when Israel ig 
nored, as De Gaulle saw it, his warning 
not to go to war against the Arabs, 
France's arms embargo on both sides 
hurt Israel most. De Gaulle made matters 
worse soon afterwards by talking of "the 
Jewish people" as "an elite, sure of itself 
and domineering”. 

Later conservative presidents pur- 
sued an active Arab policy. A French for- 
eign minister met Mr Arafat in Beirut in 
1974 and a year later a PLO office opened 
in Paris. For this, and for the freeing of 
Abu Daoud, a suspected anti-Israeli ter- 
rorist, after his arrest in France, French 
Jews called in 1981 for a vote against Mr 





Giscard d'Estaing and for Mr 
Mitterrand. 
Mr Mitterrand has been even- 


handed. In 1982, on the first visit by a 
French president to Israel, he spoke to 
the Knesset of the need to respect Pal- 
estinian rights. In the turmoil after Isra- 
el's invasion of Lebanon in 1982, French 
troops in the multinational force allowed 
Mr Arafat and his followers to escape 
first from Beirut and then from Tripoli. 
Mr Mitterrand bet on Mr Arafat when 
almost everyone else, including Syria's 
government, was ready to dump him. 


bour party and has a differ- 
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coalition may be replaced, perhaps by a 
more amenable government under Labour. 

It is possible, but remember that catch. 
The catch is time. So far, at any rate, not 
even the Labour party accepts the idea of 
Palestinian statehood. It believes any Israeli 
withdrawal must take place in stages, pref- 
aced by a long period of confidence-build- 
ing. Recently an Israeli think-tank suggested 
that a demilitarised Palestine might be ac- 
ceptable after a transitional period of 10-15 
years. At first Mr Shamir refused to read the 
report, regarding it as too radical. 

Mr Arafat may not have buckets of 
time. He has had to earn each of his recent 
successes by giving up something that Pal- 
estinians hold precious. First it was the 
dream of “liberating” the whole of Pales- 
tine, then the tactic of “armed struggle", 
now, it seems, the National Covenant. To- 
morrow it may be the Palestinian refugees’ 
“right of return” or even the idea of full in- 
dependence itself. So far a stateless nation 
bewildered Rip Abu Winkles has gone along 
with the concessions, because the advances 
have come so miraculously fast. Will they 
stay loyal if the drama starts to slow down? 





Zimbabwe 


Border bothers 


FROM A CORRESPONDENT IN HARARE 


HE wretched townships around Zimba- 

bwe's bigger cities, and the barren com- 
munal lands where 70% of the country’s 
people live, should provide fertile recruiting 
grounds for an opposition party; but not, 
perhaps, for the Zimbabwe Unity Move- 
ment (ZUM) which Mr Edgar Tekere 
launched this week. The lack of any big- 
name supporters, and the strength of Presi- 
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They can’t keep Tekere quiet 
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dent Robert Mugabe’s ruling ZANU-PF party, 
make long odds against any successful bid 
for power by Mr Tekere. Mr Mugabe called 
ZUM the joke of the year. 

Mr Tekere has always been an annoying 
politician, not only because he was once 
embarrassingly charged with the murder of a 
white farmer; he was acquitted but lost his 
ministerial job. His constant bashing of the 
government for corruption and mismanage- 
ment has won him popularity among the 
poor, the unemployed and radical students. 
Any newspaper that puts his picture or 
name on the front page can count on long, 
sometimes unruly, queues at the kiosk. Most 
people agree with him that Zimbabwe's so- 
cialist leaders are more interested in their 
bank accounts than the state of the young 
nation. 

But translating public frustration into a 
political movement may be beyond even the 
energetic Mr Tekere. He would need help 

om disenchanted senior members of the 
suling party, and there is no indication of 
any imminent defections. His old comrade 
Mr Mugabe is a wily politician. As quickly as 
Mr Tekere levels a new charge against the 
government, Mr Mugabe appears to be tak- 
ing remedial action. Since he was expelled 
from the ruling party six months ago, Mr 
Tekere has accused Mr Mugabe of failing to 
control his subordinates' greed. During that 
time five ministers have been forced to re- 
sign by the biggest corruption investigation 
in the country's history. 

To the charge that the government's so- 
cialist talk has put off foreign capital, Mr 
Mugabe can point to a new, more liberal in- 
vestment code that will appear on May 8th, 
in time for a conference in London to pro- 
mote investment in Zimbabwe. Mr Tekere 
says he would return powers from the state 
to traditional chiefs; the government is pro- 
posing legislation to bring chiefs and head- 
men into the judiciary. Mr Tekere's stron- 

st card is Mr Mugabe's plan for a one- 
party state after the general election, in 
1990. More and more Zimbabweans want 
an opposition party, to keep an eye on the 
government. 

The danger in Mr Tekere's appeal lies in 
Zimbabwe's complicated tribal equation. 
The only groups left unscarred by the recent 
scandal were those of Mr Mugabe's own 
central Mashonaland region. Ministerial 
casualties included members of the Ndebele, 
Karanga and Manyika peoples; critics chide 
the president for protecting his own. More- 
. over, Mr Tekere's stronghold, the eastern 
province of Manicaland, is almost on a war 
footing, threatened by nightly border raids 
by the Mozambique National Resistance 
(Renamo). Villagers often sleep in the bush, 
too frightened to stay at home at night. The 
government has begun to move people into 
protected villages, which win its opponents 
more sympathetic ears. 
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Africa 


Hace and faith 


N AFRICA, as in paler continents, con- 

flicts of culture can cause violent ten- 
sions. Between the Mediterranean and the 
Sahara most people are Arabs, by culture if 
not in appearance; south of the desert black 
Africa proper starts. Islam, spread by Arabs 
and bound to the Arabic language of wor- 
ship, gives extra spice to the sometimes vola- 
tile mix. The desert itself is empty: without 
people there can be no conflict. There is a 
continuous population, north to south, only 
along the river Nile. 

On the west coast, fighting last week be- 
tween Arabic-speaking Moors 
and black Africans in Senegal 
and Mauritania left several 
hundred people dead and 
soured relations between the 
two West African neighbours. 
Ancient hatreds between the 
two communities helped turn a 
piddling dispute over grazing 
rights into bloody race riots. 
The victims were Mauritanians 
who run the retail trade in Sen- 
egal, and Senegalese labourers 
working in Mauritania. Before France 
colonised the region, the lighter-skinned 
Arabic-speaking Moors used to dominate 
and enslave the blacks of Senegal. That 
memory, and the Mauritanians’ uncon- 
cealed sense of superiority, stirs deep resent- 
ment among the Senegalese. 

Mauritanian society is itself deeply di- 
vided. The Beydane, the “white’’ Moors of 
Arab-Berber descent—they used to live by 
herding camels—dominate their former 
serfs, the Harratine or low-caste "black" 


Moors and the black Fulani and Wolof 


Continental rift 
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farmers along the Senegal river to the south. 
Slavery was officially abolished in 1980; in 
practice it still exists. Beydane army officers 
rule the country against a background of re- 
curring plot attempts by black Maurita- 
nians, allegedly supported from Senegal. 
The blacks resent moves to Arabise the 
country, and oppose government efforts to 
strengthen links with the Arab north. 

Most Mauritanians, dark or pale, are 
Muslim. Farther east, religion complicates 
the picture. Where the desert starts to be wa- 
tered, and settled farming begins, many of 
the people stand by their traditional animist 
beliefs, and the educated elites tend to be 
Christian. The history of Chad since it 
gained independence from France has been 
dominated by tensions between the Mus- 
lims of the north and centre— 
Tuareg nomads and 
Islamicised blacks—and the 
Bantu cultivators of the south. 
In the 1960s the government 
was run by French-educated 
Christian southerners. The 
northerners rebelled. Libya 
meddled in the resulting civil 
war. The conflict is over for the 
time being, but Chad is not 
really a united nation. 

Sudan’s mix has been even 
more troublesome. The British ran separate 
administrations in the Arab, Muslim north 
and the black, non-Muslim south. When 
they left they handed power to the north- 
erners, who were the majority. A year before 
independence, in 1955, the southerners re- 
belled against what they saw as inevitable re- 
pression. They have been fighting almost 
continually ever since, most hotly since 
1983 when the northerners imposed Islamic 
sharia law on the whole country. This 
week's offer of a ceasefire may not be the 
end; war and famine have driven many non- 
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has behaved 
Whether, as the sceptics insist, Rodriguez 
Mark 1 will prove merely a disguise for 
Alfredo Stroessner Mark 2 is still to be seen. 
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Muslim southerners into the north, so the 
dividing line is more blurred than ever. 
Nigeria has no Arabs: its Muslim invad- 
ers came, early in the nineteenth century, 
from the heart of the Sahara. The legacies of 
British rule—indirect in the Muslim north, 
direct in the largely Christian south—sowed 
the seeds of Biafra's attempted secession in 
the late 1960s. Migration and intermarriage 
have since jumbled up faiths and tribes: 
Muslims like their beer, Christians take sev- 
eral wives. Yet the issue of sharia law divides 
the north from the south. Last year the civil- 
ian assembly, supposed to prepare a con- 
stitution for the years to follow the present 
army dictatorship, argued so long and fruit- 
lessly over sharia that the generals imposed 
their own compromise. In the city of 
Kaduna, roughly three-quarters Muslim, re- 
ligious riots last year cost several lives and 
the head of a statue at a traffic roundabout 


(a profane effigy, said the Muslim rioters). 

Zanzibar, last century, was a colony of 
Arab Oman, where the sultans gathered 
black slaves for export. Though Zanzibar is 
now part of Tanzania, the bitter legacy lives 
on. The islanders live in fear of a repetition 
of the events of 1964, when Zanzibar's black 
majority under John Okello overthrew Arab 
rule. More than 5,000 Arabs and Muslim In- 
dians were killed; a similar number of the 
most prominent Arabs fled, and the remain- 
der were dispossessed. 

But Arab-African tensions are sadly not 
exceptional; they pale into insignificance 
alongside inter-African tribal rivalries like 
last October's massacres of Hutu by Tutsi in 
Rwanda, or the continuing struggles be- 
tween Muslim clans in Somalia. Most of the 
time, Arabs and Africans live as neigbours 
along the fault-line on which history has 
placed them. 





Latin America's elections 


Paraguay minus Stroessner 


Latin America is stretching its democratic limbs. On May Ist P y 
E to the polls, with the expected result (see below). On May 7th Bolivia 


Panama vote: we report on 


the results next week. On 


y 14th it is 


Argentina's turn, and there the limb-stretching looks like turning painful 


FROM OUR CORRESPONDENT IN ASUNCION 


HE tinpot dictatorship is now a tinpot 

democracy. After an election as conclu- 
sive as it was dubiously conducted, General 
Andres Rodriguez can claim a mandate to 
rule Paraguay. In the three months since his 
First Army Corps pounced on the home in 
Asuncion's smug suburbia of the old dicta- 
tor's mistress, interim-President Rodriguez 
like a model democrat. 


General Rodriguez’s decision to call an 


- election without first changing the distorted 
- electoral laws and voters’ lists was oppor- 


tunistic. But he promised to allow the newly 
elected congress a full-blooded constitu- 
tional reform, and stuck a trowel tentatively 
into the shallow grave of Paraguay's grue- 
some past. Half a dozen ministers are behind 
bars or confined to barracks in their com- 
fortable suburban homes. The most aston- 


ishing decision was the general's unsolicited 





undertaking to stand down in 1993 and in- 
sist on one-term presidencies in the future. 
Given Paraguay 's past, the change is not 


l yet revolutionary. Extraordinary steps will 


needed to prise the grip of the ruling Col- 
orado party from every public office, from 
presidency to schoolroom. But even dogged 
opponents of the regime remark on the new 
atmosphere of open debate, despite the 
press’s timid hesitation to be free. 
Political activity was open and ubiqui- 
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Rodriguez, the conidórtable winner 


tous in the election campaign. The army 
kept out of the polling booths. Voting irreg- 
ularities were commonplace, but the ever- 
dominant Colorados hardly felt it necessary 
to centralise their winning effort. Mr Do- 
mingo Laino, the sincere if hangdog leader 
of the losing Authentic Radical Liberals, 
whinged about ballot fraud. But most for- 
eign observers privately agreed: the coun- 
trys cleanest dirty elections since 1926 
showed that roughly three out of four Para- 
guayans like their stout and jovial new boss. 


Economic weakness could make the 
honeymoon brief. The rich General Rodri- 
guez is at the heart of the establishment— 
his daughter married General Stroessner's 
son Freddy—but he has broken with Para- 
guay's long corporatist-nationalist tradition. 
His rapid first decisions floated the guarani 
exchange rate (it has long been two-tiered, 
to favour the public sector), launched a pri- 
vatisation plan for public-sector lame ducks, 
and promised to throttle the budget deficit 
of $200m a year; only then did he decree the 
usual big pay rises for public servants, espe- 
cially soldiers. His ministers for finance and 
for industry are technocrats, wedded to the 
sort of economic orthodoxies that have 
served Chile well. With repayment of the 
country's foreign debt of $2.2 billion more 
or less under control, the biggest threat is 
inflation of 3096 a year. 

The doubt is whether the Colorado par- 
ty's old-fashioned leaders will put up with 
the necessary corrective measures. Furth 
challenges will come from trade unionis 
and militant land reformers, spurred on by 
the opening of debate. A consultant to the 
government points out: "You must remem- 
ber that Rodriguez is only half soldier; the 
other half is businessman." 

The bizarre optimism about this bizarre 
country says the new president will try to 
turn Paraguay into a sub-tropical Luxem- 
bourg, swapping its traditional smuggling 
industry for the supply of financial services 
and duty-free goods to the neighbouring gi- 
ants, Brazil and Argentina. In 1993, after a 
lifetime of enjoying the privileges heaped 
upon him by the patron he deposed, the 
country's richest citizen hopes to pass on to 
his successor a non-pariah Paraguay, no 
longer 'dinosaur dictatorship but regional 
dynamo. It is a gallant dream. 





Grey prospect in 
Argentina 


FROM OUR CORRESPONDENT IN BUENOS AIRES 


HE disgraced military regime crept out 
of power in October 1983, opening the 
way for Mr Raul Alfonsin, the Radical can- 
didate, to win a handsome 12% majority in 
Argentina's presidential election. Now it 
may be the turn of the Radicals to back out 
in shame. They have not yet quite lost hope 
of squeezing Mr Alfonsin's chosen succes- 
sor, Mr Eduardo Angeloz, into office after 
the election on May 14th. But the erratic 
opinion polls suggest that Mr Angeloz, with 
about a quarter of the voters supporting 
him, is well behind Mr Carlos Menem of the 
Justicialist party, which keeps alive the mem- 
ory of General Juan Peron. 
oever becomes president will be 
hemmed in by an economy wrecked by de- 
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— Menem’s flying, but where to? 


INTERNATIONAL 








PN 


cades of non-stop inflation, slow or no 
growth, an overbearing bureaucracy, deficit 


- spending and a foreign debt now amounting 


to almost $60 billion. People with capital are 
shifting it abroad as fast as they can. The 
public services do not work. Inflation seems 
out of control. The departing president ad- 
mits economic failure. Argentina needs 
clear-minded government prepared to do 
tough economic things. The pity is that the 
election will not quickly provide such a gov- 
ernment. Unless one man has a decisive 
lead, the antiquated electoral system could 
vest the choice in an electoral college, which 
is not obliged to reach a decision until Au- 
gust 10th. And the new president will not 


— take office until December 10th. 


Mr Angeloz and Mr Menem are both 
lawyers. Both studied at the same university 
at much the same time. Both are now pro- 
vincial governors. Both are in their late 50s. 


Otherwise they are opposites. 


Mr Menem, with bushy sideburns and a 
taste for fast cars, is a jovial populist of Syr- 
ian stock, a convert to Catholicism (the con- 
stitution says presidents must be Catholics). 
His wife Zulema, a devout Peronist who says 
she would like to take up where the late Eva 
Peron left off, is still a Muslim. Mr Menem 
says all Argentina has to do is "follow me" 
into a revival of Peronism, which means a 
"production revolution" fuelled by wage 
rises and industrial subsidies, and some 
vague social pact negotiated among trade 


Correction 
Our article on Panama (April 15th) confused the 
candidates at the presidential election on May 7th. 


The party approved by the armed forces is led by 
Mr Carlos Duque. The candidate of the opposition 
coalition is Mr Guillermo Endara Callimany. Sorry. 





unionists, businessmen and an ill-defined 
flock of interest groups. 

Mr Angeloz, of Swiss and Spanish an- 
cestry, is anything but flashy. His stodgy 
claim is that change is possible, if hard to 
achieve. He would like to lead Argentina to- 
wards free markets and balanced budgets. 
He wants the state to stop cosseting indus- 
try, and to give the central bank authority 
over money and interest rates. 

Mr Menem argues for more subsidies 
and "national prestige". Mr Angeloz would 
privatise large chunks of the state sector, in- 
cluding the Atomic Energy Commission 
and the petroleum monopoly. He hopes his 
reforms would nudge foreign creditors into 
agreeing to new loans. Mr Menem promises 
a five-year moratorium on the payment of 
debt interest, which would somehow first be 
agreed on with creditors. Or, some of his 
aides add, maybe not, and so what? 

Neither candidate is promising the 
armed forces the amnesty they want for 
crimes committed under the former military 
regime. Mr Menem, though, endorses the 
generals’ complaint that Mr Alfonsin's aus- 
terity has weakened the services. Peron, now 
dead some 15 years, was after all a general. 
Mr Angeloz has upset the high command by 
suggesting that much of the army's indus- 
trial complex—reputedly Argentina's big- 
gest holding company, with interests from 
chemicals to buses and trains—will be sold 
off. That would reduce the army's clout, and 
impoverish some senior officers. 

[n a different way, Mr Angeloz also has 
his sights on the trade unions, whose tough 
bosses, ardent Peronists, are among Mr 
Menem's best friends. He wants to push 
through new laws to break the labour mo- 
nopoly and the closed shop, saying he would 
call a plebiscite over the head of Congress if 
necessary. 

Four other candidates are in the run- 
ning, the strongest being Mr Alvaro 
Alsogaray of the Union of the Democratic 
Centre—strong on free-market economics 
but, unlike Mr Angeloz, sympathetic to the 
generals. The small parties may come into 
their own if nobody gets a clear lead. In the 
electoral college they would avidly trade 
votes for promises. Boch Mr Menem and Mr 
Angeloz are therefore urging people not to 
waste votes on small parties. 





Canada's budget 


Ouch 


FROM OUR CANADA CORRESPONDENT 


LL across the country, Canadians have 
been shaken by the toughest federal 
budget in decades. The shock was delayed 
by the distraction, on April 26th, of a televi- 
sion reporter waving a copy of the budget 
summary and quoting detailed figures from 


it on the evening newscast, nearly 24 hours 
before the finance minister, Mr Michael 
Wilson, was due to reveal them in Parlia- 
ment. The reporter had got his leak in an 
Ottawa garage from a mystery caller. 

To forestall market speculation, Mr Wil- 
son had to read an abbreviated budget 
speech to journalists instead of to Parlia- 
ment, then faced the opposition's reminders 
that King Charles I lost his head for a similar 
disregard of the legislature. 

Only then did Canadians begin to focus 
on the sharp edges of the budget itself. The 
biggest squawk came from those who will be 
affected by the closure of military bases. The 
shopkeepers of Portage la Prairie claim they 
are being punished because Manitoba is 
holding up ratification of the Meech Lake 
constitutional agreement, which was to have 
been the prime minister's political triumph. 
People who live around the base at 
Summerside conclude that it was earmarked 
because Prince Edward Island returned onl 
Liberal members in last November's federai 
election. The province's Liberal premier, 
Mr Joe Ghiz, swiftly called an election this 
week, making an issue of the 1,200 jobs lost. 

There has been little complaint, in Can- 
ada at least, about the cut of 1296 in foreign 
aid, or the decision not to buy any nuclear- 
powered submarines after two years' court- 
ship by French and British firms. Vice-Ad- 
miral Charles Thomas, who first pressed the 
scheme for a dozen such submarines, mildly 
promised the cabinet an alternative pro- 
posal for monitoring the Arctic approaches 
with underwater sensors. 

Canada's NATO allies should be more 
concerned about the abandonment of plans 
for acquiring a new tank, which suggests 
that the already tiny Canadian contingent 
in Europe will be scaled down. Taken to- 
gether, the cuts in foreign aid and defence 
spending suggest that Mr Brian Mulroney's 
government is sidling off the world stag- 
only months after a vigorous campaign t 
defeat Greece for a seat on the United Na- 
tions Security Council. But then, say his 
critics, consistency has never been Mr 
Mulroney's main virtue. 

During last year's election, they com- 
plain, he said nothing about tough budgets, 
higher taxes and welfare cuts. Yet the need 
for these measures is obvious. Since 1973, 
when under the Liberals spending began to 
sprint ahead of revenue, Canada has run up 
a debt of C$320 billion ($270 billion). The 
annual interest payments of C$39 billion, 
said Mr Wilson in his budget speech, ex- 
ceeded the federal government's spending 
on health care, family allowances, old-age se- 
curity and social assistance combined. 

Once before, at the start of his first ad- 
ministration, Mr Mulroney set out to tackle 
the deficit and debt problem, then retreated 
as the Conservatives popularity plum- 
meted. This time he may persist. 
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straws in the windmills 


FROM OUR AMSTERDAM CORRESPONDENT 


HE ever-spreading greenery in Europe 
has strangled its first government. After 
seven years in office, Holland’s centre-right 
coalition came to grief after an emergency 
debate on May 2nd over the financing of its 
proposed national environment plan. The 
following day Mr Ruud Lubbers, the Chris- 
tian Democratic prime minister, offered his 
resignation to Queen Beatrix. He will stay in 
harge until an election is held, probably in 
eptember. That vote should hold clues to 
the future of European politics well beyond 
Holland. Not only will it suggest how far vot- 
ers really do put saving the planet ahead of 
their immediate living standards. It will also 
be a hint of whether, after a decade of free- 
market policies, Europe might be tilting left 
again. 

Green feelings are strong in Holland. It 
does not have a big Green party, but it is the 
first EEC country to produce a comprehen- 
sive national environment plan, and it has a 
monarch who has jolted the politicians by 
speaking out about pollution. In her Christ- 
mas speech, no less. Instead of bringing tid- 
ings of good joy to the Dutch, Queen 
Beatrix told them that the future of creation 
was at risk. "The earth is slowly dying," she 
said. "We human beings ourselves have be- 
come a threat to our planet. Those who no 
longer wish to disregard the insidious pollu- 
tion and depredation of the environment 
are driven to despair." 
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Why this Dutch despair? Holland is es- 
pecially vulnerable to pollution. Its flatness 
and the fact that half of it already lies below 
sea level mean that the Dutch may reason- 
ably feel a trifle nervous about rising water 
levels as a result of the “greenhouse effect”. 
Holland collects dirt wafting from factories 
in neighbouring countries, and the assorted 
filth (such as the poison from the Sandoz 
spill in Switzerland in 1986) that pours into 
the Rhine from countries upstream. Some 
see small, densely populated Holland as the 
sink of Europe. It also creates plenty of its 
own mess: trafic fumes, industrial waste 
and, not least, dung. Holland's 5m cows and 
12m pigs produce nearly 100m tonnes of 
manure each year, much of it infused with 
chemicals from animal fodder; this pollutes 
as it seeps into the water. 

In the European Community the Dutch 
have led the lobby for ultra-clean car ex- 
hausts. At home the government has been 
preparing the ambitious environment plan 
which caused the Lubbers resignation this 
week. The plan has yet to be officially un- 
veiled, but its broad outline is known. 

It has two guiding principles. One is the 
concept of “sustainable growth” (the notion 
that environmental protection and eco- 
nomic growth should go hand in hand). The 
other is that “the polluter pays". The aim is 
to reduce pollution in water, air and soil by 


between 7096 and 9096 over the next 20 


years. Existing pollution would be cleared 
up and future contamination prevented. All 
this would be accomplished through stricter 
rules, more fines for anyone who breaks 
them and subsidies for energy conservation, 
safer waste disposal and the like. It will not 
come cheap. Total annual spending on envi- 
ronmental protection is expected to be 7.3 
billion guilders ($3.4 billion) by 1994, 

There's the rub. How, and when, 
should the plan be paid for? The Liberals, 
the junior and further-right partner in the 
government coalition, demanded that the 
plan be paid for without raising taxes; the 
money should come from higher revenue 
generated by future economic growth, and 
from cuts in spending on education and wel- 
fare. The Liberals' parliamentary leader, Mr 
Joris Voorhoeve, objected to cabinet pro- 
posals to scrap tax deductions for car come 
muters and to raise excise taxes on petrol 
and diesel. He had also opposed proposals 
to increase taxes on home ownership. He in- 
sisted that the financial burden of the clean- 
up should not fall unduly on the shoulders 
of car and home owners. Mr Lubbers de- 
cided to resign rather than give way. 

The collapse of the coalition is partly 
the result of the growing personal rivalry be- 
tween Mr Voorhoeve and Mr Lubbers. Both 
are strong characters. The Hague, it is said, 
is not big enough for both of them. But the 
shrewd Mr Voorhoeve is also making a cal- 
culated gamble. He hopes that home and car 
owners, many of whom are Liberal voters, 
will on voting-day turn out to be keener on 
tangible, pocket-book values than on less 
tangible, green ones. 

He may be right (and politicians across 
Europe will be keen to see whether he is). 
But he is taking a big risk. The opinion polls 
suggest that the opposition Labour party, 
which favours Mr Lubbers’s “pay now" ap- 
proach to pollution, has a good chance of 
regaining the position it lost in the 1986 
election as the largest single party in parlia- 
ment. Admittedly, the opinion polls proved 
wrong then, having predicted that the 
Christian Democratic-Liberal coalition 
would lose its majority. Still, there is a fair 
chance this time that the socialists will get 
back into a government coalition. 

That, too, would be a powerful pointer 
for other Europeans. It could herald shifts to 
the left elsewhere—notably in West Ger 


many, where the Social Democrats are hop- 


ing to win power in the 1990 election. 


Watch the elections to the European Parlia- ~ 


ment in June and the Dutch vote in the au- 


tumn to see whether Europe's left is about 
to fight back. 
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Mighty modest 


ROM OUR PARIS CORRESPONDENT 


X Mr Michel Rocard became 
YY France's prime minister a year ago, 
p actors predicted the worst. They said he 
was too jumpy and weak to handle a domi- 
neering president, a hostile Socialist party 
and a minority government. He has proved 
th em wrong on every count and his 
showings in the opinion polls are buoyant. 


Mr Rocard could be forgiven for gloat- 
z. Yet a key to his success is modesty. He 


bs ows that he benefits from an economy 
p grew 3.796 last year through none of 


vis doing and that his popularity could 
quickly vanish with a return to fast inflation 


caused in large part by international forces 
o ut t of his control. 


- The Rocard method, according to his 
advisers rests on three simple rules: don't 
: ack people, particularly opponents; don’t 


p omise more than you can deliver; and, 
above all, get agreement by talking. Mr 


ard himself i is never at a loss for words. 


Wl hen he stops, he has shown a talent for 


mi ing adversaries talk to each other. 


Last summer, for example, he defused 


te ension in New Caledonia by persuading na- 


Boo as a Swede 


I. 
. FROM OUR NORDIC CORRESPONDENT 


RE the Swedes really as calm and re- 
served as the characters in an Ingmar 


a . Bergman film? The answer seems to be: 


ye But, unlike Bergman 's characters, the 


| great majority of Swedes say they are 


- happy and satisfied with life. 
- Foreigners are often struck by the un- 
. emotional Swedes. These people don't 
. lose their temper, rarely raise their voices 
pe silence of the crowds at the main rail- 
D wiy station in Stockholm stunned a Turk- 
F ish immigrant), and can sit through a hi- 


- larious comedy without a single guffaw. 
| The foreigners’ random impressions now 


| have 'scientific" confirmation in an en- 
. tertaining study of the Swedish mentality 
p Aake Daun, professor of ethnography 

| at Stockholm University. 

. A He reports that 24% of adult Swedes 
— admitted to being moved to tears when 
their prime minister, Olof Palme, was 

I murdered in 1986. This compares with 


| 5396 of adult Americans who said they 


I 


| rie when they heard of the killing of 
| John Kennedy, and 44% of first-genera- 
- tion immigrants to Sweden who cried 
| "when Palme was shot. About half as many 

Swedes as ltalians and Koreans (and far 


| fewer Swedes than Finns) admit to losing 
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tive Melanesians and French settlers to ac- 
cept a ten-year programme of communal 
talks and elections to decide if this South Pa- 
cific island should stay French. During a 
long wave of public-sector strikes up and 
down France last autumn, he kept both 
sides bargaining. The strikes 
slowly petered out, without the 
government giving obviously 
inflationary rises. The govern- 
ment is using the same tactic in 
Corsica, troubled for almost 
three months now by strikes 
and separatist turbulence. 3 

Mr Rocard has been deft at © 
handling his boss in the Elysée. 
President Mitterrand’s lack of 
interest in economics helps the 
division of labour here and Mr Rocard is 
careful not to stray into the presidential do- 
main of foreign policy. In addition, Mr 
Rocard has accepted that he is a would-be 
successor, not a rival, making it easier for 
him to find a line in his own mind between 
following orders and grovelling. So long as 
Mr Rocard does well as prime minister, 
other Socialist candidates for president will 
have a hard time disputing the inheritance. 

If Mr Rocard has not yet won the Social- 
ist party's heart, he has gone a long way to 
imposing on it his non-socialist ideas about 
how an advanced economy should be run. 


their temper easily if they cannot get their 
way. Swedes are much less prone than 
other Europeans to blame traffic acci- 
dents on "aggressive" driving. 
Psychological tests suggest that the 
Swedes in general are more introverted 
than other Europeans or than Americans, 
which helps to explain why Swedes see 
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A year lx body-building 


Changing the Socialists from a party of doc- 
trine to one of government and patronag~ 
was already well on the way when Mr Lau 
rent Fabius became prime minister in 1984. 
With the party's return to power under Mr 
Rocard after two years in opposition, this 
change is nearly complete. 

France’s tenth plan, which has just 
passed the National Assembly under a par- 
liamentary guillotine, is a gauge of how far 
the Socialists have changed. A plan only in 
name, the draft sent to parliament was 70 





shyness as a positive trait and talkative- 
ness as a negative one. They like to be si- 
lent and alone and don’t admit to saying 
things for the sake of teasing others (no 
wonder a Swedish election campaign is as 
exciting as a wet Sunday in the country). 
They also take a much sterner view of ly- 
ing than other Europeans. 

They shun conflict, especially in their 
public lives, and are as assiduous in seek- 
ing consensus and co-operation as the Jap- 
anese. When faced with conflict they have 
difficulty in handling it. Hence, according 
to one of the theories recorded by Profes- 
sor Daun, the high divorce rate. 

How to explain the cool Swede? The 
climate may have something to do with it 
(though Finns are apparently more tem- 
peramental, and their climate is no bet- 
ter). So may a Lutheran heritage. As Pro- 
fessor Daun says, in rural Sweden—and 
Sweden was largely rural until the middle 
of this century—there were no taverns, 
only the temperance room, the Lutheran 
parish hall and, later, the premises of the 
labour movement; it was not much fun go- 
ing to any of them. 

Change may be on the way. Immi- 
grants who came to Sweden in the 1940s 
report that the Swedes are much less stiff 
and reserved than they were then. In 
Stockholm these days, it is even possible | 
to unearth the odd pub. | 
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pages of prose with hardly any figures, set- 
ting out priorities for government policy up 
to 1992: cutting unemployment, improving 
schools and research, preparing for 1992 in 
the EEC and "renewing" the public ser- 
vice—Mr Rocard prefers the word to “re- 
form", which to his ear sounds too con- 
frontational. There is scant socialism in any 
of this, though Mr Rocard pointedly dis- 
tances himself from the likes of Mrs 
Thatcher by his support for the “social di- 
mension” of the EEC's single-market project. 
“Modest” well describes Mr Rocard's 
parliamentary record. The prime minister 
makes no apologies. Lack of ambition comes 
less from a minority position in parliament 
than from not having a big legislative pro- 
gramme to begin with. "We can do pretty 
well anything we want in the National As- 
sembly," boasts a parliamentary adviser. In 
theory, the Communists and the conserva- 
“ves could unite to bring down Mr Rocard's 
ernment. This would take some doing, 
especially since the conservatives are di- 
vided among themselves and not yet ready 
to take power again. 
Last year, while feeling out the ground, 
Mr Rocard pushed through an unswingeing 
wealth tax and a minimum income provided 
by the state tied to work service or job train- 
ing, as well as a largely inherited budget. 
This year Mr Rocard is proposing only small 
changes to bills passed under the conserva- 
tives making it easier for bosses to sack 
workers, for landlords to demand market 
rents and for the police to expel without 
court order illegal aliens picked up on suspi- 
cion. A big change Mr Rocard proposes is a 
cut in defence spending, whose exact size 
ministers are fighting over. Parliamentary 
whips think conservative and Communist 
opposition on this will be no great problem. 
Modesty does not mean lack of confidence. 





_witzerland 


Revolution in part 
of Appenzell 


FROM OUR SWITZERLAND CORRESPONDENT 


HE next-to-last bastion of Swiss male 

supremacy fell on Sunday, April 30th, 
in a little town called Hundwil in eastern 
Switzerland. The burghers of the half-can- 
ton of Appenzell-Ausserrhoden (243 square 
kilometres, 50,000 people) voted, by what 
looked like a very narrow majority of raised 
hands, to give their women the right to take 
part in the Landsgemeinde, the gathering 
that decides the canton’s affairs. There were 
no protests. When the Landammann, the 
elected head of the cantonal government, 
says a vote is carried, it is. The sort of 
Appenzeller who loves the old ways and is 
shocked by women’s votes would be the last 
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Let the other half vote 


to deny that. 

The Landsgemeinden that still take 
place in five small pockets of Switzerland are 
the last vestiges of once common Germanic 
tribal assemblies. On a Sunday morning 
each spring, all major decisions dealing with 
cantonal affairs (in the Swiss federal system 
these range from schools to justice, stopping 
just short of defence and foreign affairs) are 
dealt with in open-air meetings to which the 
traditional ticket was a sword or dagger. 

Three of the five places that do this— 
Glarus and the two half-cantons of Obwal- 
den and Nidwalden (a half-canton got split 
by history but for practical purposes is al- 
most the same as a canton)—admitted 
women to their Landsgemeinden a decade 
ago; the mountains did not break asunder. 
After a 1981 addition to the federal con- 
stitution guaranteeing men and women 
equal rights, the Appenzellers' refusal to fol- 
low suit became one more sign of their stub- 
born distinctiveness. 

The Appenzellers, say other Swiss, culti- 
vate quaintness. They speak one of the 
twangiest versions of Swiss-German. They 
sport lidded pipes and mens' ear-rings, and 
produce a splendid cheese, and there is even 
said to be a distinctively beaky Appenzeller 
nose. It is all good for tourism, anyway. But 
young people in Appenzell, many of whom 
nowadays commute to work in the city of St 
Gallen, in another canton, were less con- 
vinced than their farmer elders that they 
wanted to remain bit-players in a politico- 
anthropological nature reserve. 

Well, young people in part of Appenzell. 
Predominantly Protestant Ausserrhoden is 
more liberal, or trend-respecting, than the 
other part of the place, the mostly Catholic 
half-canton of Appenzell-Innerrhoden, 172 
square kilometres in size. The male voters 
among Innerrhoden's 13,500 people have 





EUROPE 


not changed their minds. If they do not 
change it in the next Landsgemeinde or two, 
these last hold-outs may face an order from 
the federal high court. 

From next year the women citizens of 
Appenzell-Innerrhoden can serve in Swit- 
zerland's border guards, just opened to the 
second sex. They already have the vote in 
national affairs. In the autumn they can take 
part in a referendum on some radicals' pro- 
posal to abolish the Swiss army. But they 
will still be barred from voting for the can- 
tonal school budget. 





NATO 


Dashed awkward 


HE rush is on to find a compromise in 

the rows convulsing the western alli- 
ance. The twin disputes are over replacing 
NATO's aging Lance missiles and over possi- 
ble talks with the Russians about this and 
other short-range nuclear weapons. Can the 
allies patch things up before the NATO sum- 
mit which is due to take place in Brussels at 


Noblest cut 











HE iron curtain is, literally, being 

taken down. On May 2nd the 
Hungarians began dismantling the 
ugly fence along their border with 
Austria. The whole fence—and with 
it another of the barriers between 
Hungary and the West—should be 
gone by the end of 1990. 

Not everyone is happy. Austría is 
bracing itself for a flood of refugees. 
Most upset are the conservative com- 
munists in Czechoslovakia, East Ger- 
many and Romania, who fear that 
Hungary will become an escape route 
to the West. As one barrier comes 
down, expect new ones to go up be- 
tween Hungary and its eastern allies. 
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the end of the month? 
The problem began with the 1987 treaty 
that banned land-based missiles with ranges 
C of between 500 and 5,500 kilometres. The 
W lest Germans had begged the Americans 
0 keep the lower limit at 1,000 kilometres 
o that not all shorter-range missiles would 
have to be put on West German soil. But 
50 ) it was. The West Germans duly felt iso- 
lated, and dithered over agreeing to a Lance 
replacement. The Bonn government now 
| E nts to delay a final decision until well after 
the : 1990 election, and it wants early talks 
vith the Russians to cut (but not to zero) 
under-500-kilometre weapons. 
. West Germany may have felt alone in 
987, but it has since picked up support. 
America disagrees with it, and Britain 
is led a drive for firm commitment to a 
Lance replacement and rejection of new 
alks (it believes that if they started there 
uld be irresistible pressure to accept a ban 
i all short-range nuclear weapons). But 
bos of the other allies have at least partly 
acked the Germans. 
Because France is not a member of 
NATO's nuclear planning group it was not 
volved in the 1983 agreement-in-principle 
to replace Lance; it could therefore side with 
'rmany on delaying the final Lance deci- 
sion and thus strengthen its growing ties 
with its old enemy. But negotiations are 
om thing else. Like the British, the French 
dread any step towards the denuclearisation 
| pe. Further, they have their own 
short-range missiles that might get dragged 
into the talks. So France officially wants to 
del lay any talks at least until after deals have 
en struck on non-nuclear forces, chemical 
| vea pons and long-range nuclear forces; un- 
y this means an indefinite delay. 
euim Denmark, Norway and Spain 
IPP ort the German wish both to delay on 
ance and to negotiate on short-range weap- 
! ium takes much the same: line, 
zh like Turkey it says nuclear talks 
hould be related to progress in the non-nu- 
slear ones. Italy sees itself as half-way be- 
tween Germany and Britain, but leans to- 
wards the Germans. Holland is claimed by 
both sides in the argument. 
. Everyone still hopes for a settlement by 
e Brussels summit. The Lance decision 
vil | probably be put off, and the American 
Congress authorise money to proceed 
with its development anyway. On short- 
ange weapons, in general two possible 
2 ths have emerged. An American one con- 
sts of deploying the Lance replacement, 
n getting rid of a lot of NATO nuclear ar 
y shells and challenging the Russians to 
ol y suit. West Germany's one is close to 
je line that some of its allies have taken: 
g the short-range talks to some sort of 
rogress in other arms-control negotiations. 
E could happen, but the smart 


noney is on the German solution. 
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EEC institutions: European Court of Justice 


Where the buck stops 


In his fourth article on how the European 
eneiespandemt looks at its version of America's Supreme 


THOSE who forget that 
the EEC and its structures 
are largely a French inven- 

- tion should visit the Euro- 
pean Court of Justice in Luxembourg. The 
court, the final arbiter of EEC law, is inspired 
by the French Conseil d'Etat. The system of 
dividing the court into chambers, and the 
role of the advocates-general who assist the 
13 judges, are derived from the French legal 
system. 

The working language of the court is 
French, although cases can be heard in any 
of the nine EEC languages at the request of 
plaintiff or defendant. It is chiefly among 
wig-and-pen folk that French has resisted 
the claims of English for parity as a working 
language. The only other place where 
French still prevails is in the European 
Commission’s press room in Brussels, the 
daily meeting place of more than 200 jour- 
nalists from 50 countries, only a handful of 
whom are native French-speakers. 

If the court’s model is French, its func- 
tions are frequently compared to those of 
the United States Supreme Court. Just as 
the Supreme Court settles disputes in the 
federal structure of the United States, so the 
Court of Justice settles those in the EEC club. 
Its judgments are final; there is no further 
appeal. Wherever Eurorules have been set in 
Brussels, EEC law is national law for all Com- 
munity countries. The court's task is to see 





Community works, our Brussels 
Court 


that EEC law is properly applied throughout 
the Community. 

Unlike the Supreme Court, its judg- 
ments have to be unanimous. There is no 
dissenting minority, at least outside the 
judges’ private deliberating chamber. Also 
unlike the Supreme Court, it is the Commu- 
nity's only court, although one of its main 
functións is to give interpretations of EEC 
law to national courts which refer cases : 
Luxembourg for guidance. 

A great part of the court's authority 
comes from the fact that Community law 
prevails over national law where there is a 
conflict between the two. This principle was 
first established in 1964 in a seemingly mi- 
nor case involving an Italian who refused to 

pay his electricity bill because he claimed the 
nationalisation of electricity distribution in 
ltaly was against EEC rules. EEC members 
have no choice but to respect the rulings of 
the court: its powers are set out in the Treaty 
of Rome, which they have all accepted. 

In this, the European Court of Justice 
differs from two other courts with which it is 
sometimes confused, the International 
Court of Justice in The Hague (the World 
Court) and the European Court of Human 
Rights in Strasbourg. EEC member-states 
cannot opt out of the European Court of 
Justice's jurisdiction, but they have no treaty 
obligation to accept rulings of the World 
Court or of the European Court of Human 
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pe. All Community countries are also 
ibers of the Council of Europe and have 


t in human-rights cases. 

No member-country has refused to ac- 
a ruling of the European Court of Jus- 
on a large issue of principle. In some in- 
s, however; they have dithered for a 
time before complying. France delayed 
ening its market to imports of mutton 
d lamb from Britain to protect its own 
igh-cost producers for several months after 
ourt condemnation in 1979. Britain re- 
ned the compliment four years later by 
ng its time to put into practice a ruling 
t should accept imports of long-life 
rom the continent (mainly France). 
hen France delayed applying its rul- 
ie court came under pressure to issue a 
d condemnation under its emergency 
edures. The court's refusal to do so was 
'st seized upon by some British commen- 
as evidence of the court bowing to po- 
pressure. But its reasoning—that to is- 
.second ruling would devalue the 
ty of the first (and therefore the au- 
ity of the court)—was widely accepted 
ise. 

the same reasoning prevailed when the 
of penal sanctions to back up court de- 
ns was rejected by EEC legal experts 
ing into reforms of the Treaty of Rome 
gned to help speed the 1992 project 
: However, the reforms (in the shape of 
87 Single European Act) did create a 
or court to ease the workload in Luxem- 
rg. This junior court, or Court of First 
ance, will deal with minor cases and is 
o begin work later this year. 





tworked and under Due 

reation of the new court is timely. The 
er of cases has steadily increased, to 
than 350 a year. A judgment took nine 
hs on average in 1975; that had dou- 
y 1985 and the average is now over 21 
hs. The biggest single category of cases, 
ngly, has been staff disputes among 
Ocrats, whose expatriate status means 
.they cannot take their complaints to 
‘national court; these cases will hence- 
rth go to the junior court. 

- The most important cases concern the 
espect (or otherwise) by EEC countries of 
eir treaty obligations and—for private- 
or companies—the application of Com- 
nity competition and trade policy. Amer- 
multinationals turn to the court if they 
the commission has fined Di unfairly 

breaches of EEC antitrust law. ac 
cers of ball-bearings and zip-fasteners 
e successfully appealed to the court 
.EEC governments: have discriminated 
airly against their products. Nor are citi- 
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rt when they. feel. heir rights.to eq 





hts, 1 which was ; created by the Council of treatment under EEC rules are not resp 


sen to recognise the jurisdiction of its 


s' rights forgotten. Women take their 
inces to the (all-male) Luxembourg. ol 








The new rules resulting from the Single 


European Act and the 1992 project will add 


to the court's work. EEC legal experts com- 
plain privately that the act, which was 
drafted in less than six months, contains a 
number of ambiguities and even contradic- 
tions. The court will no doubt have to sort 
some of them out. It will also be called upon 
more and more by national courts for rul- 


ings on how they should apply the growing 


number of EEC rules. And it will have to ar- 
bitrate in cases where member-states contest 
some of the Community's new powers. Al- 
ready governments are carefully checking 
each major item of 1992 legislation to see 
whether it requires a majority vote or a 
unanimous one in the Council of Minis- 
ters-—or whether the EEC is competent to 
take the decision at all. Britain is being par- 
ticularly vigilant. 

But Britain gives the court less work 
than some of its partners. The British gov- 
ernment has had fewer than 25 actions 
brought against it, compared with 150 
against Italy, 80 against France and 75 
against Belgium. Most of these are brought 
by the European Commission, which is re- 
sponsible for the respect of EEC rules. 

Although the 1992 project will make 
the court busier, other things will not 
change. Even before 1992 was thought of, 
the court took a number of famous decisions 


Hey, don't forget us 


| 
A EUROQUIZ: name 
six institutions which 
help run the EEC. An- 
swer: the European 
Commission, the Coun- 
cil of Ministers, the European Parlia- 
ment, the Court of Justice, then 
there's . . . er. Stuck? Most people would 
| be. In fact the Community does have two 
| more institutions: the Court of Auditors 
and the Economic and Social 
| Committee. 
| The Court of Auditors, based in Lux- 
| embourg like the Court of Justice, is the 
| 
| 
| 
! 





Community's financial watchdog. lt 
checks all EEC revenue and spending and 
has uncovered many cases of mis-spent 
cash from the Community's annual bud- 
get of 40 billion ecus ($44 billion). These 
range from excessive expenses claims by 
commissioners, through money squan- 
dered on unsound aid projects in the 
third world, to massive frauds in the EEC 
farm fund. The vigilance of the 12 mem- 
-bers of the court, hardly the most popu- 
lar Eurocrats. among their 20,000 col- 
"leagues, has led to some tightening of 
_ budgetary and financial procedures. Not 





g up national MNA to products 

m other EEC states. While Eurocrats were 
still dreaming of Euroloafs, the court ruled 
that the West Germans could not keep out 
French créme de cassis merely because it did 
not conform to German standards. More re- - 
cently it told the Germans not to ban for- 
eign beer and the Italians French spaghetti 
just because they were different from the 


home product. Member-governments have 


complained in the past that the court has 
tended to have a bias in favour of the com- » 
mission and against them, although they 
have been less critical in recent years. 

This is partly because the court has been 
taking a more restricted view of its role. For 
a time it seemed to be pushing against the 
limits of its powers. Under Lord MacKenzie 
Stuart, a Scottish judge who was president 
from 1984 to 1988, the court grew more cau- - 
tious. This approach is likely to continue 


under the new president, Mr Ole Due of = 


Denmark. 

To emphasise the court’s EEE ES 
from national governments, there is no rela- 
tion (well, almost none) between the num- 
ber of judges and the size of an EEC state, as 
there is for members. of the commission. © 
Each country has one judge, with a 13th - 
member to ensure an uneven number. He is 
chosen on a rotating basis from among the 
five biggest Community countries. 





enough, say critics. 

The 189 members of the Economic 
and Social Committee are altogether 
more harmless. They just offer opinions. 
The committee has the right under the 
Treaty of Rome to be consulted on cer- 
tain draft legislation. Unlike the Euro- 
pean Parliament it has no right of 

| 
| 
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amendment, so its views have little for- 
mal impact on EEC decision-taking. 

The committee, which meets once a 
month in Brussels, is made up of three 
groups: representatives of employers, of 
workers and of "various interests” (con- 
sumer groups, academics, farmers, the 
self-empl oyed). The committee has to 
give its opinion on draft legislation on 
farming, transport, social policy and the 
Community's internal market. The pres- 
ident of the European Commission, Mr 
Jacques Delors, and the social-affairs 
commissioner, Mrs Vasso Papandreou, 
are trying to use the committee to gather 
support for the “social dimension” of 
the 1992 project. Most of the folk on the 
committee, who long to be taken more 
seriously, are delighted by the new atten- 
tiveness $s of the commission. 
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NO LEVIES. 
NO RENT. 
NO WORRIES. 


What a way to run a business! 





Welcome to the Australian Enterprise Zone — Enjoy direct access to South East Asia and the 
Cape York- North Queensland, rich in natural Pacific Rim with an industry established in a 
resources and proposed site of the world's new stable political and economic environment on 
Space Port — Asia and the Pacific's answer to the doorstep of the Great Barrier Reef and 
Shannon. one of the world's favourite tourist 

If you can bring an industry to this zone that uses destinations. 


If you would like to know more 
about the Australian Enterprise 
Zone, contact the Cape York-North 
Queensland Enterprise Zone 
Corporation, established from both 
the public and private sectors to 
assist investors. 


Queensland's resources to add considerable 
value to your product we will help you 

with a range of incentives that embrace 

tax, royalties, duty, land, factory © 
building, freight, electricity, relocation 

— right down to marketing assistance 

and trade finance. 





Cape York - North Queensland 


Enterprise 


“ROWE 


lI'OWNSVILLE OFFICE: PO Box 999 Townsville, Q, 4810 Australia 
Phone: STD 077 21 2244 Phone: ISD +6! 77 21 2244 


CAIRNS OFFICE: PO Box 2024 Cairns, Q. 4870 Australia 
Phone: STD 070 54 3888 Phone: ISD +61 70 54 3888 
CONCEPT NTH 2471 


Whichever way you look at it, the most experienced independent commercial real estate research unit in Australia. 
is Jones Lang Wootton Property Research, ‘To see Australia’s property market from every angle, access this enormous data base 
and the analytical expertise that comes with it. Call FLW and set your competition on its ear. 


ff JLW Property Research Pty Ltd 


SYDNEY MELBOURNE BRISBANE PERTH ADELAIDE CANBERRA 
(02) 251 5888 (03) 616 6666 (07) 231 1311 (09) 322 511 (08) 212 4223 (062) 47.3344 
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| vin Australi a is by looking at the newspapers they read. 





In Sydney and Melbourne — Australia’s predominant centres of population and 
ess - they read The Sydney Morning Herald, The Melbourne Age and The Australian 
incial Review. 

In fact The Australian Financial Review has become somewhat of an institution — ! 
ongst Australia’s business communities as it is the only national newspaper dedicated 
d to business and finance. 

nd what do the decision makers of Australia turn to on Sundays? The Sun Herald - 
tralia’s most widely read newspaper. | 
" But apart from the best possible coverage of business, current affairs and the arts 
from. around the world, these papers share one other factor in common. 

; They are all published by The John Fairfax Group - Australia's oldest and most 
prestigious. publi sher. 

-S0 whether you need to keep up with events in Australia or to advertise to Australia's 
on makers, eo buy the n" SECERA Ausirahans buy. 
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Renaissance down under 


MAGINE Australia as paradise. It has good 

weather, vast beaches, clean air, a relaxed way of 
working and plenty of time for leisure, whether it be 
walking in the mountains, sailing on the ocean or 
exploring the outback. Australia’s scorched beauty 
inspires people to be creative too. They catch the 
attention of the world by writing novels, painting 
and making films. Arrive in Australia and your first 
instinct is to forget work and join in the fun. 

But paradise is under attack. For too long the 
happy-go-lucky country has been relying on conve- 
nient commodity booms to pay for all its leisure. A 
commodity boom right now is giving the country 
another breathing space. But, behind the scenes, 
net foreign debt is mounting. It is now a towering 
A$94 billion, ($76 billion). Australia has become 
uncompetitive and lazy. 

The “Lonely Planet’’ guidebook to Australia, 
published in 1986, gives a taste of traditional Aus- 
tralian inefficiency: "one in three in Australia works 
for the government, one in ten is unemployed. At 
times it is difficult to tell which is which. Road 
works are a bit of wishful thinking that occupies a 
few suntanned gladiators in an arena full of pot- 
holes. Never in the history of man have so many 
taken so long to do so little". Although the figures 
look a little better now, the theme holds true. 

But an exciting change has happened in Austra- 
lia during the past few years. A general consensus 
has formed about the need for change. People real- 
ise they must pay a price to defend their paradise. 
The debate is simply about what that price should 
be. Just how much does Australia need to change 
and in what ways? Nobody wants to work the long 
hours of the Japanese or the Hongkong Chinese, 
but the spectre of hyper-competitive Asia to the 
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north must force Australians into some adjustment. 
This survey will examine what is being done, and 
ask whether it is enough. 

Opinion polls show that Australians value their 
plentiful leisure activities above anything else, in- 
cluding their children, their marriages, their stan- 
dard of living and democracy. In international com- 
parisons of happiness (based on asking people in 
different countries how happy they are) Australia 
comes out near the top. Hard-working Japanese put 
themselves near the bottom on such charts. 

These charts back up the general impression 
that Australians enjoy themselves. They indicate 
another point too. If change is necessary, and com- 
petitiveness to be kindled, it will have to be at mini- 
mum risk to that happiness. 


Double act 


Until Mr Bob Hawke and his treasurer (finance 
minister), Mr Paul Keating, came to power in 1983 
no one would have expected the renaissance to 
come from Australia’s Labor party. In the long 
term, Australians regard the conservative Liberal 
and National parties as the “real government”. 
They were voted in for all but three of the previous 
23 years. Memories of Labor were of the free-spend- 
ing, high-inflation years of Mr Gough Whitlam. 

Mr Hawke and Mr Keating have led a revolu- 
tion in the Labor party, born out of Australia’s need 
to become internationally competitive. Their cabi- 
net includes men of exceptional ability and has 
earned a reputation as Australia’s most exciting 
government since the war. 

It has free-market ideas that for the most part 
would not be at odds with those of Mrs Margaret 
Thatcher. But it has traditional Labor elements too, 








After six years of 
economic reform, 
many Australians 
believe they have 
changed their 
country enough to 
prevent it from 
becoming a 
banana republic. 
Not necessarily, 
argues Jane 


Robins 


GDP 


% change on previous year 
Years ending June 


Source: The Treasury 
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such as close relations with the trade unions and a 
concern for the poorest. It has modernised itself in a 
way that puts Britain’s Labour party to shame. Mr 
Keating confides that, on three occasions, he has 
offered to meet Labour’s leader, Mr Neil Kinnock, 
in Britain. Each time Mr Kinnock has declined. 

The partnership between Mr Hawke and Mr 
Keating is crucial. Mr Hawke is the popular one— 
the man's man who goes to football matches and 
jokes with his mates. His frank and emotional side is 
said to be appealing, especially when he talks about 
his past infidelities to his wife, Hazel, his daughter's 
battle with heroin, or winning the America's Cup. 
Mr Hawke keeps the voters voting. 

Mr Keating is, supposedly, the tough one. It was 
he who told Australians that unless they shaped up 
economically the country was sunk. In a radio inter- 
view in May 1986 he said “if this government can- 
not get adjustment . . . and a sensible economic pol- 
icy, then Australia is basically done for. We will just 
end up being a third-rate economy . . . a banana re- 
public". That famous speech received a lot of inter- 
national attention. At that time Australia was 
downgraded from an AAA credit risk to AA+. 

But the impact of the banana-republic state- 
ment was more important domestically. In 1984 Mr 
Keating had been named finance minister of the 
year by the magazine Euromoney, an honour that 
got him known locally as "the world's greatest trea- 
surer”. He stood unrivalled as Australia's best eco- 
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nomic manager, and "the fea republic” 
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shocked people into a firmer conviction that change 
must come or paradise would 

Mr Hawke and Mr Keating had already con- 
verted Labor into a reforming party. In 1983 they 
exposed Australian companies to the world by float- 
ing the dollar. Foreign banks were let into Australia 
for the first time, regardless of traditional Labor 
hostility to the idea. 

In 1985 Mr Keating was dismayed that the 
country 's tax system was working against its eco- 
nomic objectives, and championed tax reform. He 
badly wanted a consumption tax (a broadly based 
indirect tax), but could not get it past the unions 
and the country’s divided businessmen. So he 
broadened the direct tax base as much as possible. 
He has brought the top marginal rate of personal 
income tax down from 60% to 47% and corpora- 
tion tax from 49% to 3996. He moved the tax bias 
away from favouring those indulging in "passive 
speculative" investments (for example, in property) 
in favour of those who were expanding and improv- 
ing production. 

Mr Keating has run a tight fiscal policy that 
turned hefty federal- budget deficits into surpluses. 
He estimates the surplus in 1989-90 at A$5.5 bil- 
lion. He has targeted welfare spending as never be- 
fore, and more recently has been cutting tariffs. Im- 
port tariffs higher than 1596 are being cut to that 
vim d stages, while tariffs of 10-1596 are being cut 
to | . 


A bunch of nobodies 


Since 1983, when Labor changed its colours, the 
Liberals and Nationals in opposition have been 
split, weak and confused about a policy with which 
to counter Labor. The opposition's problem was 
that Labor is doing all the things the Liberals should 
have done long ago. Mr Keating has a whiplash 
tongue and has used it relentlessly in parliament to 
drive this point home. On one occasion, addressing 
the "bunch of nobodies" on the opposition 
benches, he said "you were in office from 1949 to 
1983, bar three years . . . and you left everything the 
way you found it. The place grew old and tired and 
worn out, just like you are . . .you never ran the pol- 
icy. You never ran the place’’. That is typical of his 
style. It is all the more biting because it contains 
some truth. In private he talks of the opposition as a 
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| Mr Hawke and many people in his part 





done great things 





-of the day, transport reform, he 
eemed to be too busy politicking. Mr Keating is 
widely acknowledged to be a natural successor to 


| | think he 
has served along enough apprenticeship for the top 
job and should get his reward. pae Tut 
~The trouble is that Mr Hawke clearly has much 
political life left in him. In addition, Mr Keating 
does not have Mr Hawke's power to pull in votes. In 
a way Mr Keating is Australia’s Mrs Margaret 
Thatcher. He tells people what is good for them. 
But, unlike the British, Australians do not vote for 
authority, for people who “put themselves on ped- 
estals". So Mr Hawke won out. He will lead the 
^ party into an election expected later this year, with a 
possible handover to Mr Keating a few years hence. 
Mr Keating has another problem, largely gener- 
ated from Australia's recent economic success. Do- 
mestic demand has been galloping along, creating a 
current-account deficit running at more than ASI 
billion a month. It is estimated at A$14.5 billion for 
the fiscal year just ended (on March 31st). The trea- 
surer claims that Australians are not simply on a 
spending spree. He says investment is running at an 
all-time high, with old equipment being replaced 
with new. This, he says, distinguishes the current 
deficits from former ones, when personal consump- 
tion reigned. His fans are hoping he is right, and 
that Australia is not heading for faster inflation fol- 








The state of the unions 


TOR all its free-market ideas, Australia’s Labor 

party should not be regarded as a carbon copy 
of conservative parties elsewhere. Its deal with the 
trade unions is an example of why not. Mr Hawke's 
government and the Australian Council of Trades 
Unions (ACTU) struck a bargain in 1983, known as 
"the accord”. In return for close relations with gov- 
ernment and a say in setting labour policy, the 
unions have delivered an incomes policy that pro- 
duced four years of decline in real wages. The 
ACTU's secretary, Mr Bill Kelty, is now offering a 
restructuring programme designed to wipe out Aus- 
tralia's Luddite work practices. == . 

In 1983 Mr Keating was sceptical as to whether 
the accord would work. Perhaps he simply observed 
that, in general, incomes policies do not last. Since 


E | _ then he has changed his mind. A friendship with 


Mr Kelty has blossomed, and now the two of them 
are trying to put together the restructuring deal to 
fight off allegations that the accord will die this year. 

They are an attractive couple. They talk tough, 
bring left-wing loonies around to their way of think- 
ing ("the Neanderthals are finished", says Mr 
Keating) and share a vision of making Australia 
competitive without going through the interim cru- 
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wage explosion. 






 lowed by recession. Investors are jittery. ii 
Mr Keating argues that fiscal policy is as tight as 
it can be and, after his tax-cutting mini-budget in 
April, is still relying heavily on monetary policy to 
quell domestic demand without, he hopes, affecting 
investment. The man in the street sees things differ- 
ently. He takes high interest rates, with the prime 
rate at 183496, as a sign that the treasurer is not the 
world's greatest after all. He is not convinced, as 
three years ago he was, that Labor can manage the 
economy better than its opponents. 

These days that is an overriding election issue, 
and Labor could easily lose the election. Political sci- 
entists point out that a sitting government can gen- 
erally bank on a 196 swing against it at any election, 
unless it can produce something exceptional to beat 
the rule. The 196 rule would mean a Labor loss; and 
the only exceptional occurrences àre against the 
party, not for it. m 

The prospect of an election raises questions 
about defending paradise. Would Labor, returned 
for a record fourth term, have the drive to push 
through a number of difficult reforms that it has 
ducked so far? It is undoubtedly true that the way 
out of Australia's indebtedness lies in stepping up 
structural reform, not slowing it down, but some 
people worry that the party is becoming tired and 
complacent after six years in power. i 

The truth is that even with many reforms al- 
ready in place, Australia is not yet fit enough to 
cope adequately with another commodity slump. 
There is still much to be done. That raises another 
question: what will happen to Australia’s quest for 
leanness in the modern world if the Liberals come to 
power? This question is particularly relevant to the 
core issue of labour-market reform and govern- 
ment-union relations. 





elty of high unemployment. Those are the ways of 
“mediocre” Britain, according to Mr Kelty, who 
claims that “we will change this country”, 

Their method has involved a revolution in atti- 
tudes within the ACTU as complete as that in the 
Labor party. Its core was the realisation that the 
wage blow-outs that Australia had every time the 
economy looked like picking up were the precursor 
to unemployment and harmful to the unions and 
their members. Even the left-wingers, in the words 
of Mr Keating, “could smell the dead men lying 
around... (they must have blocked noses in Brit- 
ain)". Mr Kelty observes that the accord marks the 
first time union officials have ever argued against 
big wage rises. - | | 

It is part of the Australians’ egalitarian outlook 
that, at the first glimpse of prosperity, everyone 
claims a share in it. Perhaps it is also part of a tradi- 
tion, inherited from Britain, of mutual suspicion be- 
tween workers and bosses that makes union mem- 
bers keen to grab their share of a potential cake 
before big business can devour it. Such attitudes are 
still prominent, and Mr Kelty has continually to be 
dissuading his members from demanding the next 


















Years ending Jun 
Agha 










































1981 83 85 87 
Source: Tha Treasury 





Terms of trade 
1980=100 



















P 
t 





i Iu LL deese 
1980 82 84 66 88 
Source: IMF E 

























The chiefs believe 
in productivity. 
The Indians ma: 


not 









L 


— mm 


8 SURVEY AUSTRALIA d: dd adi n 





Jobs and wages 
% change on previous year 








His skills are much needed now. People reckon 
that, after years of wage sacrifices, they are due for a 
reward. Union members complain about big in- 
creases in executive salaries and company profits 
(BHP, Australia's largest company, will earn more 
than ASI billion in profits this year). A common 
allegation is that the rich are the ones to benefit 
from wage restraint and that Labor and union lead- 
ers have sold out the average worker. 

Last year Mr Keating promised tax cuts this 
July. Since then booming demand has made a tax 
cut unwise. But it was thought to be politically nec- 
essary. In a mini-budget in April Mr Keating hon- 
oured his promise and took the top rate of marginal 
income tax down from 4996 to 4796 and cut tax on 
low incomes. He also gave the unions the 6.596 wage 
rise they wanted. Mr Keating's critics say the mix 
might start an old-fashioned wage explosion and 
mark the end of the accord. 

Mr Keating and Mr Kelty have an answer—to 
stagger the wage increase so as to reduce its infla- 
tionary effect and to keep monetary and fiscal policy 
tight. Add the restructuring plan to make workers 
more efficient and boost Australia's productivity, 
and demand, they hope, will be kept in check. They 
might just be right. 

Mr Kelty's restructuring plan should, he says 
optimistically, make demarcation disputes between 
unions a thing of the past. Currently there is ample 
potential for them, since the monstrously large 
number of unions is craft-based. So every time the 
man who is supposed to screw in lightbulbs at- 
tempts to water plants, the man who should water 
plants is tempted to call for a strike. 

Mr Kelty wants to stop all that by introducing 
“multi-skilling’’—his term for cutting down job cat- 
egories from more than 300 in some areas to be- 
tween six and nine. He wants worker flexibility and 
training, so his members may as far as possible have 
a proper career structure. At the same time he 
preaches union amalgamation, so that the old sys- 
tem of craft unions will be broken down and indus- 
try-wide unions emerge instead. Some amalgam- 
ations are already under way. They make sense. 

Just as significant is a change that began in 
March 1987. A two-tier system was introduced 
which allowed employers to attach ("second tier”) 
productivity deals to part of the ("first tier") cen- 
trally agreed wage. The mix, say its fans, gives Aus- 
tralia "aggregate wage flexibility" with a touch of 
localised adaptability too. The idea weakens govern- 
ment control on incomes, but helps flexibility. It is a 
gradual erosion of the original tight incomes policy. 

The evolution of the accord has led a lot of peo- 
ple to believe that Labor will eventually push to- 
wards a free labour market, in which people may 
bargain on wages at factory level and be able to join 
a union or not as they please. There is a commonly 
held view that says labour-market deregulation will 
definitely come to Australia, either by the negoti- 
ated, peaceful method favoured by Labor, or 
through the direct British-style confrontation with 
the unions that has been favoured by the Liberals. 

But there are also voices that say the accord is a 
trick. Its good words disguise the slow pace of actual 
progress. Its reforms are partial and will never pro- 
duce optimal flexibility of labour, or anything near 
to it. Take Mr John Stone, who was once the chief 
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Kelty sounds off 


bureaucrat in the Treasury under both Mr Keating 
and Mr John Howard, the present Liberal leader. 
He warned businessmen who trust the government 
that they should remember George Orwell's “Ani- 
mal Farm", and heed the fate of the “good-hearted 
and well-meaning animals which, in a spirit of trust 
and, one might even say consensus, allowed the pigs 
under their charismatic leader, Napoleon, to lead 
them forward through their advisory councils and 
the like to their bitter end.” 

Economists at Australia’s Centre for Interna- 
tional Economics comment that “from Lagos to 
New York people have been told of modern grain- 
handling terminals coming to complete halts at vari- 
ous times throughout the day because Australian 
workers—their need for mateship and chat appar- 
ently so strong—insist that they all have their tea 
and lunch breaks in cosy togetherness’’. Right-wing- 
ers preach that such practices have not been prop- 
erly tackled and their reform will not actually 
emerge from Mr Kelty’s restructuring programme. 

The Liberal opposition makes such claims and 
argues for a decentralised, deregulated system, end- 
ing the formalised central negotiation on wages and 
other issues. That would sound great if it were not 
for the odd situation whereby the men at the top of 
the trade unions are reasonable free-marketeers (in 
everything but labour markets) and in favour of 
productivity deals. Blow apart the centralised struc- 
ture and some of the left-wing unions would find a 
new voice and probably a new appetite for con- 
frontation. 

Such a confrontation is one of the big fears of 
business and of voters at large. It is an issue behind a 
much-voiced opinion in Australia that although it is 
time to vote Labor out, for a breath of fresh air, 
there is less enthusiasm for voting the Liberals in. 
Mr John Howard, the Liberal leader, has tried to 
present a softer image of his industrial-relations pol- 
icy, but has had a hard time doing so. Perhaps he 
will take on and break the unions, achieving the 
sorts of improvements in productivity that Mrs 
Thatcher has managed in Britain, while avoiding 
the interim costs. But few expect that. 

Either way, Australia must get its productivity 
up. Otherwise it will be left behind in international 
markets, most significantly in Asia. 
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bb the Asia/Pacific market is expanding 
vigorously, and nowhere is this better exemplified 
than in the State of Queensland. We hosted World 
Expo 88, one of the most successful international 
expositions this century, with over 18 million 
visitors — more than the entire population of 
Australia! 

Already over $1 billion in investment inquiry 
has been generated. 

Expo as a partnership of State Government 
and private enterprise effort is typical of the 
Queensland approach to business. An approach 
that is responsible for the fastest growing 
economy in Australia — and one of the most 
dynamic in the region. 


Australia’s Fastest 
Growing Economy 





Our population growth is almost double the 
national average and Queenslanders contribute 
far more than their fair share to the economic 
wealth of Australia. With 16.6% of the nation's 
population, we provide over 20% of total export 
earnings. Studies by major banking institutions 
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and the National Institute of Economic and 
Industry Research show that Queensland 
consistently leads Australia in most areas of 
economic activity. 


First for Jobs 


Both our labour force growth and job creation 
outstrip the nation as a whole. Last year alone, 
Queensland created 40% of all new jobs in 
Australia. ; 











Queensiand's jobs hy 
So On again past 24 % 
for the rest of Australia over 


ten years. 9 "d 






Lowest Taxes, Low Inflation 


Queenslanders — and companies doing 
business in Queensland — enjoy a State tax 
advantage over one third less than the level of 
other States. 

Queensland too is consistently lower than the 
Australian average for inflation. 

Queensland also has a disproportionately 
low level of State-based industrial disputes with 
guarantee of essential services. 


The place to do business 


What really sets Queensland apart from 
the other Australian States is our approach to 
business. 

This is reflected by the scores of corporations 
moving and expanding in the Sunshine State - 
taking advantage of the Queensland Government's 
willingness to cut through the red tape and get on 
with business. 
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Record Growth 


In the last 12 months over 100 Australian 
corporations have announced their plans to 
relocate to or expand in Queensiand. 

Currently over $6 billion is committed to new 
retail and tourism projects alone. 


The Best Future 


Queensland is continuing to lead the way with 
a unique joint State Government/private 
enterprise effort to build the world's first 
commercial aerospace centre in Far North 
Queensland, opening a plethora of new industry 
opportunities. 

It's no wonder that Queensland's stability and 
progress is rated an enviable Aal by Moodys of 
New York. 

Queensland is going places fast and our long- 
term economic plan — Quality Queensland — wil 
make sure we continue to lead the way. | invite 
you to share in Queensland's unique future. 99 


The Honourable Mike Ahern, MLA 


Premier and Treasurer of Queensland, 
Minister for State Development 


For more information contact 

U.K. & EUROPE 

The Honourable Tom McVeigh, 

Agent-General for Queensland, Queensland House, 
392 Strand, London WC2R OLŽ 

Telephone: (44) (1) 836 1333 

NORTH AMERICA 

Mr Mick Borzi, OBE, Commissioner, 611 North Larchmont 
Boulevard, Los Angeles, California, 30004 

Telephone: (1) (213) 465 5581 

JAPAN & SOUTH-EAST ASIA 

Mr John Kenny, Commissioner, Suite 1303, 

Yurakucho Denki Building, North Wing, 7-1 Yuraku-cho, 
] -chome, Chiyoda-ku, Tokyo, 100 

Telephone: (81) (3) 201 7861 


AUSTRALIA 


Premier's Department, 100 George Street, Brisbane, 4000 f 
Telephone: (61) (7) 224 5864 | 


Source: Government Statisticians Office 
Australian Bureau of Statistics. | 
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For MIM, challenges in mining 
have usually been met by 
ebeenaciiee but important 
advances—long term 
international investments, moving 
downstream in metals and 
minerals, and remaining cost 
competitive in mining and 
refining. 

Rarely does the opportunity arise 
to identify significant landmarks. 


1989 is such a milestone year for 
MIM, with a strong focus on 
Australia. 

èin copper, new ore crushers at 
Mount Isa. 

€ |n silver-lead-zinc, development 
of the nearby Hilton mine. 

e Commitment to the 
revolutionary ISASMELT 
processing technology. 

e Through expansion at the 





CHALLENGE 


Mount Isa/Hilton mines, 
consolidation of MIM's position 
as one of the world's great 
silver-lead-zinc producers. 

€ Participation in the magnificent 
Porgera gold project in Papua 
New Guinea. 

From its Australian base, the 

international MIM group is well 

placed to meet the shullenoes of 


the 21st century. 


HOLDINGS 
LIMITED 





410 Ann Street, Brisbane 
Queensland, Australia, 4000 
Tel: (ISD) 61 7 833 8000 

Fax: (ISD) 61 7 832 2426 
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Northern lights 


| Loading as it is, at the bottom of Asia, just 
beneath half the world’s population and its fast- 
est growing markets, Australia seems ideally placed 
to cash in on Asia’s boom. Some people think that 
if Australia gets its connections with Asia right, it 
could be set for a whole new era of prosperity. 

Australians are well aware that they should be 
doing something about Asia. The government has 
taken a lead, last year inviting Mr Noboru 
Takeshita, the Japanese prime minister, to visit Aus- 
tralia, and sending Mr Keating off to Tokyo in re- 
turn. In the past few months Mr Hawke has visited 
Thailand, and received the foreign minister of Indo- 
nesia. The prime minister talks of counting Austra- 
lia in on any Asian trading block. There is a lot of 
Asia-talk about. 

The trouble is that Australians have not 
worked out exactly what to do with all this talk, be- 
yond having politicians flying around the region. 
The least confusion is in the area of selling things. 
Already nearly 50% of Australia’s exports go to 
Asia. The vast majority are raw materials like coal 
and iron ore. There has long been talk of Australia’s 
role as a mine and a farm for Asia. 

The farm bit is of increasing importance. Asia, 
the part of the world that hosted the green revolu- 
tion, has done a good job pushing its potential for 
agricultural production. Now, in places like Thai- 
land, people are moving off farms into factories. 
The Japanese are opening their markets a little more 
to foreign farm produce (Australian meat producers 
are already taking note). In many parts of Asia peo- 
ple are running out of land on which to expand agri- 
culture, and economics means it is not worth push- 
ing too far into high-input, high-output EEC-style 
farming. 

All that adds up to newly wealthy Asians, eating 
more, and especially more meat, and requiring that 
a big chunk of those needs be met from outside. A 
study by the Westpac bank has come up with some 
numbers based on the assumption that the West re- 
sists throwing up heavier protectionist barriers, and 
that most of Asia does not choose crazy agricultural- 
support systems like the ones that nearly bankrupt 
the EEC and flourish in America and Japan. 

The study estimates that in "developing Asia” 
(everywhere except Japan) demand for food should 
increase by about 412%% a year during the next 40 
years, and demand for non-food agricultural ex- 
ports like wool and cotton should rise by more than 
596 a vear. Asian agricultural production will lag be- 
hind these rates, rising by just 396 a year and falling 
below 296 early next century. Enter Australia—agri- 
culturally efficient and nearby. 

But Australia's difficulty in working out its re- 
sponse to Asia could mean it fails to get the best out 
of this opportunity and others like it. When they do 
business in Asia, Australians lack the persistence 
that is needed to get through Asian evasion and bu- 
reaucracy. They throw up their hands in horror at 
the difficulty of dealing with people whose approach 
to everything is so different. 

To generalise outrageously: Australians are fam- 
ously straightforward, do not mind passing an insult 
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or two or even taking them. They are light-hearted. 
Asians are the opposite. What they say has a hidden 
meaning, especially in Java and Japan. They have a 
regard for form which is hard to find in Australia. 
Dr Stephen FitzGerald, chairman of the Asian 
Studies Council and a former ambassador to China, 
likens Australians' difficulties in Asia to the clash 
Henry James described between young America and 
old Europe. Australians are simply not well versed 
in the "old Asian” way of carrying on. Australians 
do not understand the heavy weight of Asian his- 
tory and culture. 

These differences matter. In part they are re- 
sponsible for a failure of Australian business to capi- 
talise on Asia as much as it might. Australian com- 
panies that have excelled and become famous 
overseas—transport and services firms like TNT and 
Brambles, and brewers like Bond and Elders ix, — 
have done so mainly in Europe and America, not 
Asia. Big mining companies like BHP and MIM boast 
that they are exploring in Asia and have some oper- 
ations there. But BHP's American operations swamp 
its Asian ones, and MIM is hardly an Asian giant. 
Australian direct investment abroad has surged 
since 1986, but only 4.4960f it has been in Asia. The 
businessmen protest that the time is not right in 
Asia for many of their activities. Americans and Eu- 
ropeans are still likely to drink far more beer than 
Asians. TNT, Brambles and Bond can make huge 
profits in the western markets they understand, so 
that is the place to put their capital. 

The argument goes that it is simply wrong to 
compare Australia, which has an economy the size 
of Holland's, with mighty Japan, which is spreading 
itself so assiduously around the region. People ex- 
pect Australia to be a springboard into Asia, but it 
is not big enough for that. 

That attitude is short-sighted and defearist. 
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Australians need to think harder about their prior- 
ities where Asia is concerned. Selling primary goods 
to Asia is one. And it is not going to be as easy as the 
growth figures on agriculture suggest. California 
will be a sharp competitor. Latin America might 
shape up and become another. There will probably 
still be European and American agricultural sur- 
pluses to worry about. That means Australians must 












































Wide open 


To whom? USTRALIA is an inward-looking place trying to 


change. That effort is getting a sharp boost 
from the flocks of Asians who are coming to the 
country as tourists, investors and immigrants. 

Australia has something that appeals to Asians 
with money—wide-open spaces. Last year the num- 
ber of Japanese tourists increased by 65%. More Jap- 
anese (280,000) than Britons (235,000) visited Aus- 
tralia, and the Australian government estimates 
there will be Im Japanese taking their holidays 
down under by 2000. Some Japanese tour operators 
Vd the figure will be higher, perhaps even 1.5m in 
1992. 

In general the tourist industry has been growing 
at 25% a year for the past three years—the fastest in 
the OECD. If Australia manages its tourism properly, 
then it might add hotels to its mines and its farms, 
bringing the country's great economic strengths up 
to three. 

Getting the market right for the Japanese is im- 
portant. Thousands of honeymooners are arriving 
in Australia in preference to the traditional destina- 
tion, Hawaii. Some enterprising people are even or- 
ganising western-style weddings in Australia, to pre- 
cede the honeymoon. But there are complaints that 
the Japanese stay in Japanese-owned hotels, play golf 
on Japanese-owned golf courses (where only the cad- 
dies are Australian) and listen to Japanese tour 
guides. 

Australians get fewer Japanese tourists than 
they should, thanks to their own failure to offer the 
visitors what they want. It is hard to find Japanese 
speakers domestically who could be tour guides. 
Australians' notion of punctuality differs from the 
Japanese, and some concessions need to be made. 
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There is a lot to be done, and Australia has 
been slow at doing it. Only 396 of its secondary- 
school students study an Asian language and only 
1196 study any language at all. Just a handful of uni- 
versity students study an Asian language and fewer 
than 196 study Asia in any context at school. Young 


Australians simply do not know about Asia. 





The Japanese like to see Australia in a hurry. On 
average they stay just ten days. It is vital to give them 
as many things as possible to spend their money on 
in that time. h 

Mr Keating must cry at the amount of cash the 
Japanese take back to Tokyo. They spend A$160 a 
day in Australia, about three times as much as the 
average visitor. About 40% of that goes on shop- 
ping. And yet the shops in Sydney feature young 
honeymooners looking forlornly at tacky tee-shirts 
(it is probably fortunate that they cannot under- 
stand the slogans on them); apart from cuddly ko- 
alas, they have nothing to take home as mementos. 
The souvenir shops at Sydney airport are a disgrace. 
People in the tourism business talk much about un- 
tapped potential. 

What Australia lacks on fine-tuning its service 
for tourists, it is trying to make up for by investing 
in hotels and resorts. A 26% increase in hotel build- 
ing is forecast for this year alone. Government fig- 
ures suggest that 5.5m tourists will visit Australia by 
2000, up from 2.2m last year. The amount of build- 
ing going on implies that investors believe those tar- 
gets will be surpassed. In Queensland alone the min- 
istry responsible for tourism suggests that the 
number of rooms for visitors will treble by 2000, to 
156,000. 

The Japanese are just as optimistic. In 1986-87 
two-thirds of the money they spent on buildings in 
Australia was tourism-related. Total Japanese in- 
vestment in Australia is now worth A$20 billion. 
The spending spree even has some rednecks in 
Queensland appearing on television to talk about 
"why we shouldn't sell Australia to the Japanese", 
and asking the government to restrict foreign own- 
ership of Australian soil. The optimism about the 
growth in tourism may be as overdone as such reac- 
tions are. One tourism analyst, Ms Jacqueline Huie, 
believes half the hotels and resorts now being built 
in Australia will fail, because they are too overtly 
commercial and touristy and are not what people 
want these days. 


Perpetual debate 

Australia's image in Asia suffered last year from an 
explosive immigration debate that is not yet over. 
Problems began in August when the leader of the 
opposition, Mr John Howard, suggested that if peo- 


ple think Asian immigration is too high, it should 


be slowed down. About one-third of all Australia's 
new immigrants are Asian, although the proportion 
of Asians in the population is expected to stay be- 
low 1096 for a century. 

Nonetheless, subsequent polls showed that 
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At National Mutual we've become more than much committed to the needs of the individual. | 
one of Australia’s largest financial organisations. We recognise each client is unique. So were _ 
Our global links are giving us an international flexible and adaptable. 
reputation. We have the resources, expertise and local — - 

Today the National Mutual Group offers an management know-how to service your com- — 
extensive range of insurance, superannuation and panys individual needs, wherever we operate —— 


investment services in Australia, Hong Kong, around the world. v 
New Zealand, the United Kingdom, Ireland and Group and Associated Company RS S +f 
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Australia and New Zealand may be unexplored territory for you. But to the bank named 
after them, it's very familiar ground. No bank knows this region better. Nor offers you such 


intimate local knowledge on a global scale. You see, ANZ goes to work every day in over 
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40 countries. With just one contact, you have access to this worldwide network. And to our 
specialists’ unique insight into the Australia and New Zealand markets. It may seem a world 
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Enter the gateway 

to Australia’s future 

and experience the 
heart of its past 
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NORTHERN TERRITORY GOVERNMENT 


In a land with a history as old as the earth itself, forward 
thinking by the Northern Territory Government has achieved 
a great economic revitalisation in one short decade. 

Our enterprising encouragement and support of industry 
and recognition of the importance of tourism has created the 
model for the state of Australia’s future. 

Coastal, tropical Darwin is buta short flight from Singapore 
and the centres of Asia, making it your natural gateway 
to Australia. 

The Territory’s mineral wealth includes the world’s largest 
uranium reserves, natural gas piped from the true heart of 
Australia and, offshore, oil rigs are exploring a region 
comparable to the North Sea or Bass Strait. 
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awesome spectacle of Ayers 
Rock, complete with a self 
contained resort to house you in all levels of comfort, from 5 
star luxury to camping under the splendour of a star filled 
night sky. 

Which means that when you’re considering Australia, for 
business or pleasure, secure your reward by starting at the 
Top. Australia's Northern Territory. 

Contact: The Secretary 

Department of Industries and Development 

G.P.O. Box 4160 

Darwin N.T. 

Australia 0801 

Tel: International +6189 89 5511 

Fax: International +6189 81 1240 MWC 11305 
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As % of Japanese total 
direct investment 


Years ending June 





1981 83 85 87 68 198! 83 85 8788 
Sources: Japanese Ministry of Finance, Australian Bureau of Statistics 
8096 of Australians think there should be restric- 
tions on Asian immigration. That reaction is at 
odds with figures that show Asians tend to inter- 
marry with other Australians more than other im- 
migrant groups do. Also, they generally mix well 
with their neighbours, although the Vietnamese are 
condemned for being clannish. 

Lively television debates on Asian immigration 
have been staged in which voices have been raised 
and on one occasion a glass smashed. Mr Hawke 
stood firm against Mr Howard and said he would 
make immigration an election issue. His immigra- 
tion minister was demoted for not taking a strong 
enough stand against Mr Howard's views. 

Australia received bad publicity for this in Asia, 
particularly among Hongkong's "yacht-people" 
anxious to export money overseas as an insurance 
against Chinese rule after 1997. Applications for 
emigration to Australia under the "Business Mi- 
grants Scheme" were said to be under threat. The 
Australian immigration minister, Mr Robert Ray, 
was dispatched to Hongkong to try to mend fences. 
Mr Hawke estimated that the immigration debate 
could cost the country A$350m in lost investments 
by discouraging business migrants. The Hongkong 
Chinese are big customers, bringing A$664m to 
Australia last year. Despite the bad publicity, the 
figures are rising. 

A survey in Malaysia showed that 7496 of Ma- 
laysians polled believed Australians had anti-Asian 
feelings. Only 1196 believed the same of Britain and 
196 of New Zealand. Singapore's prime minister, Mr 
Lee Kuan Yew, got involved, saying the Australian 
immigration debate threatened the country's stand- 
ing in the region. 

Australia cannot afford such notoriety. But it 
does need to sort out its views on immigration and 
on what sort of identity Australia should have. It 
tried to do that last year through an ambitious re- 
port on immigration commissioned by the govern- 
ment and undertaken by a team headed by Dr Ste- 
phen FitzGerald. The FitzGerald report was 
controversial and provided the spark that allowed 
Mr Howard to light a fire. 

The most fundamental question is what level of 
immigration will provide Australia with healthy 
economic growth and a happy society. One view 
says that immigration growth should be slowed 
down on the grounds that new immigrants in the 
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past have often ended up in uncompetitive but pro- 
tected manufacturing industries. Immigrants in 
such jobs have had high wages thanks to long-stand- 
ing union agreements and so have not helped de- 
velop any competitive edge. 

The same view argues that Australia's wealth is 
resource-based and its domestic market will never 
be as big as America's, Japan's or Europe's, and so it 
makes sense to keep the wealth in the hands of a 
small number of people. Australia is really more like 
Norway (wealthy with a small population) than 
America, say the proponents of low-population 
growth. The FitzGerald report took another view. It 
pointed out that Australia has always experienced 
higher economic growth when immigration is 
higher. It recommended increasing the annual in- 
take of immigrants from 120,000 to 150,000. The 
government settled for 140,000. 

The FitzGerald report made some other recom- 
mendations that are likely to boost the number of 
Asians eligible for settlement. For example, it said 
there should be greater emphasis on bringing in 
people with skills and money, particularly those 
with entrepreneurial leanings. This upsets settled 
ethnic groups (with some political power) like the 
Greeks and the Italians, who would prefer that fam- 
ily reunion was given greater weight as a condition 
for entry. But, for the sake of the economy, the rec- 
ommendation makes sense. 

The FitzGerald report also frowns on the no- 
tion of "multiculturalism", something much fa- 
voured by Mr Hawke and the subject of intense de- 
bate in Australia. By it Mr Hawke seems to mean 
tolerance. But he is attacked by those who think 
that too much tolerance would end up at the ex- 
treme of allowing sex discrimination in some 
groups, polygamy for Muslims (and perhaps even 
the censorship of anti-Muslim books) and the frag- 
mentation of society. 

Mr Geoffrey Blainey, a prominent historian, is 
also against multiculturalism. He says Australia is in 
danger of becoming a nation of tribes. Dr FitzGer- 
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For him the spectre of ethnic problems 
in countries like Malaysia, which have encouraged 
separate identities for different ethnic groups, 
looms large. | 

Dr FitzGerald's approach is to recommend that 
Australia encourage immigrants to value citizen- 
ship. His report uncovered 1m immigrants who had 
not taken up citizenship. This, Dr FitzGerald be- 
lieves, shows a lack of commitment to Australia. He 
would like welfare payments to be denied those who 
refuse to take up citizenship after two years, which 





The rich earth 


B dependent on the export of raw materi- 
als is sometimes portrayed as a great weakness. 
The violent swings of commodity prices mean Aus- 
tralia's currency and its economy must lurch in 
time, more like a struggling developing country 
than a member of the o&CD. Reliance on primary 
industries, it is said, shows Australia's development 
to be inferior to that of America. Primary commod- 
ities, after all, still comprise about three-quarters of 
Australia's export earnings. 

The gloom that accompanies such a portrayal is 
misplaced. Australia's task is not to be more like 
America. Its population is a mere 16m, 7096 of its 
land is arid or semi-arid and much of the inhabited 
bits are already as crowded as anyone wants. The 
country does not have the prospect of an American- 
scale or Japanese-scale home market to create do- 
mestic demand for manufactured goods. 

There are of course important niches, like 
building luxury yachts and making wine, where 
Australia has special expertise and can make 
money. It has other specialities like brewing (Fos- 
ters and Castlemaine lagers) and long-distance 
transport (TNT), which local conditions have en- 
couraged. Australia’s financial and services indus- 
tries are efficient and thriving. Westpac bank has 
expanded overseas. Jones Lang Wootton, a property 
company, has successfully expanded from an Aus- 


tralian base into Hongkong and Singapore. 


Australia's free spirit has produced entrepre- 


neurs who are famous and successful internation- 


ally, like Mr Alan Bond, Mr John Elliott and Mr 
Rupert Murdoch. It is also fair to mention Mr Rob- 
ert Holmes 4 Court, who had a good run before the 
1987 stockmarket crash and might run again. Tour- 
ism, particularly to serve Asia, looks like being a 
mighty business. In all this the country has competi- 
tive advantages. | e 

But the core of Australia's wealth is its land and 
its minerals. The country is the world's leading ex- 
porter of bauxite and alumina, the largest exporter 
of both coking and steam coal, the largest producer 


_ Of lead and important “modern” mineral sands like 


rutile, zircon and monazite. It is the world’s second- 
argest zinc producer, its fourth-largest gold pro- 


` ducer, and the world's largest exporter of wool. 


Until recently Australians spent too much ef 
fort trying to build up manufacturing industries in 
which the country cannot compete like cars, textiles 
and footwear (all “heavily protected), and not 
enough making the most of its commodity wealth. 
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seems fair. Mr Hawke has not agreed. But he ha 
made 1989 "Australian citizenship year". — 
There has been a tendency in Australia to say, if 
you are anti-multiculturalism (people actually use 
that term), then you are practising some sort of ra- 
cial discrimination. This idea is wrong. It is accept- 
able for Australia to say to its immigrants that if you 
come here you must show a commitment to Austra- 
lia's tolerant, democratic western-style society. The 
task is to ensure access to that society on the ground 


of merit not race. - 


That means looking at the better management of 
commodity swings. | | 

Floating exchange rates and relaxed currency 
controls have helped. The Australian dollar reacts 
closely to commodity-price swings, so when prices 
are low the dollar is too. That helps the Australians 
to stay competitive and cushions the blow of any 
slump. When prices and the Australian dollar 
climb, as at the moment, Australians are generally 
selling as much as they possibly can anyway. 

Another way to deal with the swings is to do 
more processing. BHP's oil division is buying a refin- 
ery in Hawaii, which should make profits when the 
price of crude is low but will not fare so well when it 
climbs. It is a hedge. CRA's subsidiary, Comalco, 
runs a smelter, which is designed to turn out 
aluminium wheels alongside ingots at the smelter- 
site. Ingots are priced on the London Metal Ex- 
change and, like currencies, their prices can soar 
and plummet. Wheel prices are steadier. : 

Slumps can also be made less painful by build- 
ing a reputation as a reliable supplier. Australia 
could do with fewer strikes. Developing sophisti- 
cated overseas marketing and promotional orga- 
nisations helps. Australian farmers and miners are 
both heading that way. 


Realism down on the farm | 
Australian farmers, like union bosses and Labor 
leaders, are realists. Just as trade union leaders argue 
for wage restraint, so farmers are against subsidies 
and protection. The National Farmers' Federation 
(NFF) argues loudly for cuts in protection to manu- 
facturing in Australia and for less overseas protec- 
tion to agriculture. It says that both are a tremen- 
dous burden to Australian farmers. _ 

In Australia farming receives less state assis- 
tance than manufacturing. Exporters pay the cost of 
protection, says the NFF's executive director, Mr 
Rick Farley, and "that's us". He estimates that Aus- 
tralian protection costs every farm A$6,000 a year. 
The message to government is a good one. But Aus- 
tralian farmers, who make up 6% of the "voting 
population, do not have the political clout of their 
counterparts in Europe or America. That is strange 
since Australian farmers make profits, whereas 
many of the others survive on charity. 

The NrFF's outlook is based on three observa- 
tions about Australian farming. First, the country's 
farmers export 70-8096 of what they produce, and 


that makes them different from farmers in other 






































. Do you know enough about the countries with which you 
deal? All round the world, changes in the political and 
economic environment can affect your business. | 

To help you stay in touch with your international markets, 
The Economist Intelligence Unit publishes 92 Country 
Reports. Every quarter, up to 40 pages give you facts,analysis 

“and short term forecasts for 165 countries. 

: By reviewing important political and economic 

“developments, evaluating growth prospects, investment and 

consumer spending trends and by assessing business 
opportunities and problems, the Country Reports alert you to 
changes in the business environment and indicate others on 
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the horizon. The annual Country Profiles provide the 
essential background information. 


SPECIAL QUANTITY DISCOUNT 
If you would like to subscribe to several reports or even all 92, 
our discount structure will save you money. The more E 
countries you take, the higher the quantity discount you can - 
claim. For example, if you take over 5 countries you get a 
1096 discount. | p 
To subscribe to one or more of the 92 Country Repor 

simply tick the boxes of the countries you require Me 
send this page, complete with your name and > 
address to The Economist Intelligence 
Unit. 
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~ Amcor Limited is one of Australia's major compan- 
jes and the leading manufacturer of paper and pack- 
. aging products. 

Al Amcor's Australian businesses continue to grow 
strongly and the group has expanding overseas inter- 
ests, in New Zealand, South East Asia, the United 
Kingdom and the United States. 
E Recent highlights. include: - ir 
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Top management is a company's most crucial asset. Raise its performance and you increase. the output of. your 
organisation. That translates into a better profit, investment and public image. ! 


Beginning Sunday 2 July, AIM will be conducting its rigorous 4 week International. lntérunis ; 
Management Programme. Designed to sharpen the skills of top level executives, it will be led by sor 
respected names in organisational management, finance, economy, marketing and the behavioura fh 
speakers have been chosen for their ability to. innovatively relate new research and new knowledge to they pre gramme. 
Overseas faculty members are further selected for their ability to address the special needs of business ina global 
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A. Sales of the group and associates totalled A l, ,659 millionin the 
December half-year. 
A New A346 million corrugated box plant i in Cambridgeshire, 
U.K., proceeding on schedule for start-up in September quarter . 
1989. 
A Announcement in March, 1989 of A$225 million acquisition 
of Sunclipse Inc., California-based paper packaging group. 
A In july, 1988 Amcor made a 
successful issue in London of 
A$100 million of undated, - 
subordinated, convertible - 
bonds at a coupon of 9% 
p.a. The issue was named 
| "best equity-linked deal of 
_ the year" by International 
Financing Review. — 
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One of the most important emphases is that placed on teaching managers to continue their learning zand rec ceptivity to 


We develop the talents to deal with rapidly changing internal and external environments. Instruction methods will 
include lectures, group work, competitive computer simulation and CCTV presentations. 


For a full outline of the seminar, phone or write to us for a prospectus today. We'll make i it à most t worthwhile ! 









OECD countries. Second, Australia can expect to en- 
counter subsidised agricultural competition in over- 
seas markets for many years to come. Third, Austra- 
lia is too small to compete in the agricultural warfare 
that has America and Europe fighting to out- 
subsidise each other. State assistance to Australian 
agriculture is pea-sized next to Europe’s monstrous 
agricultural policy, or America's and Japan's farm- 
ing handouts. 

So Australian farmers do not argue for more 
protection for themselves. It is better, they calcu- 
late, to be sharp, efficient competitors. It also 
means, for the sake of Australian farming interests, 
that the country has to argue as hard as possible for 
international agricultural reform at the current 
(Uruguay) round of GATT talks. At the talks Austra- 
lia's representatives are putting on an Impressive 
show. 

In 1985 the Bureau of Agricultural Economics 
produced a "red book” which spelt out the eco- 
nomic harm that agricultural-subsidy wars have 
done to every economy: not just those of the offend- 
ers' competitors but those of the offenders them- 
selves, America, Europe and Japan. The red book 
became well-known and a powerful finger of disap- 
proval to be wagged at the subsidisers. These days it 
is Australians who calculate that international agri- 
cultural disarmament would bring about a $42 bil- 
lion improvement in America's trade balance, and 
broadcast such figures widely (broadcasting and 
publicity being something else Australians are good 
at). 

To take the tactic further, Australia was instru- 
mental in the formation of the Cairns group of 14 
agricultural exporting nations, which had its first 
meeting in Queensland in 1986. Its purpose is to 
keep the finger wagging throughout the Uruguay 
round, to keep pushing for reductions in produc- 
tion and export subsidies, better access to protected 
markets and better management of agricultural 
surpluses. 

Sadly, at the GATT talks, the Cairns group is lit- 
tle more than an irritating complainant (Mr Farley 
puts it in a more Australian way: "no more than a 
pimple on an elephant's bum"), but the effort is a 
valuable one. It reduces the possibility of the agri- 
cultural giants attempting to solve their problems by 
market-sharing. The pained cries of Cairns-group 
countries help keep agricultural disarmament in the 
public eye. Defending paradise, where agriculture is 
concerned, must mean campaigning for free inter- 
national markets. 


Better grades, better value 


Domestically the talk is of how best to add value to 
Australian produce. Wool is sold mainly off the 
sheep's back, food is exported unprocessed. 
Austrade, a government organisation that offers ex- 
port incentives, points out that for the past decade 
world growth in exports of processed foods has 
been around 5% a year, while Australia has lagged 
at 242%. Some estimates say that A$80 billion of 
value is added overseas every year. So, the argument 
goes, tap a little of that and Australia's trade bal- 
ance starts to look rosy again. 

The NFF argues against this view. Mr Farley says 
he is against help from Austrade in adding value 
locally. At a general level, he says, Australia does 
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Back in fashion 


not have a competitive advantage in processing 
food, which is a labour-intensive industry more 
suited to developing countries. There are, no doubt, 
niche markets to be had, but companies can find 
these for themselves. Perhaps, in that case, Austra- 
lians should be looking more closely at setting up 
food-processing plants in Asia. 

The NFF favours "value-building", by which it 
means putting emphasis on grading agricultural 
produce and then making and selling the best 
grades. Australian wool has benefited from such a 
strategy. Ten years ago a grader would pick up a 
clump of wool, flick it about and give an oral de- 
scription of its qualities (oral descriptions are an- 
other thing in which Australians have a competitive 
advantage). New technology is less endearing, but 
qualities are specifically measured, and farmers now 
respond quickly to produce particular grades. The 
system has helped Australia build a reputation as 
the producer of the best quality wool in the world. 

Clever promotion is also part of "value-build- 
ing". The master of this is De Beers, the South Afri- 
can diamond company. It keeps diamond prices 
high thanks to its cartel and to expensive and so- 
phisticated advertisements ("a diamond is for- 
ever"). The International Wool Secretariat offers a 
less glamorous version of the same thing. With a 
budget of almost A$300m a year it sponsors all 
those advertisements in glossy magazines for high 
fashion in cool wool. The Australians think such 
advertisements pay off. The fashion business is rev- 
elling in a wool revival. Thanks to all this and high 
prices, Australian wool farmers are prospering. Last 
year wool was restored to its traditional position of 
Australia's biggest export-earner (overtaking coal). 

The NFF thinks that better grading and market- 
ing would help Australia's meat producers too. The 
Japanese are gradually opening up their market to 
foreign competition, and that might be good busi- 
ness for Australia. Farmers are trying to put to- 
gether a strategy, but the Japanese might beat them 
to it. They have already bought seven abatoirs in 
Queensland. Australians need to move fast to 
compete. 

Down at the mines, the tale is different. As in 
the economy at large, cost-cutting and new work- 

































































Transport needs a 


shake- -up 


"n company, BHP. 


fending paradise. 
stralia’s biggest 





shut-down furnace back into production. After pro- 
duction difficulties last year, BHP Steel is now re- 
cording its fattest profits : ever. It is on target to make 
about A$400m this yest, up from last vear's 


- A$185m. 


In the coal mines ihe main issue is work prac- 
tices. Miners share frequent tea-breaks, work only 


~ five hours of an eight-hour shift, refuse to work flex- 


ible seven-day shifts and have insisted in the past on 
‘a three-week shutdown at Christmas. When anyone 


| tries to change things, they strike. 


‘While politicians are trying to propel usted 
into othe D century, miners are still adjust- 


HEN Australia became a federation in 1901 

transport reform was already overdue. On 
the mainland no state had a railway guage the same 
size as that of its neighbours. The confusion re- 
sulted from each state being administered from 
London as a separate colony. Transport, apart from 
efficient interstate trucking, remains in dire need of 
rationalisation—especially the railways, which re- 
main largely the concern of the separate states. 

Australia is larger than Western Europe. So its 
mines, farms and groups of people are a long way 
from each other. That makes good, cheap transport 
absolutely essential. Its reform is the next big item 
on the agenda of the Labor party. It would probably 
be a priority of a Liberal government too, should 
one come to power. 

The potential for improvement is enormous. In 
February the Business Council of Australia released 
a report that says, with transport reform, Australia 
could achieve long-term knock-on gains of A$6.1 
billion in increased production. The report says out- 
put in the economy would expand by A$2 for every 
dollar saving in transport costs and would also pro- 
duce 17,000 extra jobs. 

Those figures do not include more competition 
among airlines—something which is about to hap- 
pen. In November next year Australia will end its 
"two-airline" policy under which state-owned Aus- 
tralian Airlines and private Ansett (backed by TNT 
and News Corporation) are free from competition 
on all inter-state domestic flights. In the past regula- 
tion has meant the two had identical prices and 
practically identical schedules. They operate exactly 
the same number of aircraft. On attracting custom- 
ers and making profits, Ansett always did best. 

In a-sense deregulation has already begun, and 
is already a good thing. During the past year Austra- 
lian Airlines has been rationalising, attempting to 
make productivity deals with some of the 24 ea 
it must deal with, and training its staff to have a 
better idea of what service is about. 

Fares have declined in real terms during the 
past four years. But they are still high. Australians 
find it cheaper to go on holiday in Bali or even 
spend a weekend in New Caledonia than to travel 


m m d has. spent heavily on - 
. new equipment for steel-making and bringing a 
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ing ne ng see the sg seen ud at 
Christmas was cancelled. As a result, some mines 

will see a production increase of 20% a year. The 

biggest effects will be in the higher-cost mines in the 

Hunter Valley of New South Wales. In the more 

profitable pits of Queensland, which have some of 

the best coal in the world, new work practices have 

already crept in. 

The miners are however among the most reac- 
tionary of Australia's trade unionists. Many of them 
argue against Mr Kelty's ideas on union restructur- 
ing and he has to fight hard to keep them at bay. He. 
has a battle on his hands to achieve the much 
needed reforms. 


















































within their own country. Compass is the leader 
among new entrants next year, and is promising to 
cut rates on flights. Both Australian Airlines and 
Ansett (which operates in deregulated markets in 
America and New Zealand) are looking carefully at 
yield: management and how they might react on 
coming into the office one morning to find a com- 
petitor has halved the fares. Australian passengers 
cannot lose. 


All at sea. 


Unions are the key to the enormous task of reform- 
ing the ports and coastal shipping. That.is the next 

part of tran sport reform the government will tackle. 
The country's docks are run on the old system of 
two or three companies pooling labour at each port. 
The supposed advantage of the method is to facili- 
tate coping with peaks and troughs in work as ships 
come and go. But it is forbidden for anyone to set up 
a rival stevedoring outfit and the monopoly of the 
pool has produced massive over-manning, frequent 
"smokos"' (tea-breaks) and a fair number of old and 
infirm dockers sitting around collecting a wage for - 
doing little or nothing. — 

Port-users complain of having unwanted: ser- 
vices foisted on them in the form of an extraneous 
tug or a few extra men to do a job; There is consider- 
able opportunity for demarcation disputes. In the 
port of Fremantle in Western Australia, some 20 
unions cover just 720 employees. The ports are the 
perfect place to put into action some of Mr Kelty’s 
ideas about union amalgamation and switching 
from craft-based unions to industry-based ones. 

Change is afoot. In recent years the total 
workforce in the docks has been bargained down to 
9,000 from 25,000 two decades ago. A report is be- 
fote the government and everyone expects sweeping 
changes once it is converted to action. The Business 
Council estimates immediate savings from dock re- 
form at A$850m a year for those who have to pay 
dock fees. That includes a 35% saving ín costs at the - 
ports, with more than 70% of the gain coming from 
increased labour. productivity. Just how much of 
that materialises depends on Mr K ‘elty’s members in 
the ACTU. m 












Coastal-shipping reform would save Australia 
A$200m a year according to the Business Council, 
or between A$250m and A$550m a year according 
to the Industry Assistance Commission. Either way, 
it is a lot. The cost disadvantage is felt most by Aus- 
tralia’s many shippers of bulk commodities, for 
whom shipping represents some 30% of delivered 
cost. BHP reckons it costs twice as much to send a 
tonne of iron ore around Australia as to send it to 
Japan (that is without using BHP’s own ships). 

Australia, like America, Japan and several Euro- 
pean countries, does not permit foreign compe- 
tition in coastal shipping. It has tried to bring down 
costs through regulation, but still operates one of 
the highest-cost shipping industries in the OECD 
(though it is cheaper than Japan's). Business lobby- 
ists are asking the government to let foreigners in, 
while easing the shock by subsidies to Australian 
shippers or by a tax on the newcomers. Even with a 
10% tariff on foreign shipping, they argue, the cost 
of coastal shipping could be reduced by 30%. 

Over-manning, once more, is a problem. The 
Business Council reckons that reducing Australian 
manning levels to those of other developed coun- 
tries would save about half of crew costs—that is, 
between 10% and 20% of total operating costs. The 
government will probably relax a little on foreign 
competition, and try to tackle over-manning. Just 
how far it goes will be a good indicator of its com- 
mitment to change. | 


Changing trains 
The biggest savings, however, are to be had from 
the oldest muddle of all: that of Australian railways, 
which are still operated by the states, not the federal 
government. These days it is possible to travel from 
one state to another without changing trains at the 
border. But anomalies remain. The line from Syd- 
ney to Melbourne, for example, does not go via 
Australia's capital, Canberra, even though Can- 
berra (which is newer than the railways) lies be- 
tween them. 

Many of Australia's railways are only half as efh- 
cient as those overseas. Some mining groups oper- 
ate private railways, which show what can be done. 


An example for others to follow 


In Queensland, for example, it costs 35% more to 
ship a tonne of coal by public train than by private 
railway. The railways are heavily protected by regu- 
lations that order shippers of certain bulk goods to 
favour railways over road. About three-quarters of 
all rail freight still falls under such regulations. 

The Business Council argues that a 5096 im- 
provement in labour productivity is possible for 
Australia's railways. But, work-practices will be re- 
formed only when goods and services are allowed to 
compete freely against each other. The railways pro- 
vide an example of how that might happen: Open 
up servicing (cleaning, maintenance and so on) to 
much-needed competition, and changes in work- 
practices would have to follow. 

Until then the best chance of a face-lift for Aus- 
tralia's railways would be a privately built and run 
Very-Fast Train link between Sydney and Mel 
bourne (via Canberra). Some firms, including the 
road-transport giant TNT, are thinking about it. 
Others want to wait until levitated train technology 
allows the Sydney-Melbourne trip to be made at 500 
kilometres an hour. When that happens, airlines 
will definitely have proper competition on their 
busiest route, and Australians will be doing some- 
thing, at last, at high speed. 





Unfinished business 


HE industry minister, Senator John Button, 

tells an old joke. The prime minister of a depart- 
ing government gives advice to a new prime minis- 
ter. The advice is written down in three parts and 
inserted in three envelopes, which are placed in or- 
der and sealed. One is to be opened each time a big 
political crisis comes along. The new prime minister 
is grateful and soon needs to open the first enve- 
lope. The advice within reads: blame the previous 
government. He does that. A few years later he is 
forced to open the second envelope. Blame the me- 
dia, he is told. After a short time he turns to the 
third envelope. Prepare three envelopes, he reads. 

The joke is pointed. Thanks to Australia's enor- 
mous current-account deficit and the government's 
need to keep interest rates high, there is a common 
perception that Labor is losing its credibility as the 
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country's best economic manager. Current difficult 
times are often interpreted as evidence that reform- 
ing Labor has, in the end, failed. 

So the party is faced with a choice. It could 
abandon difficult economic reforms that lose it 
votes. That might help it win the election. But it is 
bad behaviour. If the tactic fails and the Liberals 
come to power, they might be able to rely on the 
first envelope for an uncomfortably long time. Al- 
ternatively, Labor can carry on reforming (or even 
step up the pace of reform, as it should) regardless of 
the electoral consequences. That might lose it votes, 
but would leave a more paltry first envelope for a 
new government. Senator Button favours that 
course. 

As he sat in his Canberra office telling the joke, 
his secretary interrupted now and then to try to per- 


J AUSTRALIA SURVEY 2 





Labor has made a 
down-payment on 
preserving 
paradise, but the 
account has still to 
be settled in full 
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suade the senator to attend an important cabinet 
meeting. A proposal for the expansion of Sydney 
airport was under discussion. The expansion is 
much needed, but could cost Labor the next elec- 
tion. There are six marginal seats on the airport 
boundaries, enough to tip the balance. 

The cabinet meeting lasted until after midnight. 
Eventually, the government decided to take the dif- 
ficult decision. It approved the expansion, subject 
to an environmental inquiry first—and thus in- 
creased the likelihood of losing the election. The 
cabinet should have made the Sydney-airport deci- 
sion years ago. Instead it stuck too long by tradi- 
tional Labor policy against an extra runway. But the 
government came right—or nearly so—in the end, 
despite the pending election. 

It might well be better to lose an election than 
to leave a fat first envelope. If Labor takes that line it 
will see through to the end a record of which it can 
be proud. It means Mr Hawke and Mr Keating must 
show that union restructuring is real and not the 
illusion their opponents allege it is. It means they 
must tackle transport reform now—and properly, 
with more competition at the ports and on the ship- 
ping lanes. It means labour in the docks must work 
more efficiently. The changes must be fundamental. 
Tinkering is not enough. 


Mess and muddle 


Another problem, the environment, is crying out 
for attention. The urgency of the task was demon- 
strated in March when a fearsome row broke out 
over the proposed A$1 billion Wesley Vale pulp 
mill in Tasmania. The mill, planned by an Austra- 
lian company, North Broken Hill-Peko, and a Cana- 
dian firm, Noranda Forests, was everything that 
Australia should want in terms of sensible value- 
adding. Exports from the mill were expected to add 
A$240m a year to Tasmania's exports. 

But Australia's vociferous greens were against 
it, fearing that air and fish would be poisoned by 
dioxins. A proper investigation and guidelines were 
called for. What actually happened was a typically 
Australian muddle. The Tasmanian state govern- 
ment was in favour of the mill and tried to push it 
quickly through parliament. The federal govern- 
ment, after much confusion, said the proposal 
should be subject to more scrutiny.That would have 
taken a long time, since Australia's guidelines on 
the environment are not clearly drawn. The part- 
ners thereupon withdrew from the project. Wesley 
Vale was a fiasco. Australia must avoid another like 
it. It needs to make environmental policy consis- 
tently clearer to everyone. It needs to arm itself with 
the means to distinguish quickly between big envi- 
ronmental threats and little ones. Its failure to do so 
will harm not only the pulp and paper industry but 
other areas too, particularly mining. 

As the world uses less base metals to make 
things, it uses more complex compounds including 
mineral sands such as zircon, rutile and monazite. 
Australia is the world's largest producer of a num- 
ber of mineral sands, but several projects are in dan- 
ger of never materialising, scared off by the prospect 
of a messy environmental row, like that of Wesley 
Vale. As an editorial on the environment in the 
Australian put it: "If we fall victim to the idiot ideol- 
ogy of no development, we will become at best the 


cleanest banana republic in the world". 

That is not to argue that Australia should disre- 
gard the environment. Pollution of Bondi beach has 
got out of control, with horrible viruses, one capa- 
ble of causing meningitis, found in water there. 
That the world's most famous beach is becoming a 
slimy mess has, rightly, made people angry. More 
than 250,000 of them recently turned up at a rock 
concert in protest. Soil degradation too is a prob- 
lem. A recent survey in New South Wales found 
that 3896 of the state's land has been severely af- 
fected by erosion. 

In a sense, putting a proper environmental pol- 
icy in place is the most basic step Australia can take 
to decide what price it will pay to preserve paradise. 
Enjoying their beautiful land and sea is a big part of 
what makes Australians happy. 


Obstacles in the way 


Inside the first envelope lurks another problem that 
Labor failed to deal with well—that of too many 
elections. Australia’s small electorate is forever off 
to the polls to vote in: state elections, which must be 
held every three or four years; federal elections, due 
every three years, but lately held every two; or Sen- 
ate elections, held every three years as half the mem- 
bers come up for election at the end of their six-year 
terms. And, of course, there are local government 
elections as well. A cabinet trying to put through a 
tough economic policy always has one eye on an 
election somewhere in Australia. 

In September Labor tried to change the con- 
stitution to extend the maximum term in the House 
of Representatives to four years. But it tagged on to 
that referendum proposal a further one, shortening 
the Senate term to four years. People took that as a 
measure to reduce the power of the states (stronger 
in the Senate) in favour of the federal government. 
The Liberals and Nationals would not support the 
referendum, and it failed. 

It is always hard to get a yes-vote in an Austra- 
lian referendum, since it needs a majority of states as 
well as a majority of people to carry it. In practice, 
that means all main political parties must support 
the proposal. Labor was unwise to tamper with the 
Senate term and go ahead without that support. It 
botched its chance. 

Since 1983 Labor has been making a substantial 
down-payment on preserving the Australian way of 
life. It has been a government prepared to tackle 
problems at their root, rather than trying to isolate 
Australia from their consequences. Add together fi- 
nancial-market deregulation, tax reform, reduced 
protectionism, wage restraint, more opportunities 
for productivity deals and an economic environ- 
ment that has encouraged company restructuring. 
The sum of the parts is an Australia that is better 
able to compete overseas, and better able to meet 
the challenge of opportunities in Asia. 

But great clouds of foreign debt and threatening 
inflation signal that economic life down under still 
faces dangers. The reform movement, under Labor 
or Liberal, must gather pace. Otherwise Australia 
will look sickly when the next commodity slump 
comes around. The price of paradise is to be inter- 
nationally competitive. Australia still has some way 
to go. 
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Today the bridge that begins 





at AMP Australia extends 


The time is right. Today, AMP, 
a major life insurance organisation 
with assets in excess of $30 billion, 
is moving into the global scene. 
Ranked among the world’s 
major insurance organisations, 
AMP is market leader in Australia 
and New Zealand. AMP has 
operated for 140 years including 
80 years in the United Kingdom. 
On April 1, 1989, one of 
Britains oldest established mutual 
lite offices, London Life, merged 
into AMP. 
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Today, AMP’ great financial 
strength 1s based on the savings of 
its two million individual policy- 
holders and pension funds clients. 

AMP is Australia and New 
Zealand’ largest private investor. 

If you should have the 
opportunity to do business with 
AMP in your own market, you 
can be confident that you are 
dealing with an experienced and 
innovative organisation which 
enjoys the highest reputation for 


integrity and ethical standards. 
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TELEPHONE 61 2 2575000, FAX 61 22575554. Sydney, Australia 


TO VICTORIA, 


SHE REPRESENTS 


A 50 MILLION DOLLAR INVESTMENT. 
TO HER PARENTS, SHE’S PRICELESS. 


Quality of life is what Australia, and in particu- 
lar Victoria, is all about. 

A lifestyle built on a progressive sophisticated 
economy. A culture where the needs of people drive the 
development of technology. 

Perhaps the best example of this is Victoria’s in- 
vitro fertilization program. A program which has seen 


- many millions of dollars invested to bring joy to hun- 


dreds of people in Australia and the world. 

We have considerable strengths in scientific and 
technological research, as exemplified by the develop- 
ment of the in-vitro fertilization program here in 
Melbourne, and we are actively seeking investment to 


. commercialise the results of this expertise. 


Other major competitive strengths include our 
vigorous industrial base and skilled work force, the 
extent of our natural resources and agricultural activity, 
and our rapidly growing tourism industry. And, of 
course, there is our strategic position within Australia 
and the fact that Melbourne acts as a transport, com- 
munications and financial centre for the Asian Pacific 
region. 

Melbourne is Australia's choice for the 1996 
Olympic bid and current economic indicators show the 


. Victorian economy to have the strongest performance 


compared to the rest of Australia. 


We are looking for internationally competitive 
investment and business ventures, capable of generat- 
ing new and exciting export markets. In return, we offer 
you a broad range of profitable investment and devel- 
opment opportunities, outstanding economic perfor- 
mance, stable Government and sophisticated infra- 
structure to support your investment. 

To find out more about bringing your business 
to life in Victoria contact one of our overseas offices or 
head office in Melbourne. 








Melbourne, Australia. Contact John Jenkins. Tel: 





m a 


Frankfurt, Germany. Contact Dennis Goldner. Tel: 
49-69-666 6028. Fax: 49-69-666 5015. London, United 
Kingdom. Contact Ian Haig. Tel: 44-1-836 2656. Fax: 
44-1-240 6025. Los Angeles, U.S.A. Contact Alan Reiher. 
Tel: 1-213-466 5482. Fax: 1-213-461 2547. Tokyo, Japan. 
Contact Philippe Ingram. Tel: 81-3-213 3061. Fax: 
81-3-213 3088. 
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Canon Building, Mount Waverley, Victoria, Australia - industrial development by Hooker Projects. 
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Whos solving 
trade finance 
problems 
with made 
to measure 
solutions? 


Westpac regards the approaching 1990s 
as a period of exceptional opportunity for 
global trade - especially in the Western 
Pacific Region. 

Our horizons stretch as far as that 
opportunity can reach. In the 1970s we began 
a Strategy to expand as Australias world bank. 
Today we operate in 24 countries outside 
Australia. Out of 2000 Westpac locations, 333 
are overseas. Our world-wide electronic 
information gathering network is on the job 
24 hours a day. 

What does that mean to you if you are 
selling or want to sell in increasingly complex 
world markets? Simply that we can provide 
you with a global trade finance service that 
ranks among the most innovative. 

We've put a lot of effort into it. Trade 
finance and advisory services that are geared 
for growth and dramatic change. Help with 
joint ventures, tendering and government 
backed export finance schemes. Made-to- 
measure financial packages that are flexible 
enough to cope with currency fluctuations 
and international movements in interest 
and discount rates. People who know what 
they're doing because they have the tools, 
knowledge, skills and on-the-spot financial 
expertise you need. 

Explore what Australias world bank 


can do for you. 


estpac 
Australias world bank. 





Ogilvy MWP 2055 II 003/89 Westpac Banking Corporation 


Bahrain, Beijing, Chicago, Columbus, Frankfurt, Hong Kong, Houston, Jakarta, Kuala Lumpur, London, Los Angeles, New York, 
Port Moresby, San Francisco, Seoul, Singapore, Suva, Taipei, Tokyo. 


e celebration (or denigra- 
on) of Margaret Thatcher's 


| ten years in office reached a 
|: peak. Her political opponents 


‘looked to the Vale of Gla- 
“morgan by-election and local- 
council elections of May 4th 
for signs of the beginning of 
the end of Thatcherism. 


Sir Alan Walters, economic 
adviser to Mrs Thatcher in 
1981-83, arch-hawk in the 
fight against inflation, and no 


* lover of the European Mone- 


-tary System, returned to 
Downing Street as a half- 
timer. 


Another company survey 
ee showed more rect of 


| a » The official inquiry into the 
".[ Hillsborough football trag- 


. edy began on the same day 
that a court in Belgium sen- 
tenced 14 Liverpool football 
supporters to three years' 
imprisonment for their part in 
the Heysel stadium riot of 
|. 1985. Liverpool decided to re- 
_ play its FA cup semi-final 
match halted at Hillsborough. 


The rugby union cup final 


between Bath and Leicester at- . 


tracted 59,300 spectators. 
There were 60 policemen on 
duty (compared with 800 at 
Hillsborough) and no arrests. 


Anti-movement 


. | London's transport edged 


closer to chaos. Workers on 


|» the buses, railways and under- 


ground all declared plans to 


“Three cheers for ten glorious years, hip, hip...” 


strike soon for more pay or 
the protection of existing 
work rules, or both. Manage- 
ment asked the courts to 
block the tube strike. Mr 
Norman Willis, the TUC's 
general secretary, said he 
"would not relish a spring of 
discontent” but bosses had to 
listen to the unions. 


Police canoeists rissuerading 
as terrorists infiltrated Lon- 
don's docklands airport by 
night and broke into a locked 
aircraft to show it could be 
done. They damaged the aero- 
plane, grounding it for most 
of the next day. 


Jaguar's assembly lines came 
to a halt after warehousemen 
claimed that a manager had 
punched a shop steward. 
More than 8,000 men were 
laid off. 


Law and disorder 


The three-month period for 
responding to the govern- 
ment's Green Papers on law 
reform came to an end, with 


1,200 responses in the bag. 
The Law Societv and the Bar 
Council added formal 
counter-proposals, arguing in- 
ter alia for and against an end 
to the barristers' monopoly on 
access to the higher courts (see 


page 64). The Lord Chancellor 


seemed unmoved. 


Two defendants in the 
Guinness case, Mr Ernest 
Saunders and Lord Spens, 
said they could no longer af- 
ford their lawyers. 


Riots broke out in “grisly” 
Risley remand centre for _ 
prisoners awaiting trial. Con- 
ditions there were described 
by the chief inspector of pris- 
ons last year as “squalid and 
barbarous”. Inmates wrecked 
a wing recently refurbished in 
the first stage of an eight-year 
rebuilding programme. 


The man widely suspected of 
being Mr Kipper, involved in 
the disappearance of a Lon- 
don estate agent, Suzy 
Lamplugh, in 1986, began a 
life sentence for murdering an- 
other woman. A lonely-hearts 
agency said it had offered cli- 
ents a videotape preview of 
the man shortly before his ar- 
rest in 1987; many women 
were keen to meet him. 


Unarmed policemen detained 
a man who ran amok with a 


shotgun in Whitle 
north-east seaside ti 

ing one man and in 
others. Tighter gur 
prompted by earlier 
killings were criticised fo 
including shotguns. 


Unexpected 


The Royal Institute of E Br i 
ish Architects sought à m 


ing with President Ceausesc 
of Romania to protest att 
reported destruction of Ron 
nian villages of "unique ar 
tectural and cultural i impo 
tance". A spokesman latet 
acknowledged that RIBA’ 

in Romania might be limit 


Tax cuts and exhortation 
filled many more tanks wit 
unleaded petrol. 


Students at the London | 
School of Economics ele: 
Winston Silcott, convicted 
murdering a policeman £ i 
1985 Tottenham riots, as 
orary president of their un 


Yorkshire police had to set 
out in search of a hit-and- 
kangaroo which witnesses 
claimed had bounded int 


car just outside Leeds. 











'EN years after coming to power, most 
governments have run out of ideas. The 
Thatcher administration has a surfeit 
'm. Barely an area of British life—from 
wnership of water to the distribution of 
| limbs—is safe from radical reform. 
{rs Thatcher's energy is the readiest ex- 
on for this fervour. But she is being 
d in her pursuit of reform by a new 
‘d of intellectuals: full-time policy advis- 
ployed in privately financed think 


olicy intellectuals are not a new breed, 
ough they have not until now been known 

vulgar a name. British intellectuals 
always enjoyed an intimate relation- 
with the establishment, relishing influ- 
wherever it has been offered. But old- 
2 policy advisers were different from the 


that has flourished under Mrs 
Yer. 
aditionally, Whitehall's 

from the golden triangle of Oxford, 
bridge and London universities. They 
nded future members of the political 
hment while at public school and 
rsity. Once Hi had become dons, 





egg-heads | 


ates with political ambitions. Their reward 
for a life-time of tutoring and contact-build- 
ing was a prestigious job as a policy adviser 
or as a member of a Royal Commission. 
The inner circle of such policy advisers 
comprised the great and the good. This 
happy band moved easily between academia 


and public life. Heads of colleges could sit 


on commissions or hob-nob with the prime 
minister, just as politicians and civil servants 
could hope to retire to a comfortable billet 
as head of an Oxbridge college. Whatever 
their party allegiances, the great and the 
good had a common approach to the ma- 
chinery of government. They scarcely ques- 
tioned the central role within it of the gen- 
tleman in Whitehall. 

The Central Policy. Review Staff, or 
“Think Tank”, tried in 1971-83 to modern- 


ise this tradition. It ended up trapped by it. 


For all its technocratic rhetoric, the Think 
Tank recruited a disproportionate number 
of its members from the children of the 
great and the good. Corporatist by instinct, 
it aspired from the start to improve the ma- 
chinery of consensus politics. 

Ten years of neglect 
Thatcher has almost buried the tradition, 
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under Mrs 


She has done away (in fact, if not in theory) 
with its prime instrument: the Royal Com- 
mission. The Think Tank has been uncere- 
moniously wound. up: Mrs Thatcher 
thought it produced “guffy stuff, like PhD 
theses". The traffic of ideas and influence 


. between Oxbridge and Westminster has all 
- but dried up. And the resulting vacuum has 
been filled by people of a different hue. 


3 The supply of policy advisers 

|. A remarkable number of the new-style pol- 
| icy intellectuals. are displaced academics 
from provincial universities. As distant from 
the traditional establishment as the great 
and the good were close to it, they are more — 


likely to be members of MENSA than the Re- 
form. Club. Mr Eamonn Butler and Mr 
Madsen Pirie of the Adam Smith Institute 
(Asi) have PhDs from St Andrew’s Univer- 
sity; Mr David Green of the Institute of Eco- 
nomic Affairs (IEA)has a PhD from the Uni- 
versity of Newcastle-on-Tyne; Mr Digby 
Anderson of the Social Affairs Unit has a 


. PhD from Nottingham University. More of- 


ten than not they were victims of the rapid 
contraction of social science departments 
from the mid-1970s onwards. The universi- 
ties dealt with the drying up of cash not by 
weeding out mediocrities but by foreclosing 
on new opportunities. Think tanks pro- 
vided a generation of displaced academics 
with a unique opportunity to swim in the 
mainstream of intellectual life. 

The Centre for Policy Studies (cps) is a 
partial exception to this pattern—not least 
because some of its members now regard it 
as a stepping stone to Parliament. Sir Alfred 
Sherman, its director of studies until 1984 = 


. was an archetypal displaced intellectual; an 


his successor, Mr Jeremy Shearmur, was an 
academic philosopher who soon left for a 
post in America. But the current director of 
studies, Mr David Willetts, is a bird of a dif- 
ferent feather. Before privatising himself, he 
graduated from Christ Church, Oxford and 
worked at the Treasury—hardl y an anti- 
establishment career, Yet even at the CPS 


the academic diaspora is having an effect. 


There is no shortage of displaced dons eager 
to write its pamphiets c Ot. bd up its research 
posts. 


The demand for as i 


In more normal times a dispossessed intelli- 
gentsia might have remained. irrelevant: 
holed up in marginal institutions popularly 
regarded as cranks. They have flourished be- 
cause of a demand for their ideas—and the 


main source of this. demand has been 





Downing Street. Mts Thatcher makes no se- 
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Praetorian guards: Mather, Willetts, Pirie, Green 


good. To her they are traitors who acqui- 
esced in the precipitous decline of England. 
She instinctively looks for advice from peo- 
ple who have been uncorrupted by the old 
establishment. 

Judged at least by her hunger for sympa- 
thetic ideas, she must be deemed an unusu- 
ally ideological prime minister. One reason 
may be the part ideology played in her early 
years. In 1974 her guru, Sir Keith Joseph, 





| Tanked up 


e The Institute of Economic Affairs 
is the grand-daddy of the think tanks. 
Founded in 1957 by Arthur Seldon and 
Ralph (now Lord) Harris, financed by 
Mr Antony Fisher, owner of Buxted 
chickens, and inspired by Mr Friedrich 
Hayek, it kept free-market economics 
alive when academic opinion had pro- 
nounced it brain-dead. Few listened to it 
until Sir Keith (now Lord) Joseph turned 
to itin 1974. Gradually its members were 
transformed into guardians of 
Thatcherite orthodoxy. It now has a new 
director: Mr Graham Mather, a lawyer 
| and former policy-setter at the Institute 
of Directors.The IEA has spawned some 
smaller semi-autonomous units: the IEA 
Health Unit (soon to become the 
Health and Welfare Unit), founded in 
October 1986 and directed by Mr David 
Green; and the Centre for Research 
into Communist Economies. 
@ The Centre for Policy Studies was 
founded by Sir Keith Joseph in 1974, 
with Mrs Thatcher as vice-chairman. 
Originally designed as a quasi-academic 
body, it rapidly expanded its brief, be- 
coming a hard-headed rival to the soft- 
hearted Conservative research depart- 
ment. Under its current director of 
studies, Mr David Willetts, it has become 
the most influential of the think tanks. 
People in Whitehall and Fleet Street feel 
that it "knows in its bones what 
Thatcherism is about". 
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went through an intellectual crisis: con- 
vinced that corporatist conservatism had 
failed, he turned to the IEA for advice. He 
also founded the crs as a radical think tank 
for the right and a counterpoise to the se- 
date Conservative research department. 
Mrs Thatcher shared in his re-education 
and became the vice-chairman of the crs. 
Another reason is her isolation in the 
Conservative party. À woman in a man's 


èe The Adam Smith Institute. | 
Founded in 1977 by two graduates of St | 
Andrew's University, Mr Madsen Pirie 
and Mr Eamonn Butler, the Institute has 
acted as a cheer leader for radical | 
Thatcherism. Whatever its merits, the | 
Institute is not as important as it some- | 

| 

| 





times pretends: if it were, Mrs Thatcher 
would be little more than a footnote in 
its glorious history. 
@ The Social Affairs Unit was founded | 
in 1980 under the directorship of Mr 
Digby Anderson. The most fogevish of 
the tanks (Mr Anderson regularly writes 
for the Spectator and the Sunday Tele- 
graph), it is concerned less with advocat- 
ing free-market economics than with 
promoting social morality and preserv- 
ing the social fabric. 
@ The left is belatedly getting into the 
think-tank business. Last year several 
left-wing grandees, notably Baroness 
Blackstone (once in the original govern- 
ment Think Tank), launched the Insti- | 
tute of Policy Research. Formally inde- | 
pendent from the Labour party, it raised | 
one-third of its money from trade | 
unions, the rest from private donors. Its 
| 
| 
| 





director, Mr James Cornford, adopts a 
discreet profile. And, earlier this year the 
Social Democratic party inaugurated 
The Social Market Foundation, which 
has so far produced a cracking pamphlet 
on social markets by Mr Robert Skid- 
elsky of Warwick University. 
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world, she has seldom enjoyed spontaneous 
personal loyalty. She has had to find an- 
other way of binding potential supporters to 
her—and ideology has provided that bond. 
Her style of government also predisposes 
her to listen to think tanks. More than most 
other prime ministers, she leads from the 
front, making up her own mind on issues 
that catch her attention, shunning collective 
cabinet discussion and refusing to allow the 
Whitehall machine to sidetrack her policies. 
Where previous prime ministers would have 
consulted established interests, she prefers 
to call upon individuals who share her radi- 
cal vision. 

She makes extensive use of her own pol- 
icy unit, a small group of full-time advisers 
drawn from diverse occupations and headed - 
by Mr Brian Griffiths, once a professor at 
the City University Business School. Di- 
rectly responsible to the prime minister, and 
based in 10 Downing Street, the policy unit 
has extensive links with the think tanks, - 
particularly the CPS, and frequently acts as a 
conduit for their ideas. | 

After ten years in office she has imposed 
her style on the government. Junior minis- 
ters nervously look over their shoulders to — 
see who will come up with a policy innova- 
tion that will catch the leader's attention. 
Much though they may regret it, they feel — 
obliged to put down their novels and pick | 
up forbidding books by American social sci- 
entists like Charles Murray and James Q. | 


Wilson. 

But the demand is more than a conse- 
quence of the prime minister's personal dis- 1 
position. It also reflects a systemic need. The- 
civil service is constitutionally incapable of ^ 
generating the policy innovation which the — 
prime minister craves. The typical civil sere ~ 
vant enters Whitehall in his or her early 205 1 
(usually after studying a soft subject at uni- 
versity) and settles down for a lifetime cae 
reer: there is little infiltration from the out © 
side of new people with new ideas and new — 
methods. A reforming prime minister has 
little choice but to go round them and listen 
to the think tanks. 

The think tanks do two useful things for 
the radical wing of the Conservative party. — 
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First, they help to set the agenda of the po- 
litical debate. They inject arguments (neatly 
packaged for a copy-hungry media) into the 
public arena before they are raised by politi- 
cians. This both softens up public opinion 
and pushes the consensus farther to the 
right. The think tanks are now much preoc- 
cupied with the perversities of the welfare 
state. This issue is likely to dominate politi- 
cal discussion in a few months’ time. 

Second, they provide deniability. For- 
mally independent, they can raise issues 
without endangering the careers of politi- 
cians. This frees them to think the unthink- 
able—or, in Lord Joseph's unfortunate mal- 
apropism, to think the unspeakable. It also 
enables them to test policies in public de- 
bate before they are aired by politicians. If 
the public reaction is favourable, they can 
be taken a stage further; if it is hostile, they 
can be dropped. 


Successes and failures 


The think tanks have enjoyed one big intel- 
lectual success. They have succeeded, where 
the Social Democratic party singularly 
failed, in breaking the mould of British poli- 
tics and moving debate away from the old 
consensus. Nowhere has this been more 
conspicuous than in the way they have car- 
ried privatisation into two hitherto sacred 


groves: policy-making and academic debate. 


By privatising at least a little policy-mak- 
ing, they have allowed Mrs Thatcher to out- 
manoeuvre the civil service and inaugurate 
radical reforms. By privatising some intellec- 


tual activities, they have raised questions 


that most academics would prefer to ignore. 
At a time when many university depart- 


ments have become stagnant pools of politi- 


cal opposition, they have livened up intellec- 
tual debate. 

But the rise of the think tanks has 
brought costs as well as benefits. The sheer 


- volume of the reforms is leaving the public 


at best confused, at worst disillusioned. 


Even loyal Conservative voters are begin- 


ning to wonder where it will all end. Policy 
intellectuals are by their nature permanent 
revolutionaries: asking a think tank if an in- 
stitution needs reforming is rather like ask- 
ing a barber if you need a haircut. Some of 
Mrs Thatcher's agenda seems to be driven 
by the supply of policies, not by the de- 
mands of her constituency. Who outside the 
think tanks wants to privatise the royal fam- 
ily? Or the police force? Or the fire brigade? 
Or the BBC? 

Some of these policy-driven reforms are 
half-baked. The National Health Service re- 
forms have alienated doctors largely because 
they were conceived in secret and untested 
in practice. Vested interests were not con- 
sulted and trial tests were not carried out. In 
their enthusiasm to seem revolutionary, pol- 
icy intellectuals have presented the health- 
service changes as much more radical than 
they really are. 


64 





Conventional wisdom holds that Mrs 
Thatcher's first decade has been a disaster 
for intellectuals. This is partially true for the 
employees of those ailing public-sector insti- 
tutions, the universities. But the reverse is 
true for the new policy intellectuals. For 
them the past decade has been a bonanza. 
Few clever men have been so courted or en- 
joyed so much influence so young. Yet their 


personal success has been bought at a politi- 
cal price. The government is in danger of 
overloading public patience with too much 
innovation and the civil service with too 
many policies. Clement Attlee once wrote to 
that self-appointed guru of the left, Harold 
Laski, requesting a period of silence. Per- 
haps Mrs Thatcher should send a similar let- 
ter to some of the think tanks. 





Legal reforms 


Hesting their cases 


N MAY 2nd the consultation 

period on the government's (S 
green papers on the law came toan $23 
end. That day the English bar pro- de 
duced its considered response to the A 
proposals by Lord Mackay, the 
Lord Chancellor, that threatened to 
turn their world upside down. The Law So- 
ciety, representing the solicitors of England 
and Wales, had put in its own views a day 
earlier. Lord Mackay will spend the summer 
working on the legislation which the gov- 
ernment intends to put before Parliament in 
the autumn. It will have to be carefully 
crafted. Though ministers do not doubt 
their ability to get their plans through the 
House of Commons, they are worried that 
the House of Lords, where the law lords 
have a high reputation, may prove less 
tractable. 
The reactions of the bar are more consid- 
ered than seemed likely only a few weeks 
ago. Then Lord Hailsham, twice Lord Chan- 
cellor in Conservative governments, said 
that the government's plans, which would 
remove the barristers’ monopoly of advo- 
cacy in the higher courts, showed it was 
"thinking through its bottom". Barristers in 
the Temple considered removing the prime 
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minister's honorary benchership; 
one law lord stated that his col- 
leagues were bound to consider re- 
moving the Lord Chancellor’s right 
to hear cases on appeal. Mr Des- 
mond Fennell, the chairman of the 
bar, spent the first month aftei 
publication of the green papers looking like 
a frightened rabbit and sounding about as 
credible. Now he is anxious to appear states- 
manlike, and has wisely distanced himself 
from Lord Hailsham’s dottier flights of 
rhetoric. 

The new tone of the bar's line is set at 
the opening of its report. The bar's propos- 
als and its criticisms of the government, say 
the report, "are to be judged according to 
whether they best serve the interests of the 
public and the administration of justice, and 
not according to whether they serve the in- 
terests of the bar". Funny, then, that in vital 
respects the bar's interests and those of the 
public should coincide. The bar still opposes 
extending rights of audience in the higher 
courts to solicitors; it still sets its face against 
multi-disciplinary partnerships; it still insists 
that clients cannot come to barristers di- 
rectly, but must go through a solicitor first. 
It still maintains, in short, that the contir 
ued existence of a divided profession, withi.. 
which the bar maintains its old privileges, is 
essential to the public interest. 

On the face of it, the Law Society agrees. 
It too speaks of the need for a separate bar, 
though since it also thinks that qualified so- 
licitors should have rights of audience every- 
where the Society's solicitude for the bar's 
well-being is a touch disingenuous. Like the 
bar, it does not want the proposed advisory 
committee on legal education and standards 
(which Lord Mackay thought would have a 
lay majority, appointed by him). It thinks 
such a committee would muddy the waters 
of the administration of justice with politics. 
The Society opposes multi-disciplinary part- 
nerships, which will disappoint many solici- 
tors. Predictably—and here it is supported 
both by the bar and by influential voices in 
the Department of Trade and Industry—it 
thinks that the risks of conflicts of interest 
should disqualify building societies from 
conveyancing work. 
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So far, so unsurprising. Yet de con- 
sultation period has thrown up some ideas 
which, if not new, were not well-aired in 
Lord Mackay' s papers. Of these, the most 
significant is an emphasis by all the profes- 
sional bodies on the legal-aid system, which 
provides money for those litigants too poor 
to afford their own legal advice. This was 
Lord Mackay's weak spot. To the Treasury's 
consternation, expenditure on legal aid has 
risen from £237m in 1983-84 to an esti- 
mated £488m in 1988-89—and is projected 
to grow to £630m in 1991-92. Few public- 
spending programmes have grown so fast. 
Hoping to relieve the pressure, Lord 
Mackay asked for comments on different 
models of contingency fees, the American 
practice whereby lawyers take a share in the 
proceeds of successful actions. 

By and large, he has got a raspberry for 
his pains. Contingency fees in the strict 

mse have been rejected by both branches 

f the legal profession, and also, in a bizarre 
submission, by the Adam Smith Institute. 
The Law Society does, however, endorse the 
practice of Scottish lawyers, who fund cases 
on a "speculative basis" —taking nothing if 
the case fails, and their normal fee it it suc- 
ceeds. Lord Mackay, a Scot himself, may fa- 
vour this alternative. But if, by turning its 
face against contingency fees, the profession 
thinks it can persuade the government to 
throw more into the legal-aid pot, it is much 
mistaken. Of the possible compromises min- 
isters may make to get the guts of Lord 
Mackay's plans through parliament, extra 
cash is not one. 
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Nuclear power 


False dawn 


S AN exercise in self-education, last 
week's Downing Street seminar on 
global warming, attended by Mrs Thatcher, 
selected ministers and a smattering of scien- 
tists and industrialists, was a great success. 
As an exercise in public relations, it was a 
goof. Most of the following day's newspa- 
pers inferred that, in order to combat the 
harm done to the atmosphere by Britain's 
coalfired power stations, the government 
was about to order a big expansion of the 
country's faltering  nuclear-power pro- 
gramme. And this on April 26th, the third 
anniversary of the explosion at Russia's 
Chernobyl nuclear reactor. 

The newspapers were, apparently, off 
beam. Mr Cecil Parkinson, the energy secre- 
tary, now maintains that there are no plans 
to expand nuclear's share of Britain's gener- 
ating capacity beyond the 15-2096 already 


Wimperial preference 





| T QUESTION time on May 2nd, 

Mrs Margaret Thatcher continued 

to display her current disaffection with 

| the European Community. There were 

| an awful lot of European initiatives in 

| thepipeline, she said; it was important to 
| be vigilant about them. 

She is right to imply that Parliament's 
scrutiny of European legislation leaves 
much to be desired. But many ministers 

| nowthink that her aversion to things Eu- 
| ropean has reached dangerous levels. 
They say it is becoming increasingly diffi- 
| cult to build alliances with other Euro- 
pean countries—Denmark, say, or West 
Germany—who are intrinsjcally inter- 
ested, like Britain, in building a Commu- 
oity dedicated to free markets and free 


e. 
Why has Mrs Thatcher decided to get 
progressively tougher with Europe? Until 
recently, one view was that she was doing 
no more than play a nationalist card be- 
fore the elections to the Hirópesn Parlia- 


ment in June. But she has decided that 
Project 1992 is a trojan horse concealing 
a nasty onslaught on British sovereignty, 
and that she was bounced into accepting 
its terms by the Foreign Office. In some 
circles, her shrill anti-Europeanism is 
blamed on Sir Alan Walters, her per- 
sonal economic adviser back in harness 
this week, who is vehemently opposed to 
the European Monetary System. Others 
say Mr Charles Powell, her influential 
private secretary for foreign affairs, is the 
anti-European in Downing Street. 

In fact, the fault probably lies more 
with two other men—Mr John Whitting- 
dale, her political secretary, and Mr 
Robin Harris, the director of the Conser- 
vative research department. Both are 
paid-up members of the chinless wing of 
the Conservative party. Both have ro- 
mantic views of the magnificence of 
things British and the perfidy of conti- 
nentals. Apparently that is what the 
prime minister thinks, too. 
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pencilled i in for the electricity industry z 
its 1990-91 privatisation. The seminar's con- 
clusion, it seems, was that a global—ra ee 
than unilateral—increase in nuclear power 
was required to mitigate the greenhouse el 
fect. So either the dailies got it wrong; c 
they were misbriefed by Mr Parkinson a 
Mr Bernard Ingham, Downing creer 
PP or the government is now back: 
pedalling. 

The confusion reflects a dilemma. The 
ecological case for more nuclear power 
seems compelling. As Mrs Thatcher € 
learnt more about the environmental dam- 
age caused by the carbon dioxide emitted | 
from Britain's coal-fired power stations, she 
has grown keener on expanding Britain's s 
nuclear-power programme. But the ecc 
nomic obstacles are clear, and are made that 
much trickier by the marketing challen 
posed by privatisation. z 

Present expansion plans, incorpc d 
into privatisation, call for just four more r 
clear-power stations to be built; only one o 
these pressurised-water reactors re) a 
Sizewell in Suffolk, is under way. And b 
cause six of the Central Electricity Gener: 
ing Board’s (CEGB) seven geriatric Mag 10X 
reactors will be retired by the end of the cet » 
tury, even nuclear's present share of B 
ain's electricity generation (around r 
will be hard to maintain. 

If the CEGB had remained intact a 
state ownership, the government would al 
most certainly have ordered more nuclear 
plants to be built. But, ironically, beca " 
the CEGB is to be split into two companie 
and privatised, the four planned reactor 
will be the last to be ordered for years. ^ 
Parkinson reckons that National Pow 
(which takes over the CEGB's nuclear-powe 
stations after privatisation) and Powe: Gen 
(its smaller rival) will one day scramble tc 
build nuclear-power stations: he believe 
that oil and coal prices will rise sharply în 
the 1990s, improving nuclear’s econom 
For now, however, even the CEGB adm its 
that nuclear power costs some 40% more 
than coal-fired electricity. £ 

There are other problems. The go ern- 
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ment has already had to offer to underwrite 
£2.5 billion of the nuclear programme's un- 
avoidable excess costs (such as the de- 
commissioning of obsolete plants) after pri- 
vatisation—a policy which, on competition 
grounds, may eventually get the government 
in trouble with the European Commission. 
And more nuclear power stations would 
mean more guarantees, which would not go 
down well with the Treasury, either. City in- 
vestors are already uneasy at the prospect of 
trying to sell National Power complete with 
nuclear-power stations; most would have 
preferred nuclear power to remain in the 
public sector. To make National Power plus 
its nuclear millstone sufficiently attractive to 
Britain's army of small investors, the com- 
pany will have to be flogged to the public at 
a huge discount. 

Given the problems that nuclear power 
is causing for the forthcoming sale, it is per- 
haps not surprising that Mr Parkinson is ad- 
amant that nuclear's growth will be left to 
market forces—even if they do not start 
working in nuclear's favour until the next 
century. He is also firmly against the unilat- 
eral introduction of any form of emissions 
or fossil-fuel tax to tilt the arithmetic to- 


wards nuclear power. 

There is, however, a back door through 
which more nuclear power may creep: 
France. At present the CEGB imports about 
5% of its electricity needs from Electricité de 
France via a cross-channel cable; that could 
be expanded if a further cross-channel link 
were built. 

Although there are no firm plans to add 
a new link, the CEGB's two private successors 
will probably think again in the 1990s—es- 
pecially if National Power's PWRs take longer 
to build than expected, and if its advanced 
gas-cooled reactors remain troublesome. 
The 12 soon-to-be-privatised electricity-dis- 
tribution companies, together with some big 
industrial electricity users, may also be keen 
to import France's surplus power. 

Importing more nuclear power from 
France may aggravate Britain's growing 
trade deficit, but it would otherwise please 
the Treasury and could help Mrs Thatcher's 
nuclear dream come true. The knowledge 
that those nuclear reactors were overseas 
might also reassure the 5496 of Britons who, 
according to MORI polls, oppose the con- 
struction of more British nuclear-power 
stations. 





Defence 


ess kit 


HE Ministry of Defence issued its an- 

nual white paper on May 2nd. Although 
it comes in a slickly presented package and 
exudes confidence that everything is all 
right, the details are depressing. Take the 
"bottom line", defence spending. In the f- 
nancial year that began on April Ist, spend- 
ing is set to rise to £20.1 billion (£20.6 bil- 
lion on the NATO definition). Last year's 
estimated outturn was £19.2 billion. The in- 
crease is less than the rate of inflation, and 
hence amounts to a real cut. Most concern, 
however, will focus on the details of how the 
money is to be spent. 

Real spending on equipment will be cut 
by perhaps 1096. Cash for equipment is to 
increase by only a whisker, from £8.24 bil- 
lion to £8.26 billion, but prices of equip- 
ment usually rise faster than the overall re- 
tail-price index, which is now 7.996 up on a 
year ago. And this is the year when the 
uncuttable spending on Trident is near its 
alltime high: conventional equipment will. 
therefore suffer badly. The navy gets a cash 
cut of around £100m, and the other services 
get only small increases. No service will 
avoid going without some things that are 
needed. Some procurement programmes 
will be stretched out longer than they 
should be, which in the long term costs 
money. The paper does, however, confirm 
that the army will get its seventh regiment of 


Challenger tanks. 
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The manpower picture is, if anything, 
gloomier still. Although spending on mili- 
tary personnel is going up from £4.3 billion 
to £4.6 billion, the number of servicemen it 
will support is to go down about 3,000, to 
324,200. A small part of the pay problem, 
but one that ought to be manageable, is the 
large number of generals and admirals (in- 


r QIRRA 
Still on their way 


cluding brigadiers and equivalents) in Brit- 
ain’s forces. Britain has roughly one for each 
570 servicemen. This is nearly four times the 
American proportion and nearly three 
times those of France and West Germany. 
But getting rid of senior officers is ticklish 
business—the only fair way is to tighten up 
the selections and rely on natural wastage. 

As usual the white paper contains a 
mass of verbiage on defence policy. This 
year the main policy issues are the modern- 
isation of NATO's Lance missiles and the 
still-brewing dispute with West Germany 
over whether or not to start negotiations 
with the Russians on short-range nuclear 
weapons (see page 57). The paper makes an 
exceptionally eloquent and clear case for 
Britain's view—modernisation yes, negotia- 
tions no. The reason for the eloquence? Al- 
most certainly, those bits of the paper re- 
ceived special attention from Sir Michael 
Quinlan, who is the government's main n^ 
clear theologian and, since last year, the pe 
manent under secretary of the ministry of 
defence. 

Although the white paper is designed to 
be the main account of the government's se- 
curity stewardship, and although it contains 
increasing amounts of data each year, it still 
does not tell voters what they need to know: 
how will the equipment cuts be managed 
and how much will individual items of 
equipment cost? And, crucially, in present 
conditions, it does not say much about ef- 
forts being made to deal with manpower 
shortages. Already some combat units are 
operating under strength. Despite repeated 
pay increases, retention rates are falling. 
There may be solutions to these problems, 
but if the Ministry of Defence has found 
them, it has not told the world what they 
are. 
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Merger mania 


A trolley-maker turned adver- 
tiser, WPP Group, launched 
a $730m takeover bid for a fel- 
low advertiser, Ogilvy Group. 
` The bid, which is supposed to 
| be friendl ly, was dismissed by 


| David Ogilvy, the group’ 's 


_ eponymous founder, as "giv- 
ing him the creeps”. The . 
. merger would make the new 
. company the world's second. 
biggest advertising agency. 


‘Daimler-Benz, a West Ger- 
' man carmaker, lodged an ap- 
| peal against. the Federal Cartel 
© Office's veto of its takeover 
| bid for Messerschmitt-Bólkow- 
: Blohm, the country's largest. 
' aerospace group. Daimler- 
Benz argues that the deal 


ould save tha country DM3 


billion ($1.6 billion) in subsi- 
dies by shifting the financing 
of the Airbus project into the 
private sector. 


: Leveraged buy-out merchants 
_ at Kohlberg Kravis Roberts 
. are considering a bid for Min- 
-- nesota's NWA, the parent of 


^v] Northwest Airlines. NWA is 
| already the subject of an un- 
- | welcome $2.7 billion offer 
| from a Californian, Marvin 


. Davis. 


n and out of the lab 
s are finding errors in 
that claimed to 
d nuclear fu- 


sion. Teams from both the 
California Institute of Tech- 
nology and the Massachusetts 
Institute of Technology con- 
cluded that the phenomenon 
scientists at Utah University 
observed and thought was due 
to cold fusion could have a 
conventional explanation. 


Eighty countries, including 


America, West Germany, Brit- | 


ain, India and China, agreed 
to end the production and use 
of chlorofluorocarbons by 
2000. They agreed to set up a 


fund to help developing coun-__ 


tries produce alternatives. 
This will help preserve the 
earth's ozone layer. 


America’ s Food and Drug Ad- 
ministration approved a drug 
developed by LyphoMed to 
combat AIDs-induced pneu- 
monia. This is bad news for 
Britain's Fisons, which is 
developing a similar drug. 


Fading stars 


George Davies, a m 
business hare and deposed 
head of the Next chain of 
clothes shops, is returning to 
the rag trade. A supermarket 
chain that sells mostly food, 
Asda, is taking a 2096 stake in 
Davies's new company: in re- 
turn Davies will manage the 
sale of Asda’s shoes and 
clothes, which account for 
around 7% of Asda’s sales. 


Indebted Australian entrepre- 
neur Alan Bond had the 
credit rating of his flagship 
company, the Bond Corpora- 
tion, cut for the second time 


in seven months. According 
to Australian Ratings, it is 
now a CCC—the lowest a com- 
pany can go if it has not actu- 
ally defaulted on its debts. 


Kenneth Grob, the former 
head of a Lloyd's insurance 
firm, Alexander Howden, 
pleaded not guilty to 16 
cage: of stealing £6.8m. 
($14m). A former star under- 
writer, lan Posgate, also 


|. pleaded not guilty to a single 


charge of conspiracy to de- 


fraud. 


A soft landing? 


Signs "i a slowdown: Ameri- 


can sales of new homes fell by 
5.596 in March, after a 10.596 
drop in February. In Britain, 
bank mortgage lending 

slumped by a quarter in the 
first quarter of 1989, com- 
pared with a year earlier. 
Lending to first-time buyers 
also dropped. 


In the markets 


Britain's Rover Group stands 
to earn around £82m ($139m) 
by selling part of its minority 
stake in DAF, a Dutch com- 
pany. Rover acquired the 
stake when DAF bought Ley- 
land Vehicles. DAF will be 
floated on the London and 
Amsterdam stock exchanges 
later this month. 


According to a leaked report 
by Greenwich Associates, 
James Capel is the favourite 
stockbroker of British fund 


managers. Over half of them 


pick the firm as their firs 
second-choice broker. Bz 
subsidiary of Barclays Bank 
their second favourite. 


London’s International 
Stock Exchange has a blue. 
print for unifying the hotch« 
potch of technical systems — 
which currently service its — 
four markets. If put into prac- 
tice, the plan would cut mem 
bers’ costs of dealing in 
markets, and strengthen. 
don's EA | eo 


Russians are going to 
chance to turn yupp 


to sell their game. iuis rig 
classed as “educational’’) 
Soviet bookshops. Next, 
let braces. 


Bottom lines 


Chrysler, America’s third 
largest carmaker, reported 
profits of $351m for the 

quarter, 9196 up on a year 
ago. Sales of more expensi 
cars boosted the toutes.. F 


Ford (Uk), Britain's seconi 
biggest carmaker, reported 
record pre-tax profits of 
£673m ($1.2 billion) for last 
year—more than double 
1987's. For the third succe 
sive year it had Britain's 
best-selling cars. 


Walt Disney, a film studi 
and theme-park company, 
creased its profits by 24% to 
$149m in the second duse 
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Copies of both the Review of 1988, containing the Chairman's Statement in full, 
and the Accounts 1988 can be obtained from the Secretary. 





-= price hikes could yet come to big oil’s 


so oil is 6076 cheaper, in real terms, than 











ILMEN are elated. Crude oil prices 
have climbed sharply since the begin- 
ning of the year, breaking through the $20- 
a-barrel mark to their highest levels since 


January 1986, before falling back a touch. 


World oil demand is also growing again. The 
International Energy Agency reckons that 
in 1988 oil consumption in the non-commu- 

ist world rose by 3%; this year it expects a 


7 codi healthy 296. Despite the bad publicity 


and potentially massive clean-up and dam- 
ages bill—of the Exxon Valdez oil-spill di- 
 saster in Alaska, the oil industry is in its 
brightest mood for years. —— 

. This euphoria is unlikely to last. Be- 
neath the oil industry's placid surface lurk 
fundamental economic changes which will 
clobber big oil companies in the 1990s. 
Some industry-watchers reckon that quite a 
lot of second-tier companies such as Unocal, 
Texaco, Phillips Petroleum, Occiden- 
tal Petroleum, Amerada Hess, Kerr- 
McGee and Texas Eastern—each 
with high net-asset-values relative to 
their current share prices—could be 
swallowed by competitors by the mid- 
dle of the next decade. Industry pessi- 
mists take an even darker view: they 
believe that the number of big inte- 
grated oil companies could halve by 
*he turn of the century. 

OPEC and another round of oil- 


rescue. But a gloomier prospect is 
more likely: renewed conservation ef- 
forts, spurred by environmental wor- 
ries and persistent fears of depen- 
dence on the OPEC cartel's oil, could 
cut growth in world oil consumption 
to less than 196 a year by the early 
1990s, while natural gas and, to a 
lesser extent, nuclear power usurp 
many of oil's uses. Realistically, 
chronic squabbling among OPEC 
members eager to produce more than 
their. neighbours, together with still- 
‘rising non-OPEC output, means that 
$20-or-so a barrel is the best price 
oilmen can expect for a long time to 
come. That will be uncomfortable. 
Even at today's $18.50 a barrel, 


it was before prices crashed in 1986. 
_The economics of cheap oil has al- 





on troubled waters 


ready turned the industry on its head. Dur- 
ing the 1970s and the first half of the 1980s 
oilmen put all their effort-—and much of 
their cash—into the industry's upstream op- 
erations: the business of oil exploration and 
production. The industry's downstream 
operations—oil refining and marketing— 
were a poor relation and, given vast 
refining overcapacity, a good way to lose 
money. 

Contrast that with 1988, when, as in 
1986, opec lost control of the oil market 
and crude-oil prices consequently tumbled 
by $6 a barrel to $11. This hammered the 
industry's upstream operations: 15 of the 
biggest oil companies, according to 


PetroGuide, a London-based consultancy, 
saw their combined upstream operating 


profits fall by 3096 to $11.9 billion in 1988. 
But because the prices of refined oil-prod- 





ning out of tricks 









ucts remained firm, the comy 
bined downstream earnings - 
189%, to $10.8 billion—more t 
ting profit declines on crude-oil produ 
Oil firms’ profits in chemical bu 
were buoyant, too, rising 78% to $ 
lion on the back of strong demand 
1989 will be tougher. This ye 
oil prices will restore some of the profitab 
ity of upstream equations, but that will be 
more than offset by vanishing refining m: 
gins, a consequence of sharply higher refi 
ery-feedstock costs. In the first. ua 
1989 Exxon, America’s biggest oi | 
posted a net profit 1396 below. 
ter of 1988; Mobil, Ameri 
suffered a 2296 fall. 
tween $15 and $20 
of ee gar 3 










































Be oil's $ pro 


exploration cost: 
the bone: since 
finding new oil h 
barrel to around $ 


services indu 
rigs and. cut 
eventually: ji 
the oil producers. 
Low- upstream prof 
force oilmen to keep tight 
exploration spending. Ex 
budgets in 1988 were already 
down on 1985; they will rise by 
more than 1% this year, and 
than 5% in 1990. Big, new no 
reserves are scarce, and the ind 
now rapidly running reserves 
Only about half of the big oil co 
nies 1988 oil-and-gas producti 
replaced by discoveries. Em 
.. One remedy for those. nab 
-find their own new TOR is to buy som 


body else se a 
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one's own. But there is 
. pool of available oil assets 
«=. to dry up. This year few 
.-. change hands. | 
In one sense, shrinking: i 
most sensible thing that the ind 
could do. After all, every dol 
industry has spent on expk 
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wonder, then, that many oilmen seem to 
prefer giving their money back to bond- and 
shareholders, one way or another. The Pe- 
troleum Finance Company, a Washington- 
based consultancy, found that America’s 
biggest oil companies had, since 1984, di- 
verted an average of 6096 of their available 
funds to stock buybacks, debt reduction and 
acquisitions of other companies' existing as- 
all at the expense of capital spending. 
To keep shareholders sweet, American oil 
3 4 , ne 

companies have returned some $100 billion 
to them through share buybacks or take- 
overs since 1980. 

— n the 1990s oil companies will have to 
be even more choosy about how and where 
they spend their cash on exploration. Amer- 
ica, as an oil patch, will continue to fall from 
grace, principally because America's oil- 
company tax regime is highly unfavourable 
at oil prices below about $20 a barrel. Oil 
companies—especially American ones— 


b yrs of America's marketing icons is 
k about to be smartened up. In July 
- Aunt Jemima, the cheerful black cook on 
a million packets of pancake mix, is 
swapping her red bandana for pearl ear- 
- rings. Now 100 years old, Aunt Jemima's 
- grinning face has sold pancake mix since 
- convenience food was first created. To- 
- day, her trademark accounts for prod- 
. ucts ranging from the still popular mix to 
` microwave-ready breakfast foods, ac- 
. counting for $300m of Quaker Oats’ 
$5.3 billion in sales. 
— Aunt Jemima was originally created 
in the image of a character straight off an 
} antebellum southern plantation: a fat, 
-. cheerful cook wearing starched clothes 
- anda red bandana around her head. Her 
- mission was simple. To women sceptical 
about the idea of new-fangled conve- 
. nience food, she provided reassurance 
_ that this was the sort of food your cook 
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Out of the plantation... 
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. Mammy's makeover 









will concentrate their efforts on new over- 
seas oil sources, especially in East Asia. This 
year American oil companies will spend 
more looking for oil overseas than they will 


on domestic exploration 





would prepare—if only you had one. 

Women are no longer wary of conve- 
nience food, they are addicted to it. 
Cooks and fat people no longer imply 
prosperity, but quite the opposite. In 
1968 Quaker began modernising Aunt 
Jemima by sending her on a slimming 
course. Her new image brings her all the 
way out of the kitchen. The new Aunt 
Jemima sports earrings, neatly permed 
hair and what looks suspiciously like a 
suit jacket over her white blouse. 

Some of those on whom Quaker has 
tested the new look say they see Aunt Je- 
mima as a young, working grandmother. 
She probably has a microwave oven too. 
And her food, the modern woman might 
reason, must be good because Aunt Je- 
mima looks like the sort of busy, success- 
ful person who needs a microwave. Fu- 
ture generations may forget why they 
originally made Aunt Jemima black. 
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a reversal of last 










year's position. 

The industry's downstream business 
can also expect a thin time in the 1990s. De- 
mand for refined oil products will continu 
to shift towards the lighter end of the barre.. 
Petrol and aviation fuel will be the growth 
areas of the 1990s, just as they have been in 
the late 1980s. This should be good news: 
highly refined products command higher 
profit margins. Unfortunately, the growth 
in demand will be accompanied by rising de- 
pendence on sour Middle East crudes which 
need more (and more costly) refining to turn 
them into light refined products. So many 
refiners will be faced with another round of 
spending to upgrade refineries—and meet 
ever-stricter environmental standards— 
over the next decade. 


The new order 


Big oil companies will also have to spend 
more heavily to sell the oil they do refine. 
The loyalty of customers, something the oil 
companies have not worried about since the 
1960s, will be paramount. As one oil-com- 
pany executive put it: "The price wars of the 
1970s will be replaced by the service wars « 
the 1990s’’. Petrol stations, especially in de- 
veloped countries, will increasingly look like 
supermarkets: three-quarters of all the new 
convenience stores opened in America last 
year were on petrol-station sites operated by 
oil companies. Big oil will have to keep 
developing new niche markets. BP's pre- 
mium unleaded petrol, recently introduced 
in Britain and aimed at drivers of high-per- 
formance cars, is one example. 

But the biggest challenge of the 1990s 
will come from the state-owned oil compa- 
nies of the oil-producing countries. With 
their unfettered access to cheap oil supplies 
and to cheap goverhment capital, they will 
be able to grow even in tough times. 
Aramco, Saudi Arabia's fast-integrating 
state energy combine, is already the world's 
biggest oil company according to a survey by 
Petroleum Intelligence Weekly, an oil-indus- 
try newsletter, which ranked oil companies 
by oil-and-gas production, reserves, refining 
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I _ external imbalances elsewhere, especially - 
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A MERICA'S current-account deficit 


i fell from a peak of $154 billion in 


. 1987 to $135 billion last year. This year 
` the improvement seems to have stalled, 


and on present policies the deficit looks 
set to grow next year. A recent study* by 
Mt Bill Cline, of the Institute for Interna- 
tional Economics in Washington, fore- 
casts that on unchanged policies and real 
exchange rates, America’s deficit will top 
$150 billion again by 1992. 

The solution to America’s deficit is no 
secret: some combination of a cut in the 


budget deficit and a further fall in the dol- 


lar will do the trick. Some question the 


need for a further drop in the dollar, given 
that the 4096 trade-weighted decline since 
1985 has made little dent in the deficit. 
Mr Cline's answer is that the previous de- 
cline in the dollar has prevented the cur- 
rent-account deficit exploding: if the dol- 
lar had stayed as high as it was in 1985, the 


deficit might now be $400 billion. 


‘Mr Cline’s model suggests that each 
196 real devaluation of the dollar im- 
proves Ámerica's current account by $9 


- billion. But for devaluation to work it 


must be accompanied by a cut in the bud- 
get deficit. Otherwise, increased demand 


- for exports quickly bumps up against ca- 


pacity constraints, boosting inflation. 
The dangers of America continuing to 


run an external deficit of $100 billion or 


more have been much discussed. But little 


= attention has been given to the implica- 
tions of a reduction in America’s current- 
` account deficit for its trade partners. Here 


Mr Cline discovers a big snag: the cost of 
solving America's deficit could be bigger 


Iin Britain, and between West ERI 
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. and other European countries. | 
. Even if, as in the base case, America's 


deicii continues to grow, the impact on 
its trade partners varies widely. Japan’s 
surplus is expected to rise to $136 billion, 


from $87 billion in 1987, while West Ger- 


many’s swells from $45 billion to $85 bil- 
lion. In contrast, the current-account defi- 


cits of France, Italy, Britain, Canada and 


many other industrial economies are fore- 


|^ cast to deteriorate. Britain's current-ac- 
|l: count deficit is forecast to leap to $76 bil- 


lion by 1992, from $26 billion last year 


. andonly $3 billion in 1987. 






Mr Cline's model suggests that if the - 


dollar depreciated by. 1096 uniformly 
against all currencies, economies which aL 
ready have trade deficits would face a dis- 





Sharing the American burden 






CA reduction in America’s current-account deficit is needed for world 
. economic stability. But how can the burden of adjustment best be 
shared among its trading partners? 


ECONOMICSFOCUS — 





proportionately large share of the burden 
of adjustment. The surpluses of West Ger- 
many and Japan would be virtually un- 
changed, while the deficits of France and 
Italy would roughly double. 


The reason is that West Germany and | 


Japan have big trade surpluses with indus- 
trial economies apart from America, so a 
rise in the dollar price of their exports (as 


 aresult of the cheaper dollar) will increase 
the dollar value of their trade surpluses 


with these countries. Their narrowing sur- 









pluses with America are therefore offset 
by bigger surpluses elsewhere. In deficit 
countries, on the other hand, declining 
. surpluses with America are compounded’ 
by bigger deficits with West Germany and 
Japan. Countries with widening deficits - 
might resort to greater protectionism. 
. America’s trade deficit would be shrink- 
ing, but protectionist pressures might 
- continue to mount there too because the 


deficit with Japan would still loom large. . 
The implication of all this is that if 
global current-account imbalances are to 


cbe smoothly unwound, exchange rate 


changes must be concentrated on those 
economies with the biggest surpluses. Mr 


Cline wants a drop in the dollar's real 







from its jus 1987 eae | 
therefore, from today's stronger lev 
but with the biggest decline against t 
yen and the D-mark. He reckons th 
both must appreciate by more than. 307 
from current levels to around ¥102 a 
DM1.33 by the end of 1989. The curre 
cies of other surplus European count 
such as Holland and Switzerland, shou 
rise by the same amount as the D-mát 
but deficit countries such as France a 
Italy cae appreciations against the dol 
of only 15% from today’s levels. 3 
Awkwardly, this would imply a ma 
sive EMS realignment—including, for e 
ample, a 1796 rise in the D-mark against 
the French franc. It is hard to see howt 
EMS could withstand such a shake-up. 
Britain, whose current-account de 
as a proportion of GNP is bigger t 
America’s, is the only economy for whi 
Mr Cline prescribes no apprecià 
against the dollar. This implies the 
likely rate for sterling against the D«m 
of DM2.30, compared with DM3.18- 
rently. Don't hold your breath. For t 
moment the British government is (c 
rectly) sticking to its firm exchange-rz 
policy. History suggests that the effects 
a sterling devaluation on that scale w 
largely be offset by higher inflation. ` 
Feeding these pie changes- 
Mr Cline’s model— long with the elir 
nation of America’s ‘Budget deficit ov 
four years—as under EUN que 
suggests that America’s wi eo 
deficit would fall to $48 billion in 19 
This should stabilise the ratio of net fc 
eign debt to GNP, and pose no financi 
problems. 
The biggest improvement in Áme 
ca's bilateral trade balance between 19 
and 1992 would be with Japan. The b 
eral deficit would halve from $57 billi 
to $30 billion. Japan’s total curren 
count surplus is also forecast to shrin 
$63 billion (compared with $136 billion. 
the base forecast). This should help t 
duce the pressure for protectionist t 
sures against Japan. West Germany’ 
lateral trade surplus with America wo 
actually increase from $16 billion to $ 
billion, but its total current-account 
plus would fall to $16 billion in 1992 a 
surplus with other European econot 
narrowed. The balances of France, 
and Britain would all improve. : 
In theory Mr Cline offers a neat s 
tion. But how on earth could such 
change-rate movements be agreed, 
alone put into practice? Expect exte 
imbalances, no matter what happen 
America, to persist for some time. 






























































*American Trade Adjustment: The Global Im 
William Cline. HE paper no. 26. 


BUSINESS 


Capacity and oil-product sales. Of the 
world’s 15 biggest oil companies, eight are 
State-owned. By the late 1990s most of the 
biggest will be. 

This will prompt two big changes in the 
industry. The first is already taking place: 
joint ventures between the big independent 
oil companies and state-owned rivals. The 
biggest deal to date was sealed in November, 
when Saudi Arabia paid $1.2 billion for a 
half-share in Texaco's oil-refining and mar- 
keting assets in 23 American states. Saudi's 
Aramco would like to buy more down- 
stream assets; so would Petroleos de Venezu- 
ela, and the Kuwait Petroleum Company, 
both of which already own many overseas 
refineries and petrol stations. Others will 
follow suit. 

Big oil's first division, Shell, Exxon and 
BP, may be strong enough to meet this chal- 
lenge from state-owned oil competitors 
unaided—although expect them to snap up 
weaker companies if they come cheaply to 
market. But few second-division integrated 
oil companies are likely to survive the next 
decade intact. For them, 1989 could well be 
the last hurrah. 





Advertising takeovers 


Bowtie versus 
calculator 


NEW YORK 


CCORDING to its creator, Mr Martin 
Sorrell, Britain's wre Group, the 
world’s third-largest marketing company, is 
a "financial brand"’—and thus a safe way for 
Wall Street and the City of London to invest 
in the profitable but dangerously unpredict- 
able businesses of advertising, public rela- 
tions and design. He is now testing that the- 
ory to the limit. On April 28th he sent a 
letter by facsimile to Ogilvy Group, whose 
advertising-agency child is Ogilvy & 
Mather, proposing that wer should buy the 
company for $730m. 

Mr Sorrell's empire is founded on an- 
other American advertising agency, ] Walter 
Thompson (wr), which he bought in 1987 
for $566m. If Mr Sorrell does take over 
Ogilvy, then wrr will control advertising 
billings (ie, total spending by clients) of 
$13.5 billion, a whisker less than Saatchi & 
Saatchi—Mr Sorrell's old employer and the 
world's biggest agency group. But will bigger 
be more beautiful? For its part, Saatchi re- 
cently announced that its 1989 profit would 
be lower than 1988's. Though hardly tragic 
after a decade of increases, the news proved 
one disappointment too many for Saatchi's 
British institutional shareholders. 

“Financial brand” or not, wer will want 
to grow carefully. It has yet to stumble. De- 
spite the predictions of doom which ac- 


72 





companied Mr Sorrell's purchase of jwr, the 
first hostile takeover in advertising, the deal 
is now viewed as a success. JWT’s problems 
lay not in the conventional parts of advertis- 
ing, such as creativity and winning clients, 
but in management. Mr Sorrell has already 
more than doubled Jwt's operating margins 
from the lousy 4% he inherited from the 
previous owners. 

At first glance Ogilvy looks like another 
JWT. It, too, is stronger on creativity than 
cash flow. Its guiding spirit remains Mr Da- 
vid Ogilvy, one of the grand old men of ad- 
vertising. From his retirement chateau in 
France, Mr Ogilvy has had a happy time 
sniping at Mr Sorrell, calling him a “little 
jerk” in public and, rumour has it, much 
worse in private. But, whatever it may do for 
Mr Sorrell's desire to buy Mr Ogilvy's com- 
pany, name-calling has not inspired Ogilvy's 
profit growth or share price—both have re- 
cently been lacklustre. 

Closer examination, however, reveals 
big differences between Ogilvy & Mather 
and JwT. The operating margin at Ogilvy's 
advertising agency is a respectable 10% (the 
group's figure is only 8% because of prob- 
lems in its other marketing businesses). 
While shuffles and re-shuffles had created a 
sort of management-in-exile waiting to be 
installed at jwr, Mr Sorrell will have to rely 
heavily on the brevity of Madison Avenue's 
"situations vacant” column to keep Ogilvy's 
staff from the door. 

Mr Sorrell has also proved uncharac- 
teristically slow to clinch his bid. He has 
been floating the idea around for several 
months, causing Ogilvy's stock price to drift 
up from $24 to $32 before he made his for- 
mal $45 proposal. Ogilvy's shares are now 
trading just below $50. To clinch his prize, 
Mr Sorrell may well have to pay more than 
$55 a share. 

Ogilvy may not be worth winning at 
that price. If wep borrowed $800m it would 
incur an extra interest bill of around $100m 





Ogilvy and Sorrell: a jerky relationship 





a year. By contrast, Ogilvy is expected to 
make around $70m in pre-tax profits this 
year. To service the debt, wer would have to 
use cash flow from its other business—esti- 
mated at around $90m. Besides, wrr could 
owe as much as $200m over the next five 
years in deferred payments for previous ac- 
quisitions—though only if the acquired 
companies perform well. Ogilvy's accounts 
will doubtless be Sorrellised, but they are 
unlikely to reveal the $100m windfall 
(through an undervalued Japanese building) 
that Mr Sorrell discovered at rwr. That 
means Mr Sorrell will have to finance the 
bid with equity as well as debt, which could 
be tricky. WPP's share price plunged the day 
the bid was announced. 

Mr Sorrell seems to be betting that the 
sum of the two groups will be more than 
their constituent parts, although he does 
not plan to merge the two agencies. The ar- 
gument is that, merged or not, Ogilvy and 
JWT are a particularly good fit: they shar 
two big clients, Unilever and Ford, but they 
have no big competing clients who will ob- 
ject to sharing agencies and walk out. Ogilvy 
is stronger in continental Europe, JWT is 
stronger in Japan and Latin America. There 
are even more chances of collaboration in 
design and public relations. 

For its part, Ogilvy argues that it has not 
yet lost a client through being too small, so it 
cannot see any advantage in getting bigger. 
Intriguingly, Mr Sorrell himself has won 
points with the financial community by fail- 
ing to parrot two of the tenets of Saatchi & 
Saatchi's — bigger-isbetter philosophy: 
"globalisation" and "cross-referral". The 
first idea implies that advertisers will prefer 
to use one agency across the globe; the sec- 
ond that there is scope for passing custom- 
ers between different marketing services. 

Both are on the increase, but neither 
has lived up to the Saatchis' earliest claims. 
Mr Sorrell has recently played both dowr 
arguing that each part of wer should stan 






BUSINESS continues on page 77 > 
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Although our captains are all “million-milers”, they still insist on continuous training with the world’s 
most advanced flight simulators. Inside, every conceivable flying condition i5 precisely recreated to 
be studied, practiced and mastered. It’s part of our relentless determination to be the best. And one 
reason why we're known around the world as the airline with the dedication that could only be Korean. 


HIGH TECHNOLOGY : KOREAN COMMITMENT. 








THE SPIRIT OF KOREA ISIN THE AIR 


- To stay alive people need salt, 
but not necessarily flamingos. 


Had we blindly followed this prem- 


ise we began producing 
Salt in Bonaire, Netherlands 

Antilles, would lost 
another breeding 
ground- of which only four remain. 


P 


When we broke ground for 
our plant in 1964, we counted a 
700 nests in an area adja- 
cent to our project. We could 
have eliminated them for the sake 
of expediency. Instead, we 
to them. Since then salt 
has exceeded our ex- 


pectations, which is noteworthy. 
Spectacular, is the 
way our 
multiplied. now number 
12,000 and live ina 
special nature provided 
by Akzo. It is not our intention 
to you remember 


us "the leading flamingo 
group” but as a re- 
sponsible world leader in the 
production of salt. 

Not to mention our position 
in car refinishes, carbon fibers, 
textile and 





Salt produced by Akzo is used 
to water, make slippery 
roads safe and enhance flavors — 
whether it at a 
breakfast, the bread and 
pings at a Danish open-sandwich 
or a bucket of southern 

hicken for dinner in the U.S. 
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We also change salt into key 
ingredients for everyday prod- 
ucts such as PVC, glass and de- 
tergents. In fact, salt was one of 
our first products. Since our start, 
and like "our" flamingos, we at 
have wings. 
We are 70,000 people in 50 


At, er^ m a 


countries: of world's 
largest in 
fibers,coatings and health care... 
and number one in salt. 

For further 
(31) 85 66 36 33. nv, 
9300, 6800 SB Arnhem, 
the Netherlands. 
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BEFORE WE WENT 
TO EUROPE, 
ASIA, AND 
_ THE UNITED STATES, 
WE HAD TO 
. GO THROUGH HELL 
AND BACK. 


For more than 40 vears we've been testing our 
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engines in the world's toughest proving ground 
Australia. 
And by all indications we've got it right. Over the 
- last five years we've exported well in excess of 1,000,000 


engines. And we're now Australia's largest exporter of man- 





ufactured goods. 

In Germany, the Opel Omega and the Kadett GSi 
are powered by engines manufactured by Holden. 

As are the Vauxhall Carlton and the Astra GTE in 
. England. 

In Korea, the Pontiac Le Mans is produced for 
export to the U.S. using an engine from our range. 

In our four cylinder range alone we produce 58 
variations for export of 1.6, 1.8 and 2 litres, they're built for 
— transverse and longitudinal applications and meet a wide 
variety of emmission regulations. 

They use Bosch fuel injection and a powerful Delco 
d engine management computer. It enables the engine to pro- 
duce its best performance and economy under all the varia- 
tions of fuel and environmental conditions that occur 
around the world. 

And you can order any of these engines in quan- 
tities from a handful to thousands. 








The Holden's Engine Company plant is one of the 
few in the world to have a fully integrated foundry on site. 

This is just one of the factors that contribute to our 
ability to design for any application from small run specialist 
engines for manufacturers of limited edition vehicles to 
engines for industrial and marine use. 

We have the capability to produce a casting and 
refine it into a highly machined finished item 

In fact we can produce any other engine compo- 
nent you may need and design and build an engine from the 
ground up. 

Our attitude is more of joint venture rather than 
simply a supplier which means we're able and willing to 
develop a prototype with you and stay with the project until 
its successful release. 

And because we're part of the worldwide GM cor- 
poration we have unrivalled resource support. 

For any part of engine design and manufacture, 
Holden’s Engine Company can provide advanced engine 
technology of high quality and competitive cost. 

And because we know what it takes to produce 
products that can stand up to the testing punishment of a 
virtual “hell on earth”, you can rely on them to perform 
superbly anywhere. 

For more information on the resources of the 
Holden's Engine Company Telex AA 30212. Fax (03) 647 
1617. Telephone +613 647 1780. 





Holden's Engine Company 
HOLDEN'S ENGINE COMPANY AT THE TAIPEI 
INTERNATIONAL AUTO SHOW BOOTH No. 
B1030-1038 FOREIGN EXHIBITORS AREA 


COMPANY REPRESENTATIVES ERROL CROLL, 
BOB CAREY. 
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by itself so that each cross-referral or world- 
wide client was a bonus rather than a neces- 
sity, an approach analysts liked. One small 
problem: such a back-to-basics philosophy 
rather undercuts the whole idea of globe- 


straddling marketing conglomerates. like 
Saatchi & Saatchi and wep. 





Japanese drugs 


New kid on the 
block 


TOKYO 


NLIKE its car or semiconductor indus- 
try, Japan’s drug industry is a weakling 
when it comes to exports. Big American 
pharmaceutical companies earn 30% of 
` eir sales from overseas markets, and Euro- 
‘an companies anything from 60% to 
9596. The export ratio of Japanese compa- 
nies is a paltry 676. Yet Japan's drug makers 
have grand ambitions. 

About 40 Japanese drug firms have al- 
ready set up representative offices in New 
York. Many have begun, in a small way, to 
buy firms overseas. All are trying to move 
away from relying on licensing and joint 
ventures to sell their products abroad. And 
some are even building R&D centres and 
manufacturing plants in the markets where 
they hope to fod customers. 

“Will there be pharmaceutical Toyotas 
or Sonys?” is a question Dr Masao 
Uchibayashi, managing director of Takeda, 
Japan's biggest drug firm, is fond of posing. 
The answer is: maybe, someday. Mr 
Uchibayashi reckons Japanese industries 
that have been successful in going global 
have displayed three characteristics: a big 
domestic market; a reason to look abroad, 

:h as market saturation or declining prof- 
„~ at home; and a head start in productivity 
or costs. 

Japan's drug industry easily meets the 





first two conditions. Its domestic market is 
enormous, second only to America's. It is 
also overcrowded. Recent invasions by for- 
eign firms (which now command a 2096 
share) and pushy Japanese firms from other 
industries such as chemicals, brewing and 
food (which now have a 1596 share) have 
put pressure on traditional drug makers. Ag- 
gravating the headaches of Japanese drug 
firms is the government's zeal for cutting 
health-service drug prices, which have fallen 
by an average of 8.696 a year since 1980. 

Unfortunately for the Japanese drug in- 
dustry, it doesn't possess the last and most 
important ingredient—a head start in costs 
or productivity. But neither matters much 
in the drugs business. Demand for drugs is 
relatively insensitive to price. Cost-cutting 
helps; but unlike in cars or televisions, it is 
not one of the most important factors in the 
drug business. To succeed in global markets, 
Japanese firms need superlative R&D, experi- 
ence in the arcane art of getting drugs ap- 
proved in America and Europe, and good 
distribution systems. 

Despite these obstacles, few Japanese 
drug firms can be accused of aiming too low. 
Takeda, the biggest, says that exporting is 
just an interim step: it plans to manufacture 
locally in most big overseas markets. The 
boss of Yamanouchi, the third biggest, says 
his company hopes to export 3096 of its 
sales. And Eisai, Japan's 13th largest drug 
company and the 35th largest in the world, 
wants to be in the world's top 15 by the end 
of the century. Bold talk. 

Yet there are signs that some of the Japa- 
nese just might live up to their dreams. Until 
1980 the Japanese drug industry was entirely 
dependent on the domestic market and ig- 
norant of things abroad. Firms were lousy at 
innovation and financially weak. By 1987, 
prodded by generous tax treatment from the 
government, they had improved their re- 
search to the point where more completely 
new drugs came from Japan than any other 
country. They had also strengthened their 
balance sheets. But they were still relying on 
foreign firms to get their products approved 
and distributed abroad. 

If they are now to learn how to jump reg- 
ulators' hurdles, Japanese firms must put 
their own drugs through American and Eu- 
ropean approval systems. Several of the big 
Japanese firms are trying to do so. This is 
largely the reason why Fujisawa recently 
agreed to buy out the other half of a joint 
venture it set up in America with 
SmithKline Beckman. Chugai, Japan's 11th 
largest drug company, has gone a step fur- 
ther by licensing from a small American firm 
an anti-anaemia drug called Epo, which stim- 
ulates the production of red blood cells. 
Once it emerges from the thicket of approv- 
als required, the drug ought to be useful in 
fighting both cancer and AIDS and a com- 
mercial winner, if it can be marketed widely. 

Distribution will be the final challenge 





Suitable for foreign barbarians? 


for all Japanese drug makers. So far, most - 
Japanese drugs have been sold abfoad indj 
rectly through licences. Cardizem, P. 
and Cefobid are all important Japa 
drugs; yet consumers in America see them 
under the labels of Marion, Merck, and - 
Pfizer. Building drug-distribution channels 
in foreign markets will be expensive and - 
time-consuming. 

Japanese firms are keen to find short- — 
cuts. The bad news is that there aren't 
many. Japan's drug firms are simply too i 
small to gobble up a European or American d 
rival, a move which would meet fierce politi- — 
cal opposition in any case. Hence the inter- 
est in smaller "generic" drug companies in — 
America—those which have little R&D ex- — 
pertise to offer, but which know how to 
make a drug cheaply and to sell it fast. They 
are less profitable, less politically sensitive, — 
and cheaper to buy. Yamanouchi bought 
Shaklee, a small American generic-drug 
firm, earlier this year to gain a foothold in - 
over-the-counter drug distribution through — 
Shaklee’s door-to-door salesmen. À 

Japanese drug firms will also have to 
shed their sleepy management styles. A few - 
dynamic chief executives in the industry 
stand out. But for the most part, the firms - 
are still provincial in atmosphere. Dr 
Akihiro Yoshikawa, an economist at the . 
University of California at Berkeley, says he 
has visited several of Japanese drug firms’ 
representative offices in America. "The 
poor fellows were sent from Osaka straight — 
to New York," he says, "often knowing no — 
English and never having been abroad. - 
They were simply told Gambatte! (Do your 
best.)" Easy to laugh. But Japanese car com- 
panies looked just as comical when they first 
set foot in America 35 years ago. 
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BUSINESS 
Anti-dumping 


Not us, Guv 


HONGKONG 


ATONE of them looked like Sherlock 
Holmes. But the group of EEC bureau- 
crats recently wandering around television 
factories in Hongkong were looking for 
clues. The crime is dumping—deliberately 
_ selling goods in Europe below costs of pro- 
_ duction. Hongkong manufacturers are wor- 
ried and annoyed. Some think they are be- 
_ ing framed. 
_ Hongkong officials are convinced that a 
wave of recent EEC anti-dumping investiga- 
tions against Hongkong products is just a 
~ cloak for European protectionism. Some see 
- Brussels's enthusiasm for such probes as an 
ominous harbinger of a "fortress Europe" 
~ after 1992. 
- Because trade-dependent Hongkong 
sends 22% of its exports to the EEC, its com- 
panies have good reason to be alarmed. Be- 
fore 1987, the EEC had initiated only one 
anti-dumping action against Hongkong— 
and that failed. Since then eight have been 
- launched: audio and video cassettes, televi- 
sions, cellular telephones, tungsten, silicon, 
photograph albums and cotton denim cloth. 
_ The Hongkong government is fighting every 
one of them. 
— Hongkong officials complain about the 
- sloppy way the EEC pursues its anti-dumping 
investigations. For example, in December 
1987 the EEC accused Hongkong firms of 
- dumping video cassettes and gave the Hong- 
_ kong government a list of alleged offenders. 
- Many of the firms’ names were misspelt and 
the addresses of others were wrong. Once 
- located, every firm had to prove its inno- 
cence by filling out a long questionnaire. In 
— bureaucracy-free, decentralised and happily 
- chaotic Hongkong, such form-filling is 
anathema. Many exporters did not answer 
_ the questionnaire because it was in English, 
not Cantonese. Even worse, the EEC asked 
for information that no Hongkong govern- 
ment had ever required and for which no 
records had ever been kept. 

The smallest companies suffered the 

most from this clash of cultures. Hanny 
Magnetics, a tiny company that once sent a 
- few shipments of video cassettes to the EEC, 
- found itself facing provisional anti-dumping 
duties of 59.3%. So did two other compa- 
nies, Casin and Jackin, which did not even 
know about the investigation. 
. EEC officials reply to such complaints by 
- saying that companies can always ask for a 
review—or even a refund—and that, any- 
“way, some companies are simply refusing to 
fill in their forms. Hardly mollified by this 
answer, Hongkong officials want GATT to 
take a closer look at the way the EEC handles 
its investigations to make it easier for small 
— companies, like Hanny, to comply. 
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Hongkong also argues that many of the 
EEC allegations are implausible. Take denim 
cloth. Already Hongkong's exports to Eu- 
rope are limited by quotas set under the 
Multi-Fibre Arrangement. Most industries 
facing a quota try to maximise profit by 
moving up-market and charging higher 
prices, which is what Hongkong’s denim ex- 
porters have done. That is the opposite of 
the traditional dumper, who sells cheap to 
increase market share. 

Hongkong is even more outraged by 
dumping complaints against its tungsten ore 
and silicon exports, which pass through the 
colony only on their way out of China. The 
EEC's real target is the export of cheap metal 
from China. But Hongkong officials know 





She doesn't need plaintive Europeans 


of no precedent for slapping anti-dumping 
duties on re-exports and expect this com- 
plaint to be dropped. It is an important 
test—last year Hongkong's re-exports were 
worth HK$278 billion ($36 billion), slightly 
more than the value of domestically manu- 
factured exports. 

Hongkong will also complain to GATT 
about the EEC's use of inspired guesswork to 
estimate a Hongkong company's produc- 
tion costs, a method called "constructed 
value". Unsurprisingly, Hongkong officials 
argue that EEC bureaucrats typically get it 
wrong, applying inappropriate European 
ideas to Hongkong companies. The EEC, for 
example, simply does not believe that Hong- 
kong's video-tape manufacturers can have a 
wastage rate below 796. The manufacturers 
insist that, believe it or not, they do. After 
all, low-cost manufacturing is what has made 
Hongkong such a famous exporter. 

A riddle EEC bureaucrats have yet to 
solve: how can small companies, operating 
in a highly competitive market in one of the 
most open economies on earth, afford to 
dump goods at prices below their produc- 
tion costs on the other side of the world? 
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South Africa 


Going home 


O THE politician, South Africa has 

seemed fairly calm since the black riots 
fizzled out in 1986. For businessmen, the 
battle has not let up. In the past three years 
more than 550 foreign companies have left 
the country. On April 28th Mobil, which 
employs more South Africans than any 
other American company, said it would sell 
its local oil-refinery and distribution busi- 
ness. This latest disinvestment was the result 
of American law. 

The Comprehensive Anti-Apartheid 
Act, passed in 1986, banned new American 
investments in South Africa but left existing 
ones alone. At the end of 1987, however, a 
further provision forced American compa- 
nies to pay American, as well as South Af 
can, taxes on their South African profit 
Mobil therefore saw 72% of its profits eaten 
by tax, against 58% before the new rule. Fac- 
ing that sort of penalty, many of the 130 
American companies that remain in South 
Africa could decide to pack up too. Soon 
they may have no choice. Last year the 
House of Representatives passed a bill to ob- 
lige all American firms to disinvest from 
South Africa; the measure failed in the Sen- 
ate for lack of legislative time. This year a 
similar bill has been tabled early. 

Disinvesting is expensive. No foreign 
company wants to buy another's assets 
(most such purchases are forbidden by sanc- 
tions legislation anyway). South African 
buyers pay in rand, which can only be con- 
verted to dollars, at a loss, through the artifi- 
cial "financialkrand" exchange rate. The 
value of Mobil’s South African assets was 
said to be $400m, but the after-tax proceeds 
of the sale will be only $155m. Losses for fu- 
ture sellers will be still more painful if th 
is a stampede for the exits. In that Casc, 
South African buyers would be able to name 
their price. 

Some American firms are choosing not 
to run that risk. Hewlett-Packard, a com- 
puter company, had enjoyed record South 
African sales in the past 18 months. But the 
threat of disinvestment legislation, together 
with the boycott of the company’s products 
by city governments in America, caused it to 
get out in March. 

The new disinvestment bill also pro- 
poses to exclude all companies with interests 
in South Africa from new exploration fran- 
chises for oil, gas, or coal. That would al- 
most certainly force two European oil com- 
panies, Royal Dutch/Shell and BP, to 
disinvest. Shell says that about 1% of its 
worldwide profits come from South Africa, 
compared with between 112% and 2% for 
BP. In the past three years, 600 of its service 
stations outside South Africa have been 
vandalised by anti-apartheid protesters. 
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Mobil’s departure increases the chances 
of the disinvestment bill becoming law. The 
company's public-relations man, Mr Sal 
Marzullo, was perhaps the most energetic 
American opponent of disinvestment. His 





voice will be stilled. And the victory of forc- 
ing such a big South African employer to 
pull out of the country will almost certainly 
quicken the blood of pro-disinvestment 
congressmen. 





Environmental regulation 


Green, greener, greenest? 


BRUSSELS 


Businesses are bound to suffer as nations strive for an environmental 


consensus 


PUBLIC hostility to pollu- 
tion, which has been aggra- 
vated by incidents like last 
month's big Alaskan oil spill, 
is hitting companies' profits 
and tarnishing many a once- 
shining reputation. Not sur- 
prisingly, most big companies 
are now eager to prove their green creden- 
tials and to avoid the odium directed at all 
polluters. Better still, many former offenders 
are more than willing to spend the large 
sums needed to clean up their industries and 
to become good corporate citizens. But even 
the most eco-conscious companies do not 
know how to spend their green-bucks. No- 
body can agree on how the clean-up should 
be done. 

If any issue cries out for international 
co-operation, it is environmental regulation. 
Pollution respects no borders. Big differ- 
ences in national rules can make economic 
nonsense of investment decisions and dis- 
rupt trade flows in unforeseen, and often 
unwelcome, ways. But achieving interna- 
tional agreement on most environmental is- 
sues is not as easy as it sounds. In fact, it will 
be one of the most intractable political is- 

s of the 1990s. 

To see why, take a look at the EEC, 
which is making the world's most concerted 
effort to replace national environmental 
control with international (ie, Europe-wide) 
regulation. Project 1992 has created the po- 
litical support for a uniformly green Europe. 
But the Single European Act, the enabling 
law that accompanied Europe’s 1992 cam- 
paign, requires not just the harmonisation 
of environmental rules, but higher stan- 
dards as well. Sceptics in industry fear the 
two are incompatible. 

Either legislation will have to be written 
to the strictest standards, which will mean 
accommodating the tiniest country's most 
parochial concerns about the environment, 
or else the EEC will have to press for some 
countries to lower their standards in the in- 
terests of harmonisation—a task that might 
have been designed to make Brussels univer- 
sally unpopular. Consider Denmark, which 
has threatened to ban all PvC, a plastic 
which releases harmful gases when burnt. It 
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can happily do so because it lacks a PVC in- 
dustry of its own. If such a measure were 
ever to be adopted across the EEC, Britain's 
ICI and Italy's EniChem would be crippled. 
Yet letting Denmark decide on pvc for itself 
would create another of the barriers to free 
trade that 1992 and harmonisation are 
meant to eliminate. 

Alternatively, the EEC could adopt qual- 
ity standards, measuring the actual pollu- 
tion in the air, water and soil, rather than 
banning specific products or controlling the 
emissions of individual factories. To meet a 
specified quality of air, say, producers would 
be allowed to adopt different emission lev- 
els. But pending a fully harmonised Euro- 
pean environment (if there could ever be 
such a thing), this regime would have a 
widely varying economic impact on different 
countries. 

Three examples offer a taste of how bit- 
ter the disputes over these rules will become: 
e The Ruhr valley. Recognising the near- 
impossibility of harmonising the environ- 
ment, the EEC has settled for trying to estab- 
lish minimum or average factory emission 
standards. Sounds reasonable. But if you 
live and breathe in West Germany's old in- 
dustrial heartland, the Ruhr valley, the idea 
looks less appealing. The valley is cluttered 
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with factories belching fumes. The pollution 
is much greater than if the factories were 
spread far and wide. Under public pressure, 
the German authorities have demanded 
that Ruhr factories adopt stricter air-emis- 
sion limits than the EEC norm. Ruhr indus- 
trialists complain that this puts them at a 
disadvantage when competing with rival fac- 
tories elsewhere. | 

The European Commission could adopt: 
Ruhr limits for all. But this would be unfair 
to Italian companies, whose factories are 
more dispersed. They would be forced to 
spend large sums of money on controls far in. 
excess of anything needed in ltaly. That 
money could be better spent on such eco- 
friendly purposes as conserving energy. —— 
e Car exhausts. The commission has b eer 
struggling for five years to set uniform limits 
for car exhausts. The issue has become a tug- 
of-war within the EEC. The French oppose 
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moves by the Dutch to introduce strict 
American-style limits because that would 
drive up the price of small cars, which the 
French make in large quantities. But unless 
everybody adopts the same limits, this will 
create further barriers to trade. | 
The EEC could take the Dutch to court 
and order them to conform with the mz Or- 
ity view—a lower limit for car emissions. But 
such a move would prove politically unpop- 
ular and it conflicts directly with the EEC's 
legal commitment to higher environmental 
standards. Last month the commission 
sided with Holland’s minority view and an- 
nounced that it will try to achieve American 
standards throughout Europe. ! 
e Recyclable bottles. Last September, in a 
little-noticed decision, the European court 
in effect upheld the rights of individual 
countries to put the environment before 
free trade. Zealous Denmark, in response to 
the EEC’s call to promote waste recycling, in- 
troduced a mandatory deposit on all bottled 
beverages. Importers said the move was pro- 
tectionist, since the cost of hauling bottles 
back and forth, or setting up local bottle-de- 
posit banks, exceeded the revenues to be 
gained from selling drinks in the small Dan 
ish market. Nevertheless the Danes con. 
vinced the European court that their aim 
was to reduce the growing mountains c 
packaging waste, not to restrict imports. _ 
The court's decision is already stirring 
up trouble. In March West Germany intro- 
duced a plan to charge deposits on plastic 
bottles for certain uses. (Milk and wine bot- 
tles are excluded.) Plastics producers say the 
idea is to reduce the use of plastic bottles 
not to promote recycling. Italy, more in line 
with the original EEC ideal, is talking about 
introducing a comprehensive g 
scheme for all sorts of packaging. 3 
So within the space of ten months Eu- 
rope has begun devising at least three differ- 
ent sorts of laws on recycling. And you ain't 
seen nothin' yet. 
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‘ACH week The Economist publishes a 
set of commodity-price indicators. 
ce a year the figures are presented in 
ammary form. (Last year's summary ap- 
ared in the issue of March 12th.) The in- 
ices are based on 1985=100, and weighted 
the value of OECD imports in 1984-86 
of intra-EEC trade in commodities af- 
d by the common agricultural policy). 
hange from our previous practice the 
ights will not be updated until the indices 
next rebased, which will be in 1993. 
The rise in commodity prices that began 
987 continued last year. The all-items in- 
went up 2496 in SDR terms; in dollar 
the rise was 1896. Prices turned down 
ng the first quarter of 1989, however, 
aps marking the end of the boom in in- 
strial commodities. 

© The strong industrial growth of .1988 
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Industrial materials 
Metals 
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left metals producers struggling to keep pace 
with demand. The spr metals index rose 
50% in the first five months, to peak at 
198.4 at the beginning of June. Nickel prices 
trebled to $10 a Ib in the three months to 
March 1988, and closed the year twice as 
high as at the start. Output of copper and 
zinc was interrupted by strikes and other 
disruptions; prices ended the year at new 
highs. The Association of Tin Producers 
maintained its export quotas; European 
prices climbed beyond the benchmark 
£5,000 a tonne in March 1989. 

Rubber prices rose sharply to a seven- 
year high in the first half of 1988, led by 
growing demand for latex products. Strong 
demand took wool prices to a record. The 
stocks of the Australian Wool Corporation 
were 8,200 bales at the start of the 1988-89 
season, against 866,500 bales two years be- 
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fore. Floods hit the Bangladesh jute crop. 
Cotton output in the 1987-88 season was 
81.1m bales, the highest for three years. 

The spr food index rose 29% in two 
months to peak at 99.7 in July, as America 
suffered its worst drought in 50 years. Amer- 
ica's grain harvest fell by 27%, its soyabean 
output by 20%. Maize prices rocketed 60% 
and soyabeans hit a near-record $10 a 
bushel. The United States and Russia ex- 
tended their grain pact. 

In contrast, beverage prices were de- 
pressed. Coffee dipped below 100 cents a lb 
in August. Fears that dry weather would cut 
Brazil’s 1989 crop to around 20m bags 
boosted prices briefly in December. Cocoa 
output rose for the fourth year to a record 
2.2m tonnes, stocks mounted and prices 
sank to 12-year lows; the International Co- 
coa Organisation ran out of cash. Tea pro- 
duction again exceeded demand: output. 
rose 6% in 1988. Sugar stocks fellto 31% ` 
consumption, prices rallied, peaking at .. 
cents a lb in July. 
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progress from the rest of the Group, 
should ensure a satisfactory 


outcome for the year as a whole” — 
Neil Shaw 
Chairman & Chief Executive 





















1989 E 1988 
Turnover $1,480m . &792m 


UNAUDITED I! 























u Turnover up 





m Profits up 0% Profit before tax 





m EPS up — | 96 Attributable profit 








a Interim dividend up - 16% Fully diluted ee 
earnings per share 








Interim dividend 








These Unaudited Interim Results do not constitute full financial | 
; statements. Details of the Interim Report for the 26 weeks to 
p DH Ist April 1989 are being mailed to shareholders. 


_. Further copies may be obtained from: N. J. Nightingale, Secre lary, 
Tate & Lyle PLC, Sugar Quay, Lower Thames Street, L indon EC3R 6 DG 3. 













swaps 


THE almighty mess involving British lo- 
cal authorities and the swaps market is 
about to turn serious. At stake could be 
London’s reputation as a well-run financial 
centre. International banks are becoming 
increasingly worried and irritated that they 
may lose £200m ($335m) on interest-rate 
swaps, in which 100 local authorities are re- 
fusing to honour their side of the deals. 
They are fuming too at the catatonic inac- 
ion of the British government. This would 
| e. happen, some mutter darkly, in Paris or 
Frankfurt where the French or West Ger- 
man central banks would have all but guar- 
anteed these quasi-governmental debts. 
Interest-rate swaps are a straight gamble 
on future interest rates. On a notional 
amount of debt, one side agrees to pay a 
fixed rate to the other, which in return pays 
a floating rate; payments are made simulta- 
neously. Most of the banks are paying fixed 
rates to the councils, who should in turn be 
paying floating rates back to them. Interest 
rates have risen since the bulk of the swaps 
were opened, so the councils should be pay- 
ing the banks more than they are receiving 
from them. They might well have been had 
the government not told the local councils 
in February that it would not bail them out 
and that the officers responsible might be 
personally liable for any losses. At the same 
time, the Audit Commission was investigat- 
ing the legality of the deals. The matter will 
be decided in the courts. 








Dumping Britain's local-council 


Most of the 70 or so banks are still mak- 
ing payments even though it is still not clear 
which (if any) of the swaps done with local 
authorities are legal. Some councils, such as 
Ogwr in South Wales, are refusing to make 
the payments due on their swaps. Others, 
such as Hammersmith and Fulham, a Lon- 
don borough and the biggest swapper 
among the councils, are setting aside the 
money they should pay the banks, but not 
handing it over to them. 

This is unhinging the banks’ books of 
swaps. Most banks prefer to match their 
fixed-rate outflows (to the councils) with 
fixed-rate inflows of their own. The easiest 
sort of fixed-rate investment for a bank to 
buy is a gilt-edged (government) bond. So if 
a bank were to liquidate a swap with a local 
authority, it would also have to sell the gilts 
which were providing the fixed-rate income 
on the other side of its swap. This could lead 
to a sell-off of five- to seven-year gilts, as 
these bonds have the same maturities as the 
swaps. 

The problem the banks face is that they 
do not know which swaps will eventually be 
allowed and which will not. The danger a 
bank runs by taking pre-emptive action— 
such as selling gilts—is that the swap it is 
trying to neutralise might eventually be 
found to be legal. This will then leave the 
bank with an unbalanced book since it will 
be left with a single fixed-rate outflow. This 
uncertainty has inhibited banks from doing 













































anything. They are now having seco 
thoughts. | 
Until May most banks that | 
swapped interest payments with local 
thorities were patiently waiting for the. 
dit Commission. The commission, whict 
vestigates and oversees the finances of 
401 local authorities in England and Wa 
is about to take legal action against 
mersmith and Fulham. The idea was 
this case would at a stroke settle w 
swaps were legal and thus clarify the la 
The law governing local-authori 
nance, the Local Government Finance 
of 1972, was drafted long before swaps s 
dreamed of. Under a later act in 1982, ba 
active in the swap market lobbied to 
the local authorities’ scope for swaps € 
fied. All they got were guidelines from 
Audit Commission that allow local a 
ties to arrange swaps and write "swap 
tions" (ie, take an upfront fee in exchang 
for taking the risk that they will have to en 
ter a swap in the future at initially disad 
tageous terms) as long as they are linked 
genuine borrowings. ee 
The banks are concerned that the Audi 
Commission's case will do little to resolv 
the central problem of the amount of intet 
est-rate swaps a council will be able to make 
This matters, because of the scale of Ham 
mersmith and Fulham's dealings. By som 
accounts, its swaps (of around £3.5 billi 
make up half of the £7 billion-worth 
swaps done by local authorities and 
equivalent to around ten times its outst 
ing debt. Around 100 local councils: 
done swaps either for their own accou 
as intermediaries: these councils, suc 
Blackburn and Ogwr, arranged swaj 
other councils’ (often Hammersmith 
Fulham's) behalf and took a fee for len 
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their names to the deals. 

Some banks are also alarmed that Ham- 
mersmith and Fulham might agree that its 
swaps were ultra vires (ie, beyond its legal 
powers). This would have two conse- 
quences, neither nice for the banks. It would 
not sort out the status of any other council's 
swaps except Hammersmith and Fulham's; 
and other councils might follow suit and 
stop making payments. The banks would 
then have to sue each council. 

Although declaring their swaps ultra vi- 
res looks like giving local authorities an easy 
way out of the problem, it could cause them 
more difficulties. For a start, it would stop 
councils from using the swaps market. Ham- 
mersmith and Fulham, for example, has a 
budget of around £280m a year and argu- 
ably, like other businesses handling that 
amount, needs to play hunches on where in- 
terest rates are heading. Worse still, the 


- whole affair might lead to councils being de- 


clared bankrupt and councillors and execu- 
tives being disqualified from office. 

Several of the banks that have swaps 
with local authorities also have straightfor- 
ward loans to them. These banks are already 
threatening to follow Salomon Brothers, an 
American investment bank, by issuing de- 
fault notices to the councils. Once they had 





established that the councils were in default 
on their swaps, the commercial banks could 
then trigger cross-default clauses in the 
loans and demand immediate repayment. 
This could rip holes in councils’ spending 
plans, increase rates and might, in effect, 


bankrupt some of the smaller councils and 
their councillors. 

This is looking increasingly likely. Bank- 
ers are nerving themselves to pick on a 
council which has missed a payment and 
then let the law do the rest. This in turn will 
trigger sales of gilts and futures as the banks 
seek to square their positions. 

The most galling aspect of the swaps 
mess is that it has been bubbling away for 
almost a year. The Audit Commission first 
started to look at local authorities’ swaps in 
1988. By August most local authorities had 
become so uncertain about the legal posi- 
tion that they stopped entering into new 
swaps. They carried on making swap pay- 
ments until Mr Nicholas Ridley, the envi- 
ronment secretary, refused to sanction pay- 
ments by Hammersmith and Fulham at the 
end of February. 

Several of the councils active in interest- 
rate swaps (although not Hammersmith ar ' 
Fulham) have used them as a way to gene 
ate funds. The bankers claim that by remov- 
ing his sanction Mr Ridley is punishing 
them for helping the councils to overcome 
his limits on spending. The great danger of 
letting the law do the dirty work, however, is 
that banks may refuse to lend to all other 
quasi-government bodies. 





Japanese property in Europe 


Marunouchi-sur-Seine 


ITH yen piling up in their coffers, Ja- 
pan's institutional investors have 


piled into property. Anxious to diversify 
"their holdings beyond Japan, they bought 
~ much of Hawaii (which is the closest part of 


A 





America to Japan). Then they moved on to 
San Francisco, across the continent to New 
York then over the pond to London. Next 
stop: Paris. 

Though it has plenty of swanky restau- 
rants and chic shops (which the Japanese 


-adore), Paris does not have enough top- 


quality office space to meet demand. As a 
result, rents are high. A consultancy, 
Richard Ellis, estimates that, at an average 
annual cost of $740 per square metre, offices 


- án Paris are fourth in the league table of 


world office rentals. Only Tokyo ($2,060), 
London ($1,650) and Hongkong ($1,155) 
are dearer. 

Japanese property developers have 
caught on to this. Mr Robert Lipscomb, 
from Healey & Baker, a firm of British sur- 
veyors, says that over the past three years 
Japanese holdings of French commercial 
property have risen from FFr500m ($75m) 
to around FFr7 billion. This puts them in 
second place after the British, with FFr10 
billion. The Japanese are catching up. Last 
year the British increased their holdings by 
20%; those of the Japanese rose 30%. 


B4 


At present, most of the money comes 
from property developers and trading com- 
panies. Kowa, a construction company 
backed by the Industrial Bank of Japan, ac- 
counts for about 50% of Japanese invest- 
ment in France. In October 1987 it spent 
FFr2.5 billion on 60,000 square metres of of- 
fice space at Montparnasse, by the Paris ter- 
minus of the new south-eastern TGV express 





L’Arche de Nippon? 


train. A trading house, C. Itoh, has also in- 
vested heavily. 

Redeveloping old buildings in central 
Paris is an expensive business. Indeed, it of- 
ten costs more to renovate a property (be- 
tween FFr8,000 and FFr10,000 per square 
metre) than to knock it down and build a 
new one. So heavily indebted developers de- 
pend on institutional investors to take prop- 
erty off their hands. So far, the Japanese life 
insurance companies have been reluctant to 
do so in France. But their attitude is 
changing. 

Meiji Life is the first Japanese insurer 
take the plunge. Together with PosTel, a 
British fund manager, it signed a FFr2 
billion deal in April 1989 to redevelop the 
Aux Trois Quartiers department store. As 
the Japanese are dedicated followers of 
fashion, other institutions like Nippon Life 
and Sumitomo Life are expected to follow 
suit. 

They will tread carefully. Massive new 
office-development projects near La Dé- 
fense, including L'Arche, and at Bercy will 
come on to the market over the next couple 
of years along with more refurbished prop- 
erties. So supply could soon outstrip de- 
mand, depressing rentals. One French real- 
estate firm, Auguste Thouard, estimates 
that by 1990 there will be 2m square metres 
of empty office space in Paris. Perhaps the 
Japanese should. invest in golf courses in- 
stead. After all, for the price of one hole in 
Tokyo you can buy 18 in Paris. 
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ake eee, 2 registered office is in Halifax, U.K. Rates are correct at time of going to press. 








WITH HALIFAX JERSEY-BASED INVESTMENT - 
YOU DON T HAVE TO BOTTLE YOUR MONEY UP - i 













Investing overseas needn't mean waving i 1 
=— / 3 -bon voyage to your money for a fixed period. 
pr With HALIFAX DEPOSIT INTERNATIONAL 
it's a breeze to get at. 
There is no minimum time limit on 
== your investment and you can have instant 
access with no penalties. | 
F You can even have U.K. standing 
| orders, direct debits and monthly interest. — 
~ Being the Halifax you can expect highly 
competitive interest rates, and being Jersey- 
based you can get interest with no tax deducted. — 
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m ecce e: Your sterling investment can start with a minimum 3 
Oe DNE KS se : ' oe 
o ee age of £1,000 at the substantial rate of 11.00%. we 

| From there the interest rate automatically rises on the — ` 
whole investment as Tope steps up as follows:- Is 
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Interest rates may vary so you can call our Halifax Jersey 
Hotline on (0) 554 59840 for up to the minute information. 

: To qualify for this great investment opportunity vou | 
have to be not ordinarily resident in the L.K. If you qualify 
and would like to open an account, simply send us a cheque Am 
with the completed coupon below. 

It could be your first step to a whole new investment 
opportunity. One worth opening a bottle or two to celebrate. 
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To Halifax Building Society, International Investment Unit, Ingouville House, 








COEEMRS S 065/002/06- - 


Ingouville Lane, SL Helier, Jersey, Channel Islands. ag 
| I/We enclose a cheque/money draft No. | a 
| for (minimum deposit £1,000), | 
| I/We are not ordinarily resident in the U.K. Please send the declaration form | 
for the payment of gross interest. I/We would like the interest to be: | 
Added to balance[ ] Paid half-yearly] Paid monthly [ ) | 
| Full Name Title 
| Address | 
| Nationality Tel No | 
| This sum is being invested in HALIFAX DEPOSIT INTERNATIONAL by mez I Go. 
| us as sole/joint beneficial owner(s). | 
| Signature Date ` 
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S THE WORLD'S IN Set TRE 
— — — — —— —— — — — a a ph. 
Halifax Building Society, International Investment Unit, ngousille House, —— l 
Ingouville Lane, St. Helier, Jersey, Channel Is oa 
4 merest is paid twee or ng a Nisher compounded mairie (CAR) i bre , 
^ whole year. Copies of the last audited accounts are available on request. Halifax Building Society's 
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Progress isn't just a 
matter of change 


Pioneering is a tradition at 
Saab-Scania. Developing and 
translating ideas into practical 
transport solutions. 


That consistant policy of 
commitment to future technologies 
has led to today's range of high 
technology products in cars, trucks 
and buses, aircraft, missiles, 
satellites and other space 
technology products. 


Over the last decade the 
Saab-Scania Group's world-wide 
sales have increased each year by 
an average of 14%, and profits rose 
by an annual average of 21%. 
During that same period more than 
14% of sales was re-invested in 
sites, plant and product 
development. In 1988 sales 
exceeded SEK 42,500 m. (US $6.8 
billions) and consolidated income 
SEK 3,200 m. 


A financial achievement which is 
the result of never standing still. 


For more information about Saab-Scania and its products please write to: Saab-Scania AB, 
Corporate Communications and Public Affairs, S-581 88 Linkóping, Sweden 
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"EX Progress — from one of the earliest 
T trucks, the first “aerodynamic” 
EN production car, and an innovative 
aircraft, to today's top of the range 
Saab 9000 CD, the new Scania 3 
series trucks "Truck of the Year" 
1989 and the Saab 340 regular 
airliner. More comfort, more 
c *" economy, more power, more 
= Ü capability. 
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trong performance of stockmark- 
s around the world has prompted 
our managers to shift from cash into eq- 
uities since our last portfolio poll on 
Aarch 25th. Inflation worries, together 
| with increased confidence in the Ameri- 
- |. can economy, led Deutsche Bank's Capi- 
|} tal Management to move 5% of its no- 
i tional portfolio from bonds to equities. 

_ Other managers who are keener on eq- 
- uities than bonds include Scudder Ste- 
< vens & Clark, an American money man- 
. ager, and Wardley Investment, part of the 
Hongkong and Shanghai Bank. They 
ave put almost all of their money into 
he equity basket. This has paid off for 
“Scudder, as stockmarkets around the 
world have risen. Scudder is particularly - 













The perfect portfolio? 
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UBS Phillips & Drew—UBS's London broking arm 
Merrill Lynch—American investment bank 


e portfolio managers are sticking with their mix of investments 
a rise in West German interest rates and a stronger dollar 





keen on Thailand and the newly 
industralised Asian countries—with the 
exception of Taiwan. It thinks this market 
has a “ridiculously high” price-to-earn- 
ings ratio, given stockbrokers’ forecasts of 
a slump in profits. 

Managers were unfussed by the res- 
ignation of Mr Noboru Takeshita as 
prime minister of Japan. Although that 
led to a further leap in the Tokyo market, 
the Recruit scandal might conceivably 
bring an end to the Liberal Democratic 
party's postwar domination of the Diet, 
and so cause economic uncertainty. Japan 





Neutral weighting—from Morgan Stanley Capital International World Index 


Capital House—Royal Bank of Scotland's investment-management arm 

Capital Management International—Deutsche Bank subsidiary 

Scudder Stevens & Clark —New York investment counsellors 

Bank Julius Baer—Swiss investment bank 

Daiwa Europe—-Japanese investment bank - 

Brown Brothers Harriman— Wall Street private bankers | 
Wardley investment Services—Hongkong and Shanghai Bank's fund- -management arm 
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- were compiled by departments that deal only with non-American investment. For the sake of comparability, a 30% stake in American equities has 


also faces economic problems in th 
of rising inflation and tightening cap 
constraints. Daiwa, however, believes 
inflation will remain under control, d 
spite the combination of a possible rise in 
interest rates and the introduction of a< 
396 sales tax. l 
Capital House, part of the Royal Bank 
of Scotland, reckons that the dollar's 
strength is illusory. Capital Management 
International fears that inflation could yet 
undermine the American economy, 
which has otherwise shown glimmers of 
improvement. Although Julius: Baer, | 
Swiss bank, is not optimistic about Ar 
ican equities, high interest rates have per- 
suaded it to invest in dollar bonds. 
The money managers hold 
for British equities. Capital 1 
cidedly bullish and expects to 
British investments. Capital 
inflation is coming under co: 
interest rates have peaked. A 
London stockbroker, UB 
Drew, agrees, with the rathe 
that, should sterling come ur 
the chancellor of the exche 
little choice but to raise intere 
ther. Brown Brothers. Harr 
York bank, believes th. 
nomic future i is "bumpy" but 
ish equities will be all right. 
Two of our panel a 
the bond markets. Alt ugt 
creased its holdings ofa equities, t 
stepping up its investment in bonds: A 
month ago Daiwa had 30% of its portfo : 
in cash. It now has only 15% in cash. T} 
bulk of the balance has gone into bone 
Daiwa reckons that short-term intere 
rates have peaked and so, it argues, long- 
term bonds are a sound investment. That 
is despite a steepening inverted yield 
curve, which traditionally makes bonc s 
look less attractive than cash. 
Julius Baer concurs. It believes that i 
terest rates are at, or very near, their pea 
and therefore bonds are a good buy. It a 
gues that the recent rise in West Germa 
interest rates was a last spasm befor 
decline. Therefore it has switched a third 
of its cash holdings into bonds. | 
Julius Baer is also shuffling its bond 
portfolio. It is gradually reducing its hol. 
ings of yen bonds (even though it is k« 
ing its investment in Japanese equities : 
30% of its total equity portfolio). But it 
twice as keen on French bonds (wh 
make up 1096 of its bond holdings) as 
French shares. The bank is particular 
keen on ecu bonds: it now has 1296 of i 
fixed-interest investments there, cor 
pared with only 796 in April. 





































































































































































panese leasing firms 


Off the leash 


UIETLY, while Japanese banks and 
/ brokerage firms have been snarling at 
. * each other over who gets what when 
hey are allowed into each other's business, 
officials have thrown a tasty bone to a new 
breed of non-bank financial institution—]Ja- 
. pan's leasing and consumer-credit firms. In 
a barely-kept-secret report, the Ministry of 
Finance has recommended that non-bank 
-oncerns should be allowed to issue bonds 
and commercial paper. This mischievous 
ve is designed in particular to let Japan’s 
gressive leasing firms snap at the heels of 
iks and securities firms. Both will bark fu- 
ously once they realise what is happening. 
At present, non-banking services—eg, 
porate finance, insurance, consumer 
edit and leasing—are the fastest-growing 
iancial businesses in Japan. With the 
untry's retail boom rolling into its third 
ear, consumer credit outstanding is reck- 
ed to have topped ¥42 trillion ($325 bil- 
in) in 1988, up 55% from the ¥27 trillion 
985. Insurance companies, too, have be- 
‘wooing consumers with new products, 
h as single-premium retirement plans 
t emphasise investment and dealing prof- 
s much as life cover. - 

Even securities firms are trying to get 
to Japan's belated retailing revolution. 
mura, Japan's largest brokerage, wants to 
kage medium-term government bonds as 
nifty form of savings account and a means 
ttling American Express card bills. 
lowever, leasing has seen the most ex- 
ve growth among Japan's new non- 
ank financial services. Although it is 25 
rs since leasing first came to Japan, only 
ing the past couple of years has it really 








nge by Japanese firms in new factories and 
fice automation. This year lease contracts 
'e expected to rise 2196 to reach ¥6.4 tril- 
lion, and a further 25% in 1990 to Y8 tril- 
lion. By then, leasing will account for about 
096 of private capital investment in Ja- 
pan—small by Western standards, where 
leasing accounts for 20-3096 of corporate 
capital investment. But until recently Japa- 


porate investment. 

No longer. With little regulation and 
ie lure of large profits, roughly 300 firms 
mostly owned by banks) have scrambled to 
t a piece of Japan’ s leasing pie. The result 
as been a price war. So much so that profit 
argins on leasing contracts have fallen to 
ess than 1%. The past few months have 
n a surge of interest from overseas air- 
's wanting Japanese firms to lease their 
ts for them. — 

‘Because of price cutting in leasing, Ja- 














en off, thanks to the recent investment -. 


nese banks had an armlock on all such cor- 











pan's leading firms, including Orix, Dia- 
mond, Tokyo, Sumisho, Showa, Century 
and 18j Leasing, are looking for other busi- 
ness—in housing loans, mortgage securities, 
consumer credit and venture capital. Today 
less than half the top 23 leasing firms' reve- 
nues comes from equipment leases; the rest 
comes from other financial services. 

The one trouble is that they have not 
been able to diversify their sources of f 
nance anything like as much as they have 


 thei businesses. Unlike n most t private firms 
-vin Japan today, leasing companies have had 
‘to carry on borrowing expensively (ie, at 5- 





6%) from banks instead of issuing sae 


-ible bonds and commercial paper (at less 


than 2%), With their fine credit ratings, the 
top leasing companies would have no 
trouble issuing unsecured bonds. And 
they could use their leased property as 
collateral. But the finance ministry 
has barred them from the bond 
market. 
j The finance ministry finally 
opened the door to commercial 
paper in 1987. But the only non- 
bank institutions allowed to issue 
it were the securities firms and fr 
nance companies such as Dia- 
mond Credit. The leasing compa- 
nies have moaned ever since that 
their opposite numbers in America 
get a third of their financing from com- 
mercial paper, a third from bonds and 
more than 3% from banks. Japanese leas- 
ing firms want to do likewise. They would 
also like to be allowed to securitise more of 
their products. So fat, only mortgage securi- 
ties have been traded in Japan, unlike Amer- 
ica where a whole range of products are 
turned into securities and traded. 
Finance-ministry officials are quietly 
pleased with the way trading in securitised 
real estate products took off overnight and 
quickly reached Y3 trillion-worth of busi- 
ness. Success here has given them a glimpse 
of just how much demand there i is in Japan 





Pitching for the big league 


TOKYO 


OW does a Japanese firm that fi- 
. A nances the purchase of grimy indus- 
trial equipment become a household 
name? It fills a suitcase with cash and buys 
a baseball team. Orix Corporation, the 
largest Japanese leasing company (see 
above) with total assets in excess of ¥3 tril 
lion ($23 billion), bought the Hankyu 
Braves from a fuddy-duddy retailing-to- 
railway group three months ago. Since 
then it has turned the team, renamed the 
Orix Braves, into a league-winner that ap- 
pears nightly on Japanese television. 
© With the Orix Braves on a winning 
streak, the owning company hopes to be- 
come as much a household name as Nip- 
pon Shinpan, JACCS and other big firms 
in Japanese consumer credit. Orix's base- 
bal-mad president, Mr Yoshihiko 
Miyauchi, has launched a campaign to ex- 
pand the firm’s consumer-credit opera- 
tions as well as other retailing businesses. 
Margins on Orix’s traditional leasing 
operations have sunk to less than 1%, but 





consumer financing is almost twice as 


profitable. The firm has long known how 
to package leasing contracts that combine 
land, buildings and equipment for indvs- = 
trial clients. Now it is applying much t 
same kind of knowhow to push deeper 
into such consumer-related fields as mort- 
gages and car loans, and even the leisure 
business. The name of the game now is to 


coax consumers into one-stop financing, 


with Orix supplying all their personal 
needs. 
— Orix, until April known as Orient 
Leasing, was also the first company in its 
sector to drop the word "leasing" from its 
corporate title. Leasing accounts for less 
than 4096 of the firm's total assets. So 
Orix has been keen to project itself as one 
of Japan's new non-bank banks. In many 
ways, it has already begun to resemble an 
investment bank, mediating, for instance, 
on mergers and acquisitions. But even 
banking may be too limited a field for 
Orix’s ultimate ambitions. Its extra-mural 


- interests already range from shipping to 


caper moeg to movie-making. 


* , « * 





for such investments. Sooner or later, the 
Japanese authorities will have to give the 
nod to other securitised products. The leas- 
ing industry already has lots of new ideas in 
the works. "We could lease aircraft and sell 
the receivables in small lots," declares 
Orix's Mr Yoshiaki Ishida. 

Meanwhile, by unfettering the leasing 
companies so they can raise money more 
competitively through convertible bonds, 
warrants and commercial paper, the finance 
ministry has served notice on the rest of the 
industry. Any more squabbling over the re- 
form of Article 65 of the Securities and Ex- 
change Law (Japan's Glass-Steagall) is going 
to be dealt with a bit more brusquely. After 
more than two years of bickering, the city 
banks, trust banks and long-term credit 
banks are still little closer to agreement 
among themselves (let alone with securities 
firms on the other side of the fence) over 
who should do what in the long-awaited 

es to liberalise Japan's financial services. 

With its June deadline fast approaching 
for getting talks on financial reform seri- 
ously underway, the men from the ministry 
are determined to have the industry accept 
two simple reforms: one, to allow the banks 
to enter the securities business through 
wholly-owned subsidiaries; the other, to let 
brokerages set up investment-banking sub- 
sidiaries. With Japan's unregulated non- 
banking institutions suddenly behaving re- 
markably like both, maybe banks and 


brokerages will finally get the message. 





















Orix is an unusual 
corporate animal in Ja- 
pan for another reason. It 
uses American-style accounting methods, 
consolidating the profits of its various 
constituent firms. That helps it to raise 
money in the United States and Europe. 
that may become marginally less im- 
portant now it is about to be allowed to 
issue its own bonds and commercial paper 
in Japan. On a consolidated basis, the firm 
turned in a combined operating profit of 
¥91 billion from leasing last 
year; securities, mortgages 


and consumer credit 
chipped in a further 
Y93 billion. 
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China’s foreign debt 


The long and the short 


BEIJING 





RUSTRATING and confounding, yet 

China bewitches foreigners still. Bank- 
ers in Beijing for the annual governors’ 
meeting of the Asian Development Bank be- 
tween May 4th and 6th wanted to believe, 
just as foreign businessmen do, that there 
are plenty more deals for them in China. If 
only somebody could say when they will 
happen. 

With an economy that grew at an esti- 
mated 11% in 1988 and a relatively low level 
of external debt, China should be a good 
place for foreign bankers to do business. But 
much of the optimism over the economy has 
evaporated over the past year as the infla- 
tion rate has let rip (on the official figures it 
was 19% in 1988, up from 8.8% in 1987; un- 
officially it was 30% last year and is still ris- 
ing). How to tackle this inflation is the sub- 
ject of a vigorous ideological debate; so is 
much else, including the whole question of 
the pace and direction of China's economic 
reforms. This turmoil does nothing to im- 
prove the fragile confidence of foreign 
bankers. 

Last year China's outstanding external 
debt rose further from its $30 billion level at 
the end of 1987, the most recent date for 
which there is a reliable estimate. Up from 
all-but-nothing in the mid-1970s, when 
China was still closed to the rest of the 
world, it is more than three times bigger 
than in 1983. However, China's debt posi- 
tion is comfortable by the standards of many 
developing nations. Its debt-service ratio is 
only about 1096, and its external debt is 
roughly equivalent to an equally modest 
11% of GNP. 

In the past bankers praised the conser- 
vative way China borrowed abroad as it 
opened up its economy to implement the 
modernisation policies of Mr Deng Xiao- 
ping. Until the mid-1980s China largely 
used bank borrowing to pay its import bill 








when this could not be met out of export 
earnings. Self-reliance or foreign aid pro- 
vided most of the money for capital - 
investment. s: 

As a result, short-term debt accounted 
for a large share of China's debt, reaching 
5096 of the total in both 1984 and 1985, 
That has changed markedly. The share of — 
short-term debt is now down to nearly one- 
quarter. This is partly because of the need 
for more long-term borrowing to develop 
much-needed infrastructure. But it also re- — 
flects the government's efforts to squeeze — 
imports after the current-account deficit hit 
more than 4.596 of GNP in 1985. (China's 
current account moved briefly into surplus 
in 1987, but it returned once again to deficit 
last year.) 

Another factor that has changed the 
mix of China's borrowing in the 1980s is the 
huge inflow of Japanese official aid. This has 
nearly all been in long-term loans, albeit soft 
ones. On some estimates, these account for — 
Te than a quarter of China’s longterm 

ebt. ia 

The relatively high proportion of Chi- 
na’s debt in appreciating yen is another - 
worry for China and its foreign bankers. 
Two-fifths of China's external debt is yen- 
denominated. The yen's rise has aggravated - 
China's debt-servicing because few of Chi- 
na's foreign-exchange receipts are in yen. 
Japanese bankers say China has been mak- 
ing efforts since 1987 to switch new borrow- _ 
ing into dollars. s 

Another worry for foreign bankers is | 
China's debt-management policy. Decent- 
ralising control over foreign borrowing led — 
to an explosion of foreign debt in the mid- 
1980s. Provincial and local enterprises went  - 
on a borrowing spree. The central governe 
ment has since sought to reimpose foreign- 
debt ceilings but with patchy success. One 
reason is that the government is in a double - 
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bind. Tighter central control conflicts with 
the avowed aim of the economy—such mea- 
sures as giving enterprises greater autonomy 
over the use of their foreign-exchange 
earnings. 

But another reason is that central con- 
trol over debt management is weakened by 


squabbles between the finance ministry and 
the central bank, the People's Bank of 
China. The ministry keeps saying it is going 
to take responsibility for debt management 
away from the central bank. The People's 
Bank keeps fending it off, but the issue is far 
from settled. 





Chemical Bank in London 


Bailing out 


MERICA S sixth largest bank, with $74 
billion in assets, is cutting back its in- 
ternational business, especially in London. 
Only two years ago Chemical Bank nursed 
ambitions to be a top-notch international 
trading and loan-making bank. It hired all 
and sundry—its London staff rose from 800 
to over 950—as it tried to break into local 
markets, most notably Eurobonds, and to 
build up its existing business. 

At the time, it was already in the 
British mortgage market. It has now 
sold this part of its business to the 
Banque Nationale de Paris. It was also 
involved in leveraged buy-outs. In 
1987 Chemical organised the bank fi- 
nance for the £715m ($1.2 billion) 
management buy-out of MFI, a furni- 
ture store, from Asda. The people 
who organised that deal have now 
gone. Chemical’s staff in Britain has 
shrunk to around 700. 

Some of the buy-out men, who 
wanted to take (riskier) equity as well 
as debt positions in their clients, 
swapped Chemical for their own 
firm, the Intermediate Capital 
Group. At the same time, the bank 
pulled out of newer businesses, such 
as Eurobonds, because it could not af- 
ford to commit the capital required. 
The tighter capital became, the less 
scope Chemical gave its senior execu- 
tives in London to spend it. 

Chemical is still in the British 
buy-out business, but in a less risky 
way. It is sticking largely to lending 
and syndicating senior debt rather 
than mezzanine debt (so-called because its 
risks lie between those of conventional debt 
and equity). Last year it lent to (among oth- 
ers) a packaging company, Reedpack, and 
Merryweathers, which paid £7m for a string 
of fish-and-chipperies (among them Brit- 
ains most famous  "chippie", Harry 
Ramsden’s, near Leeds). This year it is one 
of the banks financing the £1.7 billion bid 
for Gateway, a supermarket group. That is 
Britain’s largest leveraged takeover yet. 

In its ambitious phase, Chemical also 
hired swap experts to provide the financial 
engineering that lies behind most Eurobond 
deals. Until the beginning of the year Chem- 
ical ran its global swaps business from Lon- 
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don. It was headed by Mr David Gelber, a 
recruit from Citicorp International Bank, 
another equally turbulent London offshoot 
of a New York bank. 

The heart of Chemical’s London busi- 
ness, however, is its trading room. The 
bank’s speciality is foreign-exchange trad- 
ing. Throughout the 1980s Chemical has 
built up its share of this booming market— 
where the daily turnover is now close to 
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On the way home? 


$350 billion—to around 296. The market 
leader, Citicorp, claims about 5-696. In 1988 
foreign-exchange trading accounted for just 
over 10% of Chemical's non-interest in- 
come of $1.4 billion. Like the head of swaps, 
the then global head of Chemical's foreign- 
exchange business, Mr Guy Heald, was 
based in London, which is where half the 
business in the foreign-exchange market is 
done. 

In February both Mr Gelber and Mr 
Heald left Chemical for the Hongkong & 
Shanghai Bank. Mr Heald took his lieuten- 
ants with him. So far these defections have 
not damaged Chemical Bank's results. True, 
foreign-exchange income for the first quar- 


cer of 1989 (at $28m) was 1596 down on the 
results for the comparable quarter of 1988. 
But that is not bad compared to other New 
York banks: Citicorp's foreign-exchange in- 
come slumped by 3496, to $109m, in the 
first quarter, as the market became less 
volatile. 

The problem for Chemical is that for- 
eign-exchange trading is one of the biggest 
items in its non-interest income. Foreign-ex- 
change business runs on gratifyingly little 
capital. Most of the big banks do not use 
more than $50m in capital to run their cur- 
rency positions. This makes the business 
one of the most profitable—when measured 
in terms of return on capital —in banking. 

This sort of profitability makes it a dou- 
bly valuable business for Chemical. The 
bank is already stretching to meet the new 
capital-adequacy levels which were agreed 
by the world's central banks under the aus- 
pices of the Bank for International Se-** 
ments and due to come into force in 1° 
Under these rules, banks must have pure 
capital (ie, equity plus reserves) equal 
to at least 496 of their assets. Chemi- 
cal managed to meet the standard (its 
equity amounts to 4.2196 of assets), 
but is nevertheless vulnerable to any 
downturn either in Latin American 
debt or the Texan economy. Under 
the new rules, further provisions 
against bad loans would have to come 
out of the capital base. 

Chemical has done little with its 
$4 billion of third-world debt, other 
than taking a provision of 2596 
against it. It also still has less than 
5096 of its $916m non-performing 
Texan loans (acquired when Chemi- 
cal bought Texas Commerce 
Bancshares in 1986) covered by re- 
serves. Another indication of Chemi- 
cal's preoccupation with keeping its 
ratios up came in March, when it 
to First Union, a bank based in Ni 
Carolina, its option to bid for Florida 
National Banks. Chemical says it will 
book a $118m gain on the sale. That 
is better than adding $8 billion of an- 
other bank's assets. 

The executives who have left 
Chemical in London do not blame the bank 
for concentrating on using capital to bolster 
businesses in its own backyard. They claim 
that it can no longer afford to become a ma- 
jor international bank. Chemical, however, 
points out that although it is cutting back 
on the international loan-making side of its 
business (which helped it to cut its assets by 
over $7 billion last vear) it is still keen on its 
core trading businesses. Although it expects 
to earn less from the foreign-exchange mar- 
ket this year than last year, it is still investing 
in new dealing rooms in London and Tokyo. 
But it is traders, not snazzy dealing rooms, 
who make the market. 





THE ECONOMIST MAY 6 1989 









Vn 





Ld 
— 


- d ] à 
-— A. 3:4 r à V 


E 
ox 
$ c " bh I 
cr Lem 


SCIENCE AND TECHNOLOGY 


The compleat hypochonariac 


MERICANS like doing it for them- 
selves. Not just car repair and home 
decoration, but health-care as well. Medical 
tests which can be done at home—or indeed 
almost anywhere—are enjoying, if not a 
boom, at least a growing popularity. In 
America, the demand for "self-diagnostics " 
t~- been rising by 13-1596 a year for the past 
ide. According to Frost and Sullivan, a 

' York market-research firm, the end is 
nowhere in sight. Annual sales of these 
tests, it predicts, will be almost 
$880m by 1991 and will con- 
tinue to climb. 

The profits of growing hypo- 
chondria? Maybe, but a closer 
look suggests that two other 
forces are driving the trend. One 
is that new technology makes 
tests that used to be possible 
only in clinical laboratories feasi- 
ble in consulting rooms. Tests 
that can be done in a doctor's of- 
fice can often be done in a pa- 
tient's home. 

There is also a movement 
among doctors to have patients 
with chronic illnesses play a part 
in their own care by monitoring 
their conditions. This applies 

icularly to the elderly, whose 

ibers keep on growing. They 
are more prone to chronic illness 
than the young; and doctors 
tend to trust them more. 

As an example, take blood 
pressure. Hypertensive patients 
can monitor it for themselves 
with an inflatable cuff applied to 
the arm, a recording gauge, and—in auto- 
mated models—a built-in microphone. 
Non-automated models require the patient 
to buy a stethoscope too. Regular home use 
of this equipment enables both patient and 
doctor to know how well drugs to lower the 
blood pressure are working, so that dosages 
can be adjusted or different drugs pre- 
scribed. It also bypasses the "white-coat" 


problem: for many people, the mere sight of 


a physician is enough to send the blood 
pressure up. 

Other tests for chronic conditions can 
also be used at home, such as peak-flow 
monitors for asthmatics and blood-glucose 
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monitors for diabetics. Peak-flow monitors 
cost $15-35. An asthmatic has only to blow 
into one briefly in order to find out how well 
or badly he is breathing. With that informa- 
tion he can take steps to fend off an attack in 
the making, hours before the symptoms 
would become obvious and remedial mea- 
sures perhaps too late. At a recent meeting 
organised by the us National Institutes of 
Health, it was reported that asthmatics who 
routinely use these devices need emergency 
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care and hospital treatment less often than 
those who do not. 

As for diabetes monitoring, testing 
urine for sugar with chemically treated pa- 
per strips has been practised by patients for 
decades. However, testing for sugar in the 
urine is largely being replaced by testing for 
sugar in a drop of blood, a task that previ- 
ously could have been done only in a labora- 
tory. The patient pops a drop of blood into a 
Blood-glucose monitor. Depending on the 
model of the monitor, the results appear as 
colour changes on test-strips or on a numeri- 
cal display. The equipment and its supplies 
are light and portable. 
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[t is no fun to stab one's finger (or ear- 
lobe) every day, or more often. But blood- 
sugar readings are far better than urine- 
sugar levels at helping diabetics determine 
how well their bodies are processing carbo- _ 
hydrates. They can thus fine-tune their diets — 
and medicines, if any, to meet their needs. 

The medical term for this approach is 
"tight control". It is thought to help pre- 
vent such frequent complications of dia- 
betes as kidney failure, blindness and circu- 
latory disease. Blood-sugar monitoring can — 
also be used—whereas urine testing 
cannot—by the many women who are tem- 
porarily diabetic during pregnancy. Failure 
to use "tight control" with this condition 
puts the foetus at high risk of dying in utero 
or being sickly if it survives. 


A trail of blood 


Although tests for known . 
chronic illnesses are by far the 
largest part of this market, there — 
are also tests for people who | 
have symptoms of some other - 
sorts of condition, or for people - 
with no disease yet, but a chance 
of developing one. Examples of 
the former are the chemically — 
based tests both for pregnancy - 
and for ovulation. Less common 
are devices that impotent men _ 
place around the penis at night — 
to tell whether or not they are 
having erections during their 1 
sleep. This can help doctors to 
determine the cause of the prob- _ 
lem, if there is one. 
The primary example of self- 
tests for latent disease are those 
that look for early colon cancer. 
They work by bringing stool 
samples into contact with guiac, 
a chemical sensitive to blood. 
Some versions of the test can be 
read by the users themselves, 
others have to be posted to a lab- 
oratory for analysis. Either way, the findings - 
are not definitive. Blood found in a speci- - 
men may be an indication of haemorrhoids, 
not cancer—or of the user's failure to re- 
frain from eating certain foods or taking as- 
pirin for several days beforehand. 
Nor does a negative finding guarantee a - 
clean bill of health. Because colon cancers 
typically bleed at irregular intervals, the test 
may not catch them in the act—even if itis — 
repeated three days in a row, as the instruc- 
tions require. Nonetheless, in the belief that 
some colon cancer caught early is a lot better 
than none—the sooner it is spotted, the 
greater are the chances of cure—the Ameri- 
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. «an Cancer Society advocates a stool test 
= each year for everyone over 50. 

— [n the near future home tests for condi- 
— tions such as high blood cholesterol, nutri- 
- tional deficiencies, syphilis and bacterial in- 
-fections of the throat and urinary tract may 
become feasible. But the fact that technical 
expertise makes home testing possible does 
. not always make it desirable. Consider the 
_ American Food and Drug Administration's 
_ problems with home testing for uiv, the vi- 
tus that causes AiDS. The technology is 
- ready, but is its use prudent? There is the 
fear that if testing were to be taken out of its 
medical setting, in which it is usually ac- 
= companied by counselling, those who self- 

tested positive would, instead of going for 
confirmatory testing and possible treat- 
ment, be driven to suicide. The FDA has, 
therefore, delayed making a decision about 
__ whether to permit HIV home testing. 
Another problem, for all home tests, is 
that of wrong results. All tests produce some 
false positives and some false negatives— 
sometimes they will find disease where there 
_ is none, sometimes they will miss what they 
_ are supposed to find. Also, mistakes by users 
- can skew results. A recent report on home 
. pregnancyctest kits in the New England 
Journal of Medicine found that they yielded 
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The computer as economic agent 
Insider trading 
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| Ht" similar to people must computers 









































. gent? Alan Turing, the founder of comput- 
ing theory, proposed one (controversial) 
. test: let somebody ask questions of a person 
and a computer without knowing in ad- 
vance which is which (the conversation 
could be via fax). If he cannot tell from the 
answers which respondent is the computer, 
then the computer counts as intelligent. 
-. Others (perhaps most people) think that a 
. genuinely intelligent computer would need 
more—feelings and desires, for example. 
The debate does not get very far, because 
few agree on what intelligence is. 

Try another tack. Why not build vari- 
= ous features of human life into computers 
and their environment, then see what paral- 
-lels and analogies can be drawn? One might, 
M for instance, try to make computers more 
. like economic agents. Computers already 
share one of the economic problems of 
. many societies: unemployment. Take any 
network of linked workstations and you will 
usually find some terminals straining over 
- enormous tasks while others are switched 
- off or are breezing lazily through easy ones. 
. Can the labour market in computing be 
. made more efficient by something like a 
-= price mechanism? 

CAPS 


get before they are regarded as intelli- . 





less accurate results when performed by pa- 
tients than when performed by experienced 
laboratory technicians. 

[n short, home testing can be only a first 
step towards diagnosis; true diagnosis con- 
sists not only of testing, but also of skills 
which, it seems, physicians are best able to 
provide. All of which has led to considerable 
confidence in home testing when under- 
taken with a doctor's guidance, but contro- 
versy about its usefulness in other circum- 
stances. Although the proponents of home 
testing feel it can be counted on to improve 
public health in the aggregate, sceptics can 
cite a point made by the authors of the New 
England Journal of Medicine report. It can 
result both in delays before seeking treat- 
ment and the wasteful consumption of med- 
ical resources by the worried but well. 

[t may be a mistake to underestimate the 
ingenuity of the home-testing industry, and 
its ability to overcome these problems. The 
chances of there ever being completely fool- 
proof home tests are small. Yet it is also true 
that—thanks to advances in molecular biol- 
ogy, the understanding of the immune sys- 
tem and electronics—home testing promises 
to be more user-friendly, more accurate, 
faster and perhaps cheaper in five years’ 
time. 





The usual solution for computers is a 
centrally planned economy. One machine 
(or part of a machine) acts as a manager, try- 
ing to predict the supply and demand for 
computing time and then allocating the 
work. (Similarly in “parallel-processing”’ 
computers, which do several jobs at once, 
part of the machine will try to direct the 
work of the other parts.) The trouble with 
such solutions is that they are too 
slow to respond to changing condi- 
tions, and use up too much time on 
administration. Sounds familiar? 

One experimental attempt to 
decentralise was the Enterprise 
project developed at the Massachu- 
setts Institute of Technology (MIT) in 
the early 1980s. Enterprise tried to 
distribute computing time by primi- 
tive auctions, but it was a beginner in 
the art of market-making. It was aban- 
doned because its programs ran only 
on some rather unsuitable equipment 
and tended to destroy data. Spawn, a 
set of programs developed by Dr 
Bernardo Huberman and his team at 
the Xerox Palo Alto Research Centre 
(PARC) in California, goes several 
steps further. Like Enterprise, Spawn 
was invented not to make any philo- 
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Computers may yet be this rational 





sophical point but simply to make comput- 
ers work more efficiently. 

First a computing task is chopped into 
several little jobs that can be performed sep- 
arately, and the whole project is given a 
"budget" to reflect its priority. Then any 
computer with too much work on its hands 
bids for chunks of time from other machines 
on the network. A strange kind of auction 
ensues: each computer bids once, without 
knowing how the others have bid, and the 
contract goes to the highest bidder, for the 
second-highest price. This sort of “sealed- 
bid, second price”’ auction tends to produce 
the same result as would a normal auction 
with bidders continually outbidding each 
other. But it is quicker and simpler. 

The decentralised approach comes into 
its own when the bidders, once they have 
sold some of their time and taken on extra 
work, “spawn” further auctions inside a 
computer network, and so on (if need be 
infinitum. The Palo Alto researchers fo 
roughly what they expected when the com- 
puters were left to run: the more bidders for 
time, the higher the going price; and big- 
budget projects buy the lion’s share of com- 
puting. It seems that about ten bidding 
"agents" are enough for a stable price-equi- 
librium to be reached—that is, buyers find 
sellers and sellers find buyers, as in a 
smoothly running market. 

The researchers say that only about 
1096 of computing time is spent on market- 
making—quite an improvement on the ad- 
ministration "costs" of a planned economy 
of number-crunchers. But there is more 
work to be done. Spawn is not yet a joy to 
use. Its language is cumbersome and hard to 
operate. And it is also, in effect, a benign 
computer virus that jumps from machine to 
machine, extolling the virtues of the market. 
It needs to be made more secure, so that its 
ability to commandeer computers cannot be 
put to malicious use. And there may, 
day, be a problem of financial policu. 
Once computers learn the ways of Adam 
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| LJ] Asean in the 1990s 

Growing Together 

How urgent is the need for greater 
economic cooperation among Asean's six 
member states? This Report assesses the scope 
for closer economic cooperation within Asean, 
which is required to foster export led growth in 
today's increasingly competitive world trading 
environment, H forecasts the Asean's 
economies’ growth prospects to 1993, analyses 
Asean's current and future role in thé world 
economy and highlights sectors where 
cooperation within Asean is likely to affect 
foreign investors. 
No.1131. Price: £125 UK & Europe; 


| USS260 North America; £128 Rest of World. 


Portugal to 1993 

Investing In a European Future 

Portugal has a strong outward looking 
government with popular backing and a 
reforming policy in tune with the EC's 1992 
programme of market opening. With labour costs 
low and generous EC backed grants available, it 
apparently offers a cornucopia of business 
opportunities. This Report examines the 
opportunities and the problems in a detailed 
forecast of Portugal's economic performance to 
1893. 


Ao 1157. Price including postage: £? 25 


UK & Europe; USS260 North America; 
£128 Rest of World 


[] Turkey to 1992 

Missing Another Chance? 

Turkey has missed development 
opportunities in the past. But economic 
restructuring is at the top of Turgut Ozal's 
agenda. Under Ozal export growth looks 
assured, but economic stability at home is less 
certain. This report examines Turkey's debt 


|. fepayment obligations, its growth prospects 


over the next five years and the implications of 


l Turkeys application for EG membership. 


No.1136. Price including postage: £115 
UK & Europe; US$245 North America; 
£118 Rest of World. 


[] The USSR in the 1990s 
Struggling Out of Stagnation 


Few observers doubt Mikhail Gorbachev's 
commitment to reforming the Soviet Union's 
stagnant economy. But with opposition in the 
bureaucracy, rising nationalism and 
tundamental economic problems coming 
increasingly to the fore, the tasks before him 
appear almost insurmountable. This new report 
analyses his short and long term chances of 
success and examines the implications of 
retorm for foreign trade, joint ventures and 
future political stability. 

No.1152. Price: £1 1G. UK & Europe; 
US#230 North America; £113 Rest of World. 


COMMODITIES 
LJ Gold to 1992 


New Mines and Stronger Markets 

is the gold market entering a new era of 
aversupply? Or does the present gold price 
weakness reflect a widespread misreading of 
the fundamentals? This Study sets out a detailed 
forecast of worid gold supply and demand year 
by year to 1992 with alternative scenarios and 
projects the likely lower limit for gold prices over 
the period. 
No.1183. Price inciuding postage: £140 
UK & Europe; US$295 North America: 
£143 Rest of ene 
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[] Cotton to 1993. 

Fighting for the Fibre Market 

Cotton, the world's most important non- 
food crop, is regaining its share of the OECD 
fibre market. This report assesses supply 
prospects in 37 cotton producing countries and 
analyses factors affecting world consumption 
and trade. H provides a detailed forecast of the 
giobal cotton market over the next five seasons, 
including the movement in stocks and prices. 
No.1151. Price including postage: £130 
UK & Europe; US$275 North America; 
£133 Hest of World. 
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[] The European Automotive 
Components Industry 


A Review of Eighty Leading Manufacturers 


With the approach of 1992, many smail 
vehicie component companies may find 
themselves 'swallowed up' by their larger 
competitors. This new report looks at future 
policies and expected developments within 
Europe's component sector. À major section 
analyses 80 of Europe's leading component 
producers with detailed profiles of their 
progress, main activities, policies, sales and 
financial performance, product and marketing 
strategies. 

No.1188. Price including postage: £295 UK& 
Europe; 
US$585 North America; £298 Rest of World. 


ENVIRONMENTAL 


[] Generating Profit from Waste 
Economic Incentives for Waste 
Management 
industry throughout Europe is under ever 

increasing pressure to meet stringent 

environmental controls — while efficient waste 
management is emerging as a positive tool that 
can enhance sales, generate consumer goodwill 
and hasten new product development. This 

Report examines world legislation, details 

methods of disposal in several key areas and 

highlights the many benefits of developing a 

Sound waste management policy, 

No.1182. Price including postage: £185 

UK & Europe; US$365 North America; 

£188 Hest of World. 


All prices include airmail postage 


To order please tick the boxes by the 
titles required, complete the address 
details below and return the whole 
page. 
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TheEconomist 
Intelligence Unit 


The Economist intelligence Unit Limited 
Marketing Department (€0114) 

40 Duke Street London WIA 1DW UK 
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[] Waste pane World Trade dE 
and Iinvestmentina = 


Growth Industry 

Development and Forecasts to 1992 

As recycling becomes a key environmental 
issue, how will the growth of the waste paper 
business affect the pulp and paper resi 
worldwide? This Study can 
waste paper recovery and: 
review of processing techn 
investment m forthe 


industry by sector = - cell lar, elepoint, radio 
paging and private mobile radio — - considers - 
retailing and sales practices, profiles the major 
companies in the market and assesses the 
prospects. 

Price including postage: £60 UK & Europe; 
US$106 North America; £63 Rest of Worid. 
Published April 1989. 


[] Business Telephone 


Systems in the 1990s 
Telecommunications Products and — 
Services for the UK User 

In the years since the privatisation of 


British Telecom, the telecommunications market - 2 


has seen a surge in the variety of products and 
services available to consumers — not least in 
the commercial environment, This Special 5 
Report examines the telecommunications needs 
of small to medium sized businesses, the 
services offered and the costs involved, to give à 
comprehensive profile of the business 
telecommunication systems available today. 

No. 1187. Price including postage: £125 

UK & Europe; US$S245 North America; 

£128 Rest of Worid. 

Published April 1989. 


DI L enclose a cheque for £/US$ 
Payable to: 
The Economist Intelligence Unit Limited 
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MIT, is working on a more approachable 
anguage for Spawn to speak. Another step 








ets in a wider range of goods; at the mo- 
nent it only buys and sells labour. Perhaps it 
ould help in the distribution of other com- 
„puter resources, such as the special abilities 
of different machines. It might, for example, 
- pay premiums for the use of a computer with 
' access to a certain database. 

<. Spawn can be used to explore econom- 
ics, which is one big reason that PARC is 
developing it. For example, it might help to 
display the effects of extremely fast decision- 
aking on the behaviour of markets. Para- 
gil it might also help to show how dif- 
rent are the ways of man and (today’ s) 
hines. People make their economic deci- 
jns for diverse, and often inconsistent, 
asons. It may turn out that that is one rea- 
n why markets work so well for them. 
















our-wheel steering 


ound the bend 


'AN'S inventive carmakers are show- 
. how over-zealous patent-protection 
an backfire. The squabbling over who 
hs the rights to their latest novelty—four- 
heel steering (¢ws)—has delayed the adop- 
on of the technology for safer cornering. 
azda settled a case with Honda last month 
y agreeing to pay Honda a fee for using its 
n. 4WS system. Other firms have yet to set- 
similar disputes with Honda. Now Nissan 
às raised the stakes with a cornering mech- 
hism that could leave Honda's approach in 
dust. 

All the big Japanese carmakers have 4ws 





:em on the road. Nissan was the first to do 
», in 1985, with its early HICAS (high-capac- 
ty suspension) arrangement. This cranked 
the rear wheels slightly in the same direction 
as the front wheels when the centrifugal (ie, 
sideways) force built up on entering a bend. 
So far, however, Nissan has offered its sim- 
ple 4WS system only i in Japan. 

3 e problem is that back in 1978 
Honda ‘led patents in America, Britain and 
'rance for the basic idea of steering all four 
vheels. Patent law in these countries pro- 
ides protection for such sweeping con- 
epts. It does not do so in Japan, where the 
shtest variation in an idea must be pat- 
ted separately (hence the exceptional 
aber of patents filed by Japanese firms). 
"The patent dispute first flared up in 
87 when Mazda launched its four-wheel- 
nop: 626 mod 


Mr Carl Waldspurger, a member of Dr 
iberman’s team who ts a graduate student . 


orward would be for Spawn to make mar- 


ystems in their workshops. Some even have 


merica. Most pundits © 








Super-HICAS, is streets ahead of anything. 

.The trouble with conventional two- 
wheel-steering is that a car's response to a 
twist on the steering wheel becomes increas- 
ingly sensitive as speeds get higher. Swerve 





suddenly to avoid a crash and the car will 
swing violently from side to side, or spin out 
of control. At low speeds, two-wheel-steer- 
ing makes manoeuvring a car cumbersome. 
The average car needs several times its own 
length to make a turn. 

Four-wheel steering can lick both prob- 

‘lems at once. To do so, the back wheels must 
be turned in the opposite direction to the 
front ones at low speed, but in the same di- 
rection at high speed. Knowing when to flip 
from one to the other, and how much 
“lock” (steering angle) to apply to the back 
wheels, are the tricky bits. The prize is a car 
that can be handled safely at speeds 20% 
higher than normal on dry roads, and even 
more in the wet. 

Over the years two different arrange- 
ments have emerged for telling the back 
wheels which way to steer and by how big an 
angle. One depends on the speed of the car 
and the amount of centrifugal force building 
up in a bend. The other takes its cue from 
the angle that the steering wheel is turned. 
Honda investigated both, then plumped for 
the steering-angle approach. 

The key to Honda's simple and reliable 
4WS system is the kind of angle that the steer- 
ing wheel might reasonably be expected to 
be turned when parking or manoeuvring at 
low speed. Honda chose 250°. For smaller 
turns of the steering wheel, a simple gear 
linkage makes the rear wheels point up to 
1.7° in the same direction as the front 
wheels—to help the driver cope with high- 
speed swerves. When the steering wheel is 
turned through more than 250°, the rear 
wheels flip in the opposite direction by up to 


5°—making the car far more manoeuvrable 


for low-speed turns and parking. 

Rival carmakers such as Mazda, Nissan, 
Mitsubishi and Toyota have taken the 
speed-sensitive route to 4WS, using sensors 
coupled to a small computer to monitor the 
vehicle's road speed, engine speed and the 


sis the more advanced ar- 
rangement, but Honda's is the cheaper to — 
produce, while Nissan' s latest 4WS version, - 


angle that the front wheels make with the si 





road. One of the reasons for doni so is that 
the Japanese patent office dismissed 
Honda’s original 1978 application for a 
speed-sensitive form of ¢ws, saying that the 
idea lacked originality. 

In Mazda’s case, the rear wheels steer in 
the opposite direction to the front wheels at 
speeds below 25 mph. Above this speed, the 
rear wheels start turning in the same di 
tion. Though inherently more complex tl 
Honda's mechanical arrangement, Mazda's 

electronic system is reckoned to be easier to 
adjust and should pay off when more of a 
car's active components (such as suspension 
and braking) are replaced by electronically 
driven servo mechanisms that are integrated 


into a "drive-by-wite"" computer. 


Nissan's Super-HICAS goes even further. 
Not only are the rear wheels steered by sig- 
nals from the speed sensors, the front ones 
are too. When the driver turns the steering 
wheel by an amount he gauges necessary to 
negotiate a bend or obstacle, the back 
wheels begin to follow suit, pointing in the 
same or opposite direction as the front 
wheels, depending on whether the car is 
travelling above or below 19 mph. A frac- 
tion of a second before this happens, the 
computer tells the front wheels to turn, for 
the briefest instant, slightly more than the 
driver intended, and the back wheels to kick 
out momentarily i in the opposite direct 


_before reverting back to the normal ¢ws ... 


haviour. This is similar to the manoeuvre a 
professional driver makes to “set up" a car 
for high-speed cornering. 

Now Nissan has gone one better than 
super-HICAS. Last week it announced an in- 
tegrated four-wheel driving and four-wheel 
anti-skid mechanism that provides even 
safer cornering—especially in the wet, in 


mud or on snow. Conventional 4ws could 
. now become old hat. The new device senses 


the "slip" at each wheel plus the amount of 
sideways force building up on the car in a 
bend. It then calculates the proportion of 
engine torque (ie, rotational work done) to 


deliver to the front axle compared with the 
“back axle. By carefully reducing the torque 


at the front wheels:as cornering forces build 
up, the car can be made to follow practically 
any line through a bend—and then come to 
a rapid, controlled stop should the driver 







It pays to put your trust in the best, rather 

than in the first thing that comes along. Parti- 

-cularly in a field as complex and important as 

employee benefit planning for multinational 

companies. A field in which SWISS LIFE is 
undisputedly the best. 

The reason? SWISS LIFE and its inter- 
national Network offer the Swiss Life Feeling, 
which means qualities money alone can't buy: 
dependability, perfectionism, trustworthi- 
ness. Plus typically Swiss insurance and 
money management expertise. Every Swiss 
Life partner company around the world meets 
these criteria. At SWISS LIFE, nothing less 
will do. 


















Why not contact Swiss Life : 
headquarters or your local Swiss 
Partner? You'll soon see for you rsei 
benefits of the Swiss Life Feeling can also be = 
expressed in figures, figures that talk. à M | | | 

Doesn't it feel good to know. youre | = 


working with the very best? 


FOR THOSE WHO ARE GOING PLACES. 


L 


INTER:CONTINENTAL 
HOTELS 


lts where you go when you ve arrived. 
| x | 


FOR THE UNCOMPROMISING BUSINESS TRAVELLER WHO SEEKS A DISTINCTIVE HOTEL EXPERIENCE 








| * Strong gains in 1988 


a Commerzbank turned in another 
-x = rewarding performance in 1988. Group 
business volume rose by nearly 12% 
to DM 195 billion, with operating re- 
sults for both the Parent Bank and the 
Group recording sound increases. 
Lending operations were the pri- 
. mary factor behind this expansion, 
m sting a healthy growth of 10.7% at 
sroup level. Loans to customers were 








Looking to the future, Commerz- 
2 bank took advantage of its strong 
< earnings performance to reinforce its 
financial base once more. Group re- 
serves were strengthened by a record 
. total of DM 235 million, and consider- 





= T Commerzbank Group Highlights 
| DM billion 1988 1987 
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able funds were again used to provide 
for country risks. The Bank will pay 
an unchanged dividend of DM 9 per 
DM 50 nominal share to its more than 
160,000 shareholders. 

The Groups equity capital was 
further increased to DM 5.6 billion, a rise 
of over 10%. Underlining its commit- 
ment to quality in human and technical 
resources as a cornerstone for success 
in the highly competitive banking en- 
vironment of the coming years, Com- 
merzbank continued to make substan- 
tial investments in staff and banking 
technology. 

In the domestic financial markets, 
the Bank pursued its strategy of diver- 
sification by acquiring a 40% share 
in Leonberger Bausparkasse, one of 
West Germany's leading home loan 
associations. 

The year also saw Commerzbank 
expand worldwide, in both commer- 


- cial and investment banking. Its Zurich 


subsidiary, Commerzbank (Switzer- 
land) Ltd, opened a branch in Geneva, 
and Commerzbank Capital Markets 
Corporation began operations in New 
York. Holdings were raised significantly 
in Unibanco - Banco de Investimento 


d base for the '90s 


* Reserves strengthened by record amount 









do Brasil S.A, Latin America’s third. 
largest private-sector bank, and i 
Korea International Merchant B 
specialized financial institution bas 
in Seoul with a strong growth 
earnings record. : 

In early 1989, a represen i 
was set up in Milan, and o! 
planned for Bombay and Se 
about 70 foreign branches; su 
representative offices and. holdin 
Bank is now present in some 30 coi 
tries all over the world. Both at hor 
and abroad, its further intensified 
ities have enabled Commerzbat 
strengthen its position as a prom 
player in global banking and 
















































For further information, please cc 
Commerzbank AC, PR Dept. 
PO. Box 1005 05, D-6000 Frankf: 
Phone: (69) 1362-27 26, Telex: 415 253. is 
Telefax: (69) 1362-2008 p 
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SINCE 1735 THERE HAS NEVER BEEN 
A QUARTZ BLANCPAIN WATCH. AND THERE NEVER WILL BE. 
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BLANCPAIN 


Selfwinding with second hand Each watch is assembled, polished and 
and date finished by hand by the indivjdual watch- 


maker. 

Only about a dozen watches, each indi- 
There is still no Blancpain "collection" as vidually signed and numbered, daily 
such. The same case houses each of the leave the workshops of Blancpain — the 
six “Masterpieces” of the art of watch- oldest watch name not only in Switzer- 
making developed by Blancpain. land, but also in the world. 


Available in London: 
Carringtons, Mappin & Webb, David Morris, Garrard, London Hilton Jewellers, Watches of Switzerland, The Watch Gallery, Tyme and: 


BARCELONA Soler Cabot BOSTON Dorfmann BRUXELLES Frohmann Freres DUSSELDORF Blome. Wempe FRANKFURT Fnednch, Wempe GENEVA Benoit de Gorski, Chimemo, Facet, Golay Fils B Stahl, Zbinden 
GENEVA-AIRPORT Comptoir de l'horlogene GRAND CAYMAN Dennis Smith HAMBURG Becker, Wempe LONDON Carnngtons, Mappin & Webb, David Marrs, Garrard, London Hilton Jewellers, Watches of Switzerland, 
The Watch Gallery LOS ANGELES Princess Ermine MADRID Suarez MÜNCHEN Hemmerle, Huber, Wempe NEW YORK Cellini, Toutneau, Wempe PARIS Artan, Buccellan, De Paillene, Wempe, Col ROMA Aasumi, 
Capuano, Hausmann ST MAARTEN La Romana ST. THOMAS Riviera TORONTO European Jewellery WIEN Canus & Binder, Hübner ZURICH Barth, Fitz, Gut, Messter ZURICH -AIRPORT Tuner BERMUDES 
Coesen MONTE-CARLO Buccellati. Van Hubrecht Informabon from. Blancpai SA ~ CH-1348 Le Brassus - Swetzerlend ~ Tx 459 420 Tel. 01041-21 845 40 92 








speeions of the mind 


PARTING THE WATERS: AMERICA IN THE KING YEARS, 1954-1963. By Taylor Branch. Simon & 
Schuster; 1,062 pages; $24.95. Macmillan; £18.95 
A TURN IN THE SOUTH. By V.S. Naipaul. Knopf; 307 pages; $18.95. Viking; £14.95 


OR a century after the Civil War, the ag- 
ony of black Americans haunted the na- 
tion's conscience. America, with its non- 
ological society and gradualist politics, 
ild not address their troubles. The na- 
tional reckoning had to come from some- 
where, and someone, beyond politics. In the 
late 1950s a strange providence rendered up 
Martin Luther King, a bookish theologian. 
This unlikeliest and most conservative of 
revolutionaries, and the civil-rights move- 
ment he led, forced America to an exhilarat- 
ing and painful awakening. 

No single volume could hope to do jus- 
tice to this period in American history; but 
"Parting the Waters", Taylor Branch's tour- 
de-force, comes close. His book is rich with a 
fascinating array of actors: the movement's 
idealistic leaders, driven to mad and saintly 
heroics; the women who quietly orches- 
trated the daily life of the movement (to 
whom Mr Branch gives their long-neglected 
due), the established leaders of black Amer- 
ica, hyperbolic preachers and buttoned- 
down lawyers, many of whom mistrusted 
and opposed King; southern politicians, ap- 
palled and befuddled by the havoc of racial 
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violence, even as they tried to reap its politi- 
cal rewards; the well-meaning whites of Rob- 
ert Kennedy's Justice Department, bound 
by mundane politics. But always at the cen- 
tre is King, thrust by his successful leader- 
ship of a bus boycott in Montgomery, Ala- 
bama, into world-wide celebrity at the age of 
27, in circumstances so bizarre that it could 
only be God's will, sorting out his dual sense 
of personal guilt and historic mission as he 
shuttles between jail and the White House. 
Excluded from politics, blacks took to 
drama, enacted in a mysterious setting. The 
American South, as V.S. Naipaul learnt on 
the journey he elegantly chronicles in “A 
Turn In The South” (the last, he says, of his 
distinguished travelogues), is a most un- 
American place, representing "a more des- 
perate kind of New World history, and a 
poorer land reflecting this history." Bound 
together by rhythms of climate and society, 
black and white lived in a hellish region of 
the mind, where race went to the heart of 
men's definitions of themselves. Only a fan- 
tastic shift of values would break its grip. 
On to this stage stepped King, whose 
struggles with his autocratic father (himself 


a well-known clergyman) had taught him 


how to subvert authority by assimilating its 


trappings. Steeped in black folk culture but 
at ease with whites, Convinced by Reinhold 
Niebuhr's teachings on the divine character 
of social justice (Gandhi was, for him, a 
helpful gloss on Niebuhr), he channelled his 
antinomian passions into non-violence. 
And when John Kennedy, campaigning in 
1960, captured the black vote with a single 
telephone call to King's wife, Coretta, while 
her husband was in jail, he and King were 
reluctantly locked in step. "The proconsul 
defended the empire of freedom while the 
prophet proclaimed its soul . . . Where their 
interpretations of freedom overlapped, they 
inspired the clear hope of the decade. 
Where incompatible, they produced conflict 
as gaping as the Vietnam war.” 

Mr Branch gives a dramatic account of 
J. Edgar Hoover's ghoulish stalking of King 
and his "subversive" associates. Kennedy 
tolerated it, fearing that a scorned Hoover 
might inform the press of his own sexual es- 
capades with a Mafia mistress. The signifi- 
cance of this sordid episode, however, lies in 
Hoover's effortless equation of the gospel- 
singing civil rights marchers with the godless 
communists to the east. Marginality had, in- 
deed, driven some members of both groups 
into each other 5 arms; and Hoover sensed 
that, left to their own devices, both move- 
ments could profoundly transform Ameri- 
can society. What he could not see was that 
King's revolution itself arose from the re 
cesses of America's biblical-cum-democratic 
ethos and, once begun, could be stopped 
only at the price of national moral suicide. 

By building on their indigenous institu- 
tions and on the black middle-class tradi- 
tions of self-help and spirituality, blacks 
founded perhaps the most impressive feas 
ture of the movement: an alternative society 
centred on fellowship and non-violent strug- 
gle. (This achievement has been so far for- 
gotten that Alan Parker's recent film, "Mis- 


sissippi Burning", could depict southern - 
blacks as craven sheep.) Their courage and ” 


camaraderie are all the more astonishing in 
light of the sheer brutality with which poor 
southern whites defended segregation. None 
violence was effective in the American 
South not because Americans are tender- 
hearted, but because the strategy itself, of 
confrontation designed to provoke contri- 
tion, arises from the inherent contradictions 
of an unjust democracy. 

Today the civil-rights movement has 
shifted its focus to politics and economics, 
where progress is much harder. As Mr 
Naipaul learnt in the South, deeper continu- 
ities remain. In the contemporary voices he 
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L records—always of individuals, never of 
— groups—the reader hears echoes of much 
older structures of belief, land and family, 
speaking across time. To Mr Naipaul, him- 
— self a Trinidadian of Indian extraction, a 
— truly colour-blind culture, torn from the 
moorings of history, would be as inhuman 
— asit is impossible. Still, under his weary 
—— gaze, all experience, high and low, is a pass- 
_ing-away. As Coretta King said of her hus- 
— band’s "I Have a Dream” speech: “At that 
—— moment it seemed as if the Kingdom of God 
— had appeared. But it only lasted for a 
—. moment." 
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. Economics 
. The markets 
- and Mr Hirsch 


"THE Market ON TRIAL. Edited by Christo- 
—— pher Johnson. Pinter Publishers; 169 pages; 
> £22.50 














> FQOR many years Lloyds Bank produced a 
A fine quarterly economic review and sent 
— it free to anybody who asked for it. This was 
— a marvellous favour to economists, amateur 
—— and professional alike, because the review's 
— intent was to combine top-class authors and 
plain English. (Many other journals say this 
is their policy, but exhaustingly few actually 
— follow it.) Alas, in 1987 market forces had 
their way, and the quarterly shut up shop. In 
its stead has appeared an annual volume of 
essays drawn mainly, but not entirely, from 
— the quarterly's back issues. “The Market on 
—— Trial" is the second of these. Like last year's 
— “Privatisation and Ownership", it is a splen- 
— did collection. So good that one cannot but 
hope that the bank will make it the last— 
and go back instead to issuing (at a market 
—— price?) the sorely missed review. 

The Fred Hirsch Memorial Lectures, 
- which were given by distinguished econo- 
"mists including Messrs Paul Volcker, Frank 
Hahn, Amartya Sen, James Tobin and Har- 
— old Lever between 1978 and 1987, form the 
— bulk of the new volume. (All but one of 
~ these articles are reprinted from the quar- 
terly.) The collection also includes the cele- 
brated speech by Britain's chancellor of the 
exchequer, Mr Nigel Lawson, to the Insti- 
tute of Economic Affairs in 1988; an essay 
L— on economic freedom and libertarianism by 
Sir Alan Peacock; and an appreciation of 
__ Fred Hirsch by Mr Peter Oppenheimer. 

J Fred Hirsch was The Economist's fi- 
— nance editor in the early 1960s; later he 
—— worked at the IMF and as an academic. He 
— died, aged 46, in 1978. Hirsch was a truly 
original economic thinker. His most famous 
work, "The Social Limits to Growth", ex- 
—  amined the market imperfections that arise 
- from the distinction between conventional 
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. BOOKS AND ARTS 


material goods and what Hirsch called “po- 
sitional” goods—goods whose production 
and distribution are determined by relative, 
as opposed to absolute, levels of income. 
Status is a positional good; a holiday villa on 
an unspoilt beach is another. Goods like 
this cause market failures because they in- 
volve "externalities "—divergences between 
social costs and benefits on one hand and 
private costs and benefits on the other. 

The role of the market is the theme of 
the lectures, and of the volume as a whole. 
Predictably, the offering from Mr Lawson, a 
journalist turned politician, is an unquali- 
fied hymn of praise to market forces. Politi- 
cally important it may be—and clever, too, 
by the standards of British chancellors—but 
it looks unreflective and somewhat under- 
powered in this company. 

Interestingly, of the rest, the article that 
shines brightest is one of the most sceptical 
about the virtues of the market: Mr Hahn's 
"Reflections on the invisible hand". This is 
a terse introduction to general-equilibrium 
theory, the ferociously difficult bedrock of 
modern economics. Anybody with even a 
passing interest in economics should read it. 
Mr Hahn is a technical virtuoso in the field; 
despite that, he spurns technicality and 
guides the reader painlessly, even pleasur- 
ably, to an understanding of why general- 
equilibrium theory matters, and of what it 
can and cannot say. “In Britain” he con- 
cluded (in 1981) "it is likely that the vastly 
exaggerated claims for the invisible hand 
will lead to a reaction in which the hand, to 
our great loss, will be amputated forever.” 





Britain’s police 


A riot a minute 


TALKING Bues. By Roger Graef. Collins; 
512 pages; £15 


(CN. TO ONE tells the truth about race,” 
says a white home-beat officer, 
raised in Kenya, now policing a multiracial 
area in London. Nor, it seems, does anyone 
tell the truth about the police. Senior police 
officers and Police Federation represen- 
tatives can be relied on for bland and defen- 
sive statements after controversial events; 
the Conservative party gives instinctive, of- 
ten uncritical and sometimes expedient sup- 
port. The “anti” brigade sees the police as 
the class enemy or as out-and-out racists; the 
media are interested mostly in sensation. In 
this book, ordinary police officers speak di- 
rectly. In the multitude of voices, often con- 
flicting, a good deal of truth can be found. 
To compile "Talking Blues", Roger 
Graef interviewed 500 officers of all ranks in 
12 forces over three vears. The police (a sur- 
prise, perhaps, to some) turn out to be natu- 
ral raconteurs. Their stories are racy, funny 








But it's boring, mostly 


and disturbing; they are also full of pathos, 
horror and bravery. What is it like to stand 
behind a riot shield with paving stones and 
petrol bombs being hurled at you? Or to see 
your colleague killed in front of you? How 
are officers from ethnic minorities treated 
by the police, the public, their own ethnic 
groups? What do officers think about ma: 
sonic influence within the police, or about 
corruption? The answers to these questions, 
in vivid detail, are to be found here. 

Changing police views on public order 
are particularly important. After the 
Brixton and Toxteth riots in the early 
1980s, the police upgraded their equipment 
and their public-order training. Then came 
the miners’ strike of 1984. Although it was a 
victory for the police, some found that the 
strike changed them "from being friendly lo- 
cal bobbies into hard, suspicious, aggressive 
men." Police officers hated being seen 
"Maggie's boys", even though: most wc.. 
Conservative. Many felt sympathy for the 
miners, particularly those who came from 
mining families themselves. One officer wor- 
ried: "We've got enough enemies out there 
now—political enemies, coloureds, young- 
sters. We don't need the working men as 
well." 

Mr Graef is less successful when he tries 
to float theories or offer prescriptions about , 
policing. He calls his book an "emotional 
mosaic", but the reader wants to see more 
pattern to it. His analogy between the min- 
ers’ strike and the Vietnam war ("As in 
Vietnam, the anonymity of one side to the 
other was an encouragement of violence") is 
over-stretched. And although he says that 
he supports "modern management tech- 
niques’’ and mentions two police chiefs who 
use them (Mr Geoffrey Dear of the West 
Midlands and Sir Peter Imbert of the Met), 
he gives precious little detail of what they 
entail. 
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There is also another side to policing, 
one that the media are less interested in and 
that police officers are less willing to talk 
about. Mr Graef calls it “the stupefying 
limbo that is standard policing", and quotes 
one constable: 

Everybody has this image of the police 
force... They watch television and ‘that’s 
what it’s like’. But 95% of our job is nothing 
like that, 95% of our job can be boring. 
Mr Graef devotes only a tiny part of his large 
book to this 95%. “Community policing", 
now the vogue in Britain, depends on get- 
ting the public interested in the everyday 
work of the police. Yet the chapter on com- 
munity policing strays again into discussion 
of the Brixton, Toxteth and Broadwater 
Farm riots, already covered in a chapter on 
public order. It is apt that the policeman pic- 
tured on the book's cover is wearing not a 
traditional bobby's hat, but a riot helmet. 





Fame as a brand 


Star-sell 


Curr Heroes. By Deyan Sudjic. Andre 
Deutsch; 160 pages; £7.95 


RANDS sell. Although ordinary colas 

may taste as good, soft-drinkers thirst 
after Coke or Pepsi. Although those run- 
ning shoes may look the part, they walk off 
the shelf at half the pace of a pair of Nike 
trainers. But creating new brands, or giving 
old ones new pizzazz, is tough. Celebrities 
make it easier. Advertisements featuring Mi- 
chael Jackson, David Bowie and Tina 
Turner have all helped Pepsi fight its side of 
the cola wars; Coca-Cola has struck back 
with George Michael and with a tennis star, 
Boris Becker. Another tennis star, Stefan 
™ " erg, endorses Adidas footwear. 

In "Cult Heroes", Mr Deyan Sudjic, a 
chronicler of all things stylish, looks at fame 
and its selling power. In the late twentieth 
century, he reckons, celebrity has become as 
much a primary product as steel and coal. 
And like steel and coal, it has to be right for 
the job. The name of a British footballer is 
worthless on the international product-en- 
dorsement circuit: football is too down-mar- 
ket. Cricketers, even the glamorous Imran 
Khan, are out, too: consumers in the two 
biggest marketplaces, America and Japan, 
find the game mystifying. Skiing has inter- 
national appeal and truckloads of glamour, 
but its stars, hidden under lurid protective 
gear, are unrecognisable. Only two sports 
make the international grade: tennis and 
golf. Unsurprisingly, celebrities from both 
make a mint selling things. 

Real celebrities, however, do not just 
promote goods: they turn their names into 
brands. The signature of Pierre Cardin, a 
fashion designer, now adorns everything 
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from up-market perfumes to classy 
cigarettes. Mr Cardin sells his name 
to more than 800 licensees around 
the world (even Russia’s Ministry of 
Light Industry is a licensee); they, in 
turn, sell goods worth well over $1 bil- 
lion a year. 

Fame is also a transferable com- 
modity. Paloma Picasso is famous for 
little more than being Pablo Picasso's 
daughter, but she has put that to 
good effect selling Paloma Picasso 
spectacles and perfumes. And how 
many buyers of Porsche Design 
watches realise that Mr Ferdinand 
Porsche's company has nothing to do 
with the company that makes 
Porsche cars (although Mr Porsche is 
a grandson of its founder)—or that 
Porsche Design makes none of its 
branded products itself? 

Celebrities are unpredictable; 
they can even be dangerous. Pepsi's 
attempt to use Madonna in American 
commercials flopped when the pop 
star released a music video which 
some considered blasphemous. But 
the biggest danger, Mr Sudjic sug- 
gests, may be over-exposure. For ev- 
ery Giorgio Armani, a fashion de- 
signer who has turned his name into a 
world-wide brand of upmarket clothes and 
accessories, there are a hundred like André 
Courréges. In the 1960s Mr Courréges was 
perhaps the most celebrated name in the 
world of fashion. Unwisely, he tagged his 
name all over the place, a tactic that eventu- 


For the discerning by the discerning 


ally blurred its appeal. The Courréges name 
is now owned by Itokin, his Japanese distrib- 
utors, and appears on everything from tele- 
phones to cameras. Japan, notes Mr Sudjic, 
is the knacker's vard of the famous. There, 
at least, cachet sells even when it is past its 
European shelf-life. 





The art of AIDS 
Not pretty, dying 


VER the past four or five years, AIDS 

has become a heavy presence in Amer- 
ican cultural life. But how can it be dealt 
with? Hollywood and the television net- 
works can dramatise Helen Keller's blind- 
ness or the ravages of cancer, but what of 
AIDS, linked as it is to homosexuality and 
drug abuse? Scriptwriters are torn between 
the raw topicality of the disease and its in- 
flammatory associations; and this may ex- 
plain why television's few attempts to ad- 
dress the issue have been so unsuccessful. If 
AIDS victims are sordid (as in NBC's "Mid- 
night Caller", where a bisexual AIDS victim 
had to be arrested before he could realise his 
plan to infect every woman possible), gen- 
eral viewers are revolted and homosexuals 
are outraged. lf the victims are uncontrover- 
sial (as in ABC's "The Ryan Wright Story”, 
in which a haemophiliac child contracted 
AIDS in the course of a blood transfusion), 
the producer knows in his heart that he has 
not boldly confronted the issue. 


Beyond television, AIDS is being ad- 
dressed in a more level-headed fashion, no 
doubt because so many of those writing or 
painting about it do so from firsthand ex- 
perience, or something close to it. As with 
much of the art of AIDS, perhaps the best. 
attempt at visualising the devastation has 
come from San Francisco, the First City of 
the epidemic. Two years ago a photogra- 
pher, Jim Wigler, began a project called 
"Faces of ais”: stark head shots of dying 
men and women, which have been seen 
across the country and will come to Europe 
this year. One of the faces was of Sylvester, a 
black disco queen. Sylvester, who died last 
December, told Mr Wigler as he posed for 
him: "I'm dying and it's not pretty." 

Bitterness of this kind has been charac- 
teristic of the art and writing of Alps. Randy 
Shilts's “And the Band Played On", written 
in 1987, alerted the nation to the scientific, 
bureaucratic and politically motivated de- 
lays attending the treatment of AIDs, and 
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ed up a good deal of anger. Signs ~ 
ound, however, that the angry phase is 
ing way to two more constructive avenues 
expression: the wish to educate, and the 
sh to comfort. Susan Sontag’s “AIDS and 
ts Metaphors"* addresses the language 
ised to discuss aips. A word such as 
_ “plague”, she argues, with its associations of 
the Black Death, vermin and. biblical retri- 
bution, conveys a false picture of the dis- 
- ease. AIDS, Miss Sontag implies, should be 
forcing the West into new ideas, not old 
_ phobias. It may be a turning point in think- 
- ing about sex and natural catastrophes. 
On every side, the urge to force the pub- 
lic to think is becoming stronger. In San 
Francisco, plays about AIDS have been writ- 
' ten especially for schoolchildren, teenagers 
and blacks; and the American Conservatory 
Theatre, which makes a point of educating 
s actors to cope with AIDS, is looking for a 
idactic play for a general audience. But ac- 
ding to one San Francisco playwright, 
hilip Real, people cannot keep their rage 
urning indefinitely, as Larry Kramer did in 
play "The Lonely Heart". He himself has 
ided to write a romantic musical comedy 
h AIDS in it; and Theatre Rhinoceros, 
haps the most dynamic homosexual rep- 
ory company and, at first, one of the an- 
est, is now beginning to treat the disease 
mically and satirically. 

Writers of fiction, in general, have an 
biguous attitude to AIDS. lt inspires 
m, but not in a way they like. David 
nberg's "Eighty-Sixed" t, perhaps the 
est AIDS novel so far, is the memoir of one 











irrar, Straus & Giroux; 95 pages; $14.95. Allen Lane; 
95. 4 Viking; 326 pages; $18.95 


JE AIDS is to have an iconography, at 
_ À least in Britain, it will probably come 
-from Gilbert and George. For some years 
i: now these two bland-looking middle-aged 
~~ artists, invariably dressed in suits, have 
- turned their daily lives into “art”. This 
"art" is often a lurid celebration of the 
more obscene side of the homosexual life 
Gilbert and George enjoy in Spitalfields; 
but in their latest works, on show at the 
Anthony d'Offay gallery in London uncil 
May 20th, the horror of Alps has crept in 
too. It gives the work an edge, to put it 
mildly. 

Most of the pieces, which take the 
— form of huge hand-coloured photographs 
mounted together in blocks, deal with the 
spilling and mixing of blood. Blood on 
tiles; blood from the pores; drops of 
blood, like dew, oozing from leaves; 
- blood-red flowers erupting from trees. Af- 
ter a sexual encounter, both the parties 
~ and their phallic surrounds of flowers are 
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man's journey from a promiscuous homo- 
sexual life at the beginning of the 1980s to 
terror and grief at the end. In addressing 
AIDS, writers admit they have been brought 
up against questions they had never ex- 
pected to confront in their 20s. Michael 
Rubin, a novelist, adds a guilty postscript: "1 
would hate to say it's the subject I’ve been 
looking for." 

Perhaps out of guilt, but mostly because 
the numbers of those with the disease are 
inexorably growing, artists are increasingly 
trying to use their work as therapy. The San 
Francisco Gay Men's Chorus, which has 
lost 39 members to AIDS since 1978, makes a 
point of using music to help. "I'm very care- 
ful about the music", their conductor said 
last year. “I don’t do anything that's sad or 
disquieting.’ The same purpose is served by 


Gilbert and George and gore 





hosed down with a mist of blood. Nature 
may look pretty, but it is a killer. In “Fru- 
ition”, the heads of wanton young men 
hang on a tree like so many forbidden 
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the now-famous AIDS Memorial Quilt, a gi- 
gantic tapestry of hand-sewn patches, 
memorialising the dead and consoling the 
living. The quilt, continually growing as 
more names are added to it, is a metaphor, 
one quilter says, for putting pieces of lives 
back together again. Its therapeutic power is 
said to be much like that of the Vietnam 
War Memorial in Washington: a collection 
of names and mementoes that can be seen 
and touched by the survivors. 

In other ways, too, San Francisco artists 
have begun to ritualise the disaster. A Can- 
dlelight Parade is held every year, and a Day 
of Remembrance is observed on the feast of 
All Hallows. Such ritual may be the last re- 
maining form of activism: the faith that a 
problem can be alleviated if consciousness is 
raised far enough. Even artists no longer be- 
lieve that. One recent book of essays on AIDS 
quotes an art historian’s observation that 
art cannot save lives; only science can. Al 
doing much to make Aips bearable, but 


default of the doctors. 





Novelists and the recent past- 


History by feel 


ISCHIEVOUSLY, Francis Bacon 
| wrote of truth that "it will not rise to 
the price of a diamond or carbuncle, that 
sheweth best in varied lights. A mixture of a 
lie doth ever add pleasure." When novelists 
write of the recent past, as most do, their 
accounts are usually taken more as pleasure 
than as precise pictures of the period. On 


plums; Gilbert and George themselves 
slink underneath, dutifully doing their 
best to ignore them. In “Heavy”, three 
clean-cut rent-boys pose in a park; but th 
world is turned upside down, and the darl. 
landscape of the park presses down un- 
bearably on the sky. As the central figures 
of these photographs, Gilbert and George 
are so impeccably suburban that a slight 
misalignment of a tie looks daring. But the 
imagery is frequently terrifying. 

All proceeds are being donated to 
Crusaid, a British Atos charity. This ges- 
ture will not help Gilbert and George with 
the large number of critics and the public 
who find them talentless or vulgar or 
worse; but the works were sold out to afi- 
cionados even before the doors opened. 
In their preface to the catalogue, the art- 
ists explain that “in making these Pictures 
the forms and meanings in them brought 
us to a new understanding of the impor- 
tance of the freedoms of life." However it 
may be with the other freedoms, there is 
certainly one on display that has sprung 
round to lacerate its friends. 
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IMEDE 1989 


... building on your executive 
experience... 


Rigorous, practice oriented management 
programs. Interaction — a key element of the 
IMEDE process. Faculty with a real-world 
focus and world class reputation. 

Business leadership on a global scale. 


IMEDE 1989 GENERAL 
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programs, please contact Marie-Dominique Calcio, 
IMEDE, Tel. : Int'l ..4121/26 7112 


BUILDING FOR 
THE FUTURE ^. 


WITH A WORLD- 
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-. theother hand, the subtlety of the novelist's 
_ approach, as opposed to the cold fact-seek- 
ing of the historian, may actually get closer 
to the truth. Historians themselves often 
_ study the fiction of a period to get the "feel" 
- of it; and in a crop of recent British and 
— American novels an extra dimension 
emerges, the past as seen through the dis- 
i. torting glass of the late 1980s. 
Anthony Burgess, a novelist with an ex- 
. ceptionally inventive imagination, strides in 
Any OLD IRon* through the Russian Revo- 
lution, two world wars, the sinking of the 
— Titanic, the emergence of Israel and—as if 
to echo those momentous currents in a 
slightly comic eddy— Welsh nationalism. 
"My readers will approve now of my activat- 
ing the fast-forward button", he says at one 
_ point, growing tired of the second world 
war; “You know all about that remote war, 
Paving seen it enacted by pacifist actors on 
- television. I have to come quickly to the 
Sons of Arthur." For into this modern 
- World of increasing complexity, Mr Burgess 
ds about to throw a historical-mythical span- 
ner: King Arthur's magic sword, Excalibur. 
Excalibur, having migrated through 
- time and space, is sent back to Wales from a 
Soviet museum, where it has lain 
unrecognised. Can it still right wrongs and 
restore justice, as it did in the dim past? It 
. seems not; the world has grown too sophisti- 
. «ated to be saved by innocent devices and, 
„in any case, it may not be in need of saving. 
Rusty and broken, Excalibur is no more 
. than any old piece of iron. Mr Burgess im- 
i plies that any symbol of nationalism, reli- 
gion or social dogma could be as worthless 
now; the proof will lie in the testing. 

In contrast to Mr Burgess’s grand 
schemes and themes, Alan Sillitoe's re- 
construction of the postwar years, THE 
Oren Door**, is paradoxically enclosed 
and private. The hero, an aspiring writer re- 
tired from the air force in Burma with tuber- 
 culosis (as Mr Sillitoe was), tries to come to 
- terms with civilian life and a disintegrating 
marriage. Mr Sillitoe captures, better than 

any documentary, the resilient dourness of 
working-class Nottingham in the early 1950s 
(“the same grub and rubbish hops [on] 
Alfreton Road, scruffy streets falling away 
- oneither side. Asa kid he'd lose any pursuer 
in the yards and double-entries"), or the 
. routine squalour of an army on the move in 
hostile territory. Even in this work, which 
— lacks the vigour of some of his earlier novels, 
. he catches precisely the spirit of the period. 
} In INTERZONET, William Burroughs too 
looks back to the 1950s, in his case to the 
heyday of the Beat movement. With Allen 
— Ginsburg and Jack Kerouac, Mr Burroughs, 
À arguably the most gifted of the three, was a 


. *Hutchinson; 339 pages; £12.95. Random House; 
| $19. 95. **Grafton; 358 pages; £11.95. +Viking; 194 
pages; $17.95. iBloomsbury; 421 pages; £12.95. 
Doubleday; $18.95. 


106 


[OC Am Ew 


| A r 
3 lá 4$. aene ha S »,. 





cult figure of Beat, which exercised an eccen- 
tric but powerful influence on the culture of 
the period. Beat was harsh, negative and un- 
compromising; and no writer exemplified 
those aspects more sharply than Mr Bur- 
roughs, a Harvard graduate who became a 
drifter and a heroin addict. “Interzone” was 
the working title of Mr Burroughs’s famous 
novel "The Naked Lunch", and contains 
the left-over material of that book. lt is frag- 
mented and in places journalistic, a device 
which places Mr Burroughs's autistic co-ex- 
istence with the larger world in sharp relief. 
The book is thus a better illuminator of 
what Beat was about than its more polished 
end-product. 

The past of Margaret Atwood's CAT'S 
EYET is also a careful reconstruction from 
fragments. Her heroine, a middle-aged 
painter, returns to Toronto for a retrospec- 
tive exhibition of her work. Alone in a for- 
mer husband's flat, she remembers her early 
life in the city before she left for Vancouver. 
A young journalist asks her how different 
her generation is from the present one. “We 
have long attention spans", she replies bit- 
terly. “We eat everything on our plates. We 
save string. We make do." That answer 
sums up Miss Atwood's continuous weigh- 
ing of the past against the present in this 
long, self-indulgent but beautiful novel. The 
past is not seen quite true; but the distor- 
tions, too, can be taken as part of the his- 
torical record. 





Iran-contra 


oatire or soap 
opera? 


REATING fresh entertainment out of 

the lran-contra affair is tricky. The 
true-life story was so rum, even grotesque, 
that a writer is hard put to improve on it. 
This does not stop people 
from trying. Mr Mike Robe, 
who wrote and directed a 
wooden four-hour televi- 
sion mini-series called 
“Guts & Glory: The Rise 
and Fall of Oliver North” 
aired by CBS this week, says 
that his serious purpose was 
to warn hero-loving Ameri- 
cans that they should be 
rather more careful whom 
they embrace. Yet his film, 
as he himself acknowledges, 
will change few minds. The 
ratings it drew were some- 
what lower than "Bionic 
Showdown: The Six Mil- 
lion Dollar Man and the Bi- 
onic Woman”, aired at the 
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same time by NBC. 

Based on an instant-book life of Mr 
North by Mr Ben Bradlee Jr, the movie sput- 
ters along without shedding much light on 
the murky affair or its peculiar cast. The un- 
comfortable ambiguity of docudrama is 
deepened by Mr Robe's invention of a fic- 
tional character: a good guy, no less, in the 
National Security Council, who dresses Mr 
North down from time to time. Mr David 
Keith, the actor who plays the lead, admires 
Mr North and does his best for him. But he 
cannot do much with lines that confine him, 
most of the time, to patriotic cliché. 

Mr North comes across as such a te- 
dious fellow (though undoubtedly brave) 
that it is possible, almost, to feel sorry for 
the real man. He is shown to be a braggart, a 
compulsive liar, nasty to a boring wife, 
smarmy to superiors. Lucky that the jury, 
who at this very time were deciding the real 
Oliver North's fate, were sitting in seq 
tered hotel rooms in which the televisi 
were disconnected, making do with videos. 

A couple of months ago, when Mr 
North's trial was beginning, theatre-goers in 
Cambridge, Massachusetts, were treated to 
a much more inspired rendering of the Iran- 
contra story written by Mr Larry Gelbart, 
the creator of the M*A*S*H television se- 
ries and co-author of the film “Tootsie”. 
This new play, a satirical comedy called 
"Mastergate"', takes place in a congressional 
hearing room where congressmen are inves- 
tigating the takeover of a Hollywood movie 
studio by the CIA as a laundry for millions of 
dollars for freedom-fighting guerrillas in 
Central America. 

Satire is the tried and effective weapon 
against folly in public life. But events these 
days are so odd, Mr Gelbart told the Chris- 
tian Science Monitor, that satirists are an 
endangered species. He was not, this time, 
trying to open people's eyes—they should, 
he believes, have already been opened- 
to open their ears to the abuse of langu....-, 
the gobbledygook that passes for speech in 
official circles. Fierce and funny, he mocks 
the way people lose moral 
direction, all sense of the 
“so-called truth", in the ob- 
fuscation of their words. 

The play, which the 
New York Times found 
wonderfully funny, will be 
opening in New York in the 
autumn. A detour to Wash- 
ington, home of all these 
goings-on, seemed appro- 
priate. Not at all, demurred 
the establishment's own 
Kennedy Theatre, it would 
be most inappropriate. An- 
other theatre, the Arena, 
may decide to give Wash- 
ingtonians the chance to 
hear themselves talk. 
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Department of Management Sciences. With sixty academic staff, over 800 
students and an outstanding research reputation, it is one of the major 
; University management schools in the United Kingdom. 


. to complement the Chair currently held by Professor Malcolm Cunningham. 

Applications . are now sought for this permanent professorial post from 

candidati with. an established reputation. The person appointed should 

idemic leadership in research and subject area development. 

is. widely defined and the post will be of interest to candidates 

alisms relevant to Industrial or International Marketing, Marketing 
Services or. Consumer Goods and Retail Marketing. 

















. “Opportunities exist to participate in research within the two externally 


` Technical Change and also to develop collaborative links with industry. 


i ‘Salary in the Professorial range, minimum £23,380 per annum. Informal 
> enquiries to Professor David Cooper, Chairman of ii School, (061-236 3311 
. -@%, 2198) or to Professor Malcolm Cunningham, (ex. 2348). 







pe Requests for application forms, quoting Reference: MSM/R/37, should be 
| sent to: The Appointments Officer, Registrar's Department, UMIST, 
- "P O Box 88, Manchester MBO 10D. Application forms and curriculum vitae 
should be returned by 31 May 1989. 


An equal opportunity employer. 









| RESEARCH OFFICER 
SOCIO-ECONOMICS 


E lications are invited for a three year appointment in 
“tne School of Development Studies and Overseas 
i _ Development Group. Up to two years will be spent 
.. mainly in eastern India working in the monitoring and 
. evaluation sector of an ODA supported project on 
-rainfed agriculture. Applicants should ideally be quali- 
fied in both g Aaka economics and social anthro- 
pology/rural sociology, or if in only one of these 
-disciplines have an understanding of the other. They 
should have relevant research experience, preferably 
.in Asia; and they should be computer literate. The 
. appointment, to be made within the Research and 
<: Analogous range £13,870-£21,575 per annum, will be 
"from 1 August 1989 or as soon as possible thereafter. 


Applications (three copies), which should include full 
lum viate with exact date of birth, together with 
e names and addresses of three persons to whom 
rence may be made, should be lodged before 27 
May. 1989 with the Dean, School of Development 
idies, University of East Anglia, Norwich NR4 7T4J, 
om whom further particulars may be obtained. 


UEA 


NORWICH 




















is an equal opportunites empoyer: 





Hepworth Chair in Marketing | 





: The School was established in 1988 through the re-designation of the former | 





a The industrial group, Hepworth plc, has endowed s new Chair in Marketing 


funded research centres in Financial Services and the Management of | 


UEN 





LONDON CHAMBER OF COMMERCE 


ASSISTANT ECONOMIST 


We are looking for an economics graduate with experience of personal 
computers, knowledge of applied economics and econometrics, and good — 
written and oral communications skills to work in our Economic Research 
Unit. Applicants, aged 22-25, ideally should have had a year’s work 
experience in an economics environment. 


Responsibilities will include running the quarterly Business Trends Survey, 
collecting and analysing data for a programme of research into London's 
economy and its prospects, and contributing to and promoting the reports 
of the Economic Research Unit. 


| Applicants should send full curriculum vitae to: Deborah Jarvis, London © | 


Chamber of Commerce, 69 Cannon Street, London EC4N SAB. — 
Previous applicants need not apply. 













MACKAY 
CONSULTANTS 


Scotland's leading firm of economic and management: 
consultants has the following vacancies: 


OIL/GAS 
ECONOMISTS (2) - 





ECONOMIST 









We are seeking outstanding, bardsthiieg individuals capa 
ble of providing high quality consultancy advice to a wide 
range of clients in the United Kingdom and overseas. In. 
addition to the above posts we would be interested to hear- 
from experienced individuals seeking part-time or occa- | 


 sional consultancy work in the above sectors. 


It is expected that two of the appointments will beata junior | 


level (salary up to £15,000) and two at the senior consultant 


level (salary up to £30,000), depending on age and | 


experience. The firm also has a profit-sharing scheme. 


The oil/gas economists will be based in Aberdeen and the 1j 
others in Inverness or Aberdeen. There will be opportunities 
for periods of work overseas. 


Applications, including a detailed curriculum vitae, should 
be sent by 20 May, to: | 


G. A. Mackay 
Mackay Consultants 
Balloan House 
|. Inverness 
Scotland IV1 2AB — 
Telephone 0463 223200 | 

































— Two-year position available immediately managing eight-person team 
based in Kinshasa, Zaire, on USAID-funded agricultural policy and 
„planning project. Requires MS, MBA or PhD in agricultural economics, 
. development economics, or management. Six years successful management 
-.. of agricultural development projects in developing countries with at least 
three years in Africa. Demonstrated team management and leadership 
skills. Prior experience with USAID-funded programs. Fluent French. 


Please respond by 12 May to LCJ/APP, Chemonics International, 2000 M Street, 
m 2 W, lari i DC 20036. Fax 202/331-8202, Telex 440361 CHNC UI. 





















“IN TERNA TIONAL TRADE ECONOMIST 
RIYADH, SAUDI ARABIA 


Seeking US citizen for International Trade Economist with Department of Treasury 
Project Team at the Saudi Arabian National Center for Financial and Economic 
Information Services (NFER, a branch of the Saudi Arabian Ministry of die e and 
- National Economy (MENE in Riyadh. Individual conducts research and economic 
analysison international trade issues and trade institutions toprepare reports for senior 
ministry officials, Also participate in developing programs to train Saudi economists 
and provides explanation and analyses of trade models 


Required qualifications: PhD or MA in economics. Minimum four years professorial 
experience after PhD or MA. 


Preferred qualifications: experience as an economist with US Government, or an 
international organisation (GATT, OECD, IMF or World Bank}. Also preferred 
experience in teaching/training economics and/or prior international work experi- 

ence. Benefits: Salary $48,592-$74, 303 plus up to 25%, generous benefit package. 


i pA résumé to Dept C-35, 1730 Rhode island Avenue, $910, Washington, DC 
20036 



















































evaluating the formalisation of a foreign investment cade. 


QUALIFICATIONS 


an advantage. 
TERMS OF APPOINTMENT 





accommodation, passages and annual fare paid leave. 










THE UNIVERSITY 
OF LEEDS 
INSTITUTE FOR 
TRANSPORT STUDIES 


| RESEARCH FELLOW | 


(RAIL TRANSPORT) 


Applications are invited for a Rail 
Research Fellowship, financed by 
British Rail, and available from 1 
September for a fixed term of up to 
five years. The Fellow will be expect- 
ed to e and contribute to 4 
variety of rail-related research pro- 


jects in consultation with BR manag- | 


ers. A PhD or equivalent relevant 


| experience in the general field of 


transport economics is essential, and 
it is expected that the successful 


| candidate will be aged under 30. 


Salary on. R/A IA Grade (£9865- 


| £13,365) according to qualifications | 


and relevant experience. 


Informal enquiries may be made to 
Dr Chris Nash (tel 0532 335337). 


| plication forms and further partic- 


ars may be obtained from and 
€ domalited applications forwarded to 
the Registrar, the University, Leeds 
LS2 WT (tel 0532 333963—~direct 


line), quoting reference 74/86. Clos- — 


ing date forapplications 26 May 1989. 





The Government of Vanuatu has recently re-defined departmental responsibilities. It is now the 
role of the Accountant General's Department to provide economic advice to the Minister of Finance. 
Consequently, working within this department, you will be involved in advising on economic 
- development and fiscal policy matters. You will assist in the appraisal and financial analysis of major 
development proposals, involving joint venture companies partly owned by the government, while 


in addition, the Adviser will work closely with the Development Accounting Section and will prepare 
and direct "on the job" training, in conjunction with short training courses on appropriate subjects. 


Applicants should be British Citizens who hold a degree in Economics with Accounting, and have 
experience in the appraisal and financial analysis of Quasi-Commercial capital projects. You should also be 
experienced in the financial analysis of company accounts and understand other aspects of company 
operations. A professional accountancy certificate is highly desirable, while knowledge of French will be 


On contract to the British Government for a period of 2 years and on loan to the Government of 
Vanuatu. Salary is £28,435 p.a. together with tax free overseas allowances currently of £3673 p.a. 
(single) and up to £6508 p.a. [married]. Benefits inciude children's education 


aliowances, free 


For details and application form, please write quoting the job title and ref 364/AS/TE to: 
Appointments Officer, Overseas Development Administration, AH 220, Abercrombie House, 
Eaglesham Road, EAST KILBRIDE, Gl M G75 BEA Or tel. 03552 41199 ext 3297. | 


University of Reading 
Department of Economics 


ARC PROPERTIES 
RESEARCH FELLOWSHIP 


Applications are invited for a Researct 
Fellowship to carry out research ir 
housing economics. The aim of the 
research is to model the housin 
market with particular reterence to de 
termining the quantitative impact o 
policy changes. The Fellow shouk 
preferably have experience in apple 
econometric research. The appoint 
ment is for three years. Starting salan 
up to £13,365 per annum (unde 
review) with USS superannuation. 


Apply for application form and furthe 
particulars to Personnel Office ''^' 
versity of Reading, Whiteknigh 

Box 217, Reading AGE 2AH. tee 
phone 0734 318754. Closing date ! 
June 1989. Please quote Ref R8926. 








University of London. : 
Wye College 

LECTURER IN AGRICULTURAL 
DEVELOPMENT WITH THE 
EXTERNAL PROGRAMME 


Department of Agricultural Economics 


The External Programme is a unique 
initiative in international distance: edu 
cation offering postgraduate cour sir 
the economics, planning and manage 
ment of agricultural. development 
suitably qualified candidates anywhere 
in the world. 


The College wishes to appoint a well 
qualified agricultural economist wit 
experience of and interests in Thir 
World development. The contrac 
would be for two years in the firs 
instance probably on the Lec 2 
Scale £9,260 to £14,500 per 1 
(under review) at a point. depen... iudi 
qualifications and experience. 

Further details are available from the 
Assistant Secretary's Office, Wye Col 
iege (University of London, Wye, N 





Ashford, Kent TN25 SAH. Telephore 


0233 812401, ext 228. 
Closing date for applications is 9 Junt 
1989. 





INTERNATIONAL 
UI : 





tace à! D A T 1 ON 

































College Credit for Work Experience 
‘Business * Engineering * Education | 
T Soki a vedo A ae ppt ots d i eges 

2 Puer. ndependent Stu ne-on-one fac f$ 

"a aliii" No classes + seminars + es et Call 

J à for no-cost Evaluation + C 

NIVETSI (21 3) 645-3636 ! 
5777 W. Century Biva., Suite 605, Dept 34, Los Angeles, CA 90045 
















UNIVERSITY DEGREE 


For Life, Academic & Work Experience 
Daaa Iv beanie ho went (ota mane GGG Grid 
secure in their Jobs or Professions. 


Eam a BACHELOR'S sped levee hata di 

















Send detailed résumé on work fife and academic experience tor a no 
cost evaluation. 


PACIFIC WESTERN UNIVERSITY 


606 N Sepulveda Sivd, Los , Californ sis oe 31337--USA 
Fax: 213/471-6456 


Phone: 213/471-0306 lex: 82015. 


| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
i 
3 
















Salary will be on the Lecturers’ scale 
(£9,260-£19,310), with placement ac- 
cording to age, qualifications and 
experience. 


iversity Of Glasgow 
LASGOW BUSINESS SCHOOL 

ions are invited for a newly 
shed post as Lecturer i in Market 
Further particulars may be obtained 
from the Academic Personne! Office, 
University of Glasgow, Glasgow G12 
BQQ, where applications {eight 
copies), giving the names and address- 
es of three referees, should be lodged 
on or before 2 June 1989. 


i Uch of the Lecturer's duties will be 
oncemed with the recently estab- 
4nternational MBA. Some knowl- 
f the use of Computer Packages 
teaching would be an advantage. 
ndustrial or commercial experience in 
international Business context will 
so be relevant. i 


 CONOMIST 


' Àpolcationg are invited from candidates interested in 
“applying economic analysis to environmental issues. The 
department is an interdisciplinary one with a range of 
- -established research capabilities across the spectrum of 
a environmental sciences. 

~The appointment will be on Lecturer Grade A scale 
|. (£9,160-£14,500 per annum) with an expectation of pro- 
motion to Grade B (£15,105-£19,310 per annum) in due 
_ course; scales under review. Preference will be given to 
_ candidates at an early stage in their careers. 

Applications (three copies) which should include a full 
urriculum vitae with exact date of birth, together with the 
ames and addresses of three persons to whom reference 
y be made, should be lodged with the Administrative 
ecretary, University of East Anglia, Norwich NR4 7TJ 
(telephone 0603 592734) from whom further particulars 
may be obtained, not later than 31 May 1989. No forms of 
app lication are issued. 


UEA is an a opportunities employer 


in reply please quote Ref No 6531U 
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Corporate Finance - 


lor Managers and 
Professional Staff 


This Programme meets on Monday evenings throughout the academic year = 
86 that otherwise fully committed managers can attend an intensive n 
programme covering accounting, corporate financial decisions, and financial 

planning and policy. The Programme provides a thorough coverage of the 
groundwork and current issues in corporate finance, and is taught Lr 
experienced faculty of London Business School. 


Programme Director: Professor Julian Franks 
Dates and Fees 








Whole programme: 2 October 1989—25 June 1990 £3,300. ! | 
First Term: Accounting Tools for Managers TUN 
LLL 2 , 2 October - 4 December 1989 £1,200 
Second & Third Term: ~ Corporate Finance a 
15 January ~ 19 March 1990 = 
23 April - 25 June 1990 £2,400 


ALL ARR RA Hn rm rn e Sa i ur ran n air p D S ENT LD am a SE DARE ME SEE re ES PA AT Y TNR SII AES AARON STIR SS IH Hr CES At VH A tt NEO 


Dinner and all materials included in fee 
For a detailed brochure please contact: 
Susan Park, Registrar, Corporate Finance Evening Programme, : 
London Business School, Sussex Place, Regent's Park, London NW] 4SA, UK 
Tel lephone: 01-262 5050 (Ext. 268] | 


SIE LONDON BUSINESS SCHOOL 





mE à; 


and FRENCH, DU 
| in the ARDENNES | 
The advantages of the "CERAN 66" c 
with residential courses : 
| 1. Intensive study (Minimum 38 lessons per week) i 
2. Plus the constant practice of what you have learnt, every day —— 
from 8 a.m. to 10 p.m., with teachers constantly present at mese 
times, breaks and in the evenings. 


3. A total of 66 hours per week of full immersion in the ber 


- Ceran is a top class school for leaders in business management 
E and government. Our clients since 1975 include Alcatel, AT & T, 











Canon, Deutsche Bank, Dow Corning, European Parliament, Ger- i ; 
man Foreign Office, Honeywell, Lufthansa, McKinsey, Mercedes- — — 
Benz, NATO, Philips, SHAPE, Siemens, Toyota, Winterthur, etc. B 


We also run holiday courses in French for young people (13-17) 


CERAN 66 
Aa courses for EA is 


fem | 280, Avenue du Chateau, B-4860 SPA 
BELGIUM Tel: (32) 87/82 7164 —— 












BP. 27/280. jf T 
F-30130 PONT-SAINT-ESPRIT | Lim 
FRANCE - Tei (433) 86 39 38 36 | EMi FAX (+30) 67/77 EA 
FAX (+29) 66 39 97 20 CERAN Telex 49680 ceran b 


i USA : Languagency - Tel: (203) 287-1699 - FAX (203) 284-1827 


Five opportunities 
-for business development 


4 Project Analysis 
June 1-July 14, 1989 


Project Management 
July 11-August 18, 1989 


Environmental Management 
September 14 -October 6, 1989 


Strategic Management of 
information Systems 

.. October. 19- November 10, 1989 
Master of Science in Management 
August 21, 1989..July 26, 1990 


Admissions Coordinator 

Arthur D. Little Management Education Institute 
35K Acorn Park 

Cambridge, MA 02140. USA 

Telephone: 617.864 5657 

Telefax: 617 661.5830 Telex: 921436 


| Study Chinese where China’s 
P 21st Cen tu t is A WC in ven pice 


TRADE LANGUAGE 





Mandarin Chinese for 
Business Purposes 


| *Located in the Free Economic Zone of 


SHENZHEN in the new city of SHEKOU. 

*Student housing aboard the luxury liner 
Be ne —now an air conditioned hotel 
with both Chinese and Western amenities. 
*Expert TY training in Business 
Chinese and Elementary Chinese. 

*Immersion in Mandarin Chinese: outside of 
class continue to speak with teachers and 
staff as you eat and play; speak Mandarin 
on the streets of Shekou as you shop and 

- tour local businesses. 

- Summer Term: July 9-September, 1989. 

. Fees: US$2, 200 includes tuition, housing, 


| meals. 


| < Contact: Mr Jiangin Wang, Box 217, Student 
| ` Building 3, Beijing Language Institute, Peir 
E china. Tel: 201 7531 46 





| ny, Spain, Italy, Taiwan. Up to 25 hours 


| thanks to complete eaten from your | 


| — world-wide at your service. 








| al business. Contact Mr Jian- | 


| cludes housing in air-condi- E 


| city of Shekou, in the She 


7 Middlesex Business School 
~MPhi / PhD 
Resource Students and 


Dopada iiei for full-time ii pir de postgraduate 

research, leading to MPhil and PhD degrees. 

* Accounting and financial management 

* Computing and information systems 

* Design management 

* Hotel, catering and tourist management 

* Law 

* Management 

* Marketing and market research 

* Operations management and information technology 

* Organisational behaviour and development 

* Personnel management. 

* Public sector Manone NT administration 

A limited number of full-time students will be offered 
/. posts as paid Research Assistants; they will contribute 

to teaching while undertaking their research, must 

register for a CNAA MPhil or PhD, and undertake to 

teach for up to seven hours a week. 

In return the Business School offers an annual fee of 

£775, part-time teaching on contracts at £17.82 an "e 

and a waiver of tuition fees. 


Ask for ENQUIRIES on 01- 368 1299 | 


or write to: Enquiries (ref C520B), Middlesex 
Polytechnic, Bramley Road, London N14 4XS. 


CHATHAM “HALL, a private- 


IMPOSSIBLE TO SPEAK | i (ages. 1 i eie na 
arian upis interes in alte 
YOUR OWN LANGUAGE | school in America.. Contact A 

















| Calling company executives short of | — sions Office, Chatham Hall, Chal 


time! (We know you need to learn | 
language rapidly.) Live in your teach- - Virginia 24531, USA. Phone: 804 


ers home in UK, USA, France, Germa- | 2941. Fax: 804/432-1002. 





private lessons, full board and constant 
social contact with your teacher, his 
family and friends. Fluency is often 
achieved in only one or two weeks | 


mother tongue. = 
Established in. 1979. Now with 3000 ] - 









t^^ B 

by — now in the UK's GN 

course taught by full-time test p 

: professionals. 

Prep course for June exam: May 13, 
rae 20 and June 10, 


homa Langage Lessons $, Reservations | 
Office, ut 8 oyal Crescent, Ramsgate, | 
Kent, UK. Tel: aren Telex: | 
94016388; Telefax: ‘843 590300 


Chinese for iui. m 

| ian- | MSc/Postgraduate Diplor 
quin Wang, Box 217, Student | | in Econometrics and Foi 
Building 3, Beijing Language | . | casting (incorporating 
Institute, Beijing, China, Fees | | nancial Econometrics). 
for Summer Term US$2, 200 ij in | a E Two-year part-time ex 
|. | ning course, commencii 
tioned shipboard hotel, meals, | — October 1989. 

and tuition. Located in the new | | Further. details. from: Ti 
Free Economic Zone. Learn | | J SR ee e Ec 
araka ice iA Chii eb EU AHESU rondon EC: 
ee marketpl ce, 




















= FOOD STUDIES GROUP — 

| INTERNATIONAL DEVELOPMENT CENTRE 
QUEEN ELIZABETH HOUSE 

V UNIVERSITY OF OXFORD 


- The Food $ Studies Group i is seeking staff with a high level of academic 
. excellence to support its expanding programme of advisory, training 
and research activities concerned with food and agricultural policies in 
i Third World countríes. 









































BA AND MA DEGREE PROGRAMS 


|. Mel nit or intei ná tional Un ve rsity offers graduate a od: [ 
MARKETS | Undergraduate degree programs preparing students | 
i _ for rewarding careers in government, finance, E 
business and many other fields. An experienced 
Faculty following the American higher education 
DIRECTOR system provides the essential knowledge and 
The Markets Programme Director would take charge of the Group’s : 
work which supports the management and reform of food markets. - 
. The existing portfolio includes technical assistance to grain parastatals 


understanding of international relations 
diplomacy for a successful career 
undergoing reform i in Eastern and Southern Africa, joint studies with * Small, international classes 
"other research institutes, and development of a general equilibrium 
rea ‘markets model. We are looking for someone who has a strong 















* Entry into BA program with high school di, nh j m | 
* Two-semester MA program for undergraduate 









. ademit background, a proven research record, experience with * Location in Central London 
: ~~ policy development, and the ability to manage a professional team. * Programs also offered in Paris an d He id oe 
SENIOR * Language of instruction - 7 sh. 





* Programs begin Fail, Spring and Sueninee 


SCHILLER INTERNATIONAL UNI /ERSIT bf Y 

(Dept MIR3), 51 Waterto: » Road, Londor SE1 B8TX 

Tel: (01) 928 8484 Telex: 8812438 COL. (01) 620 122€ 
(Accredited member AICS, Washington pc, USA). 


RESEARCH 
ECONOMIST 


he Senior Research Economist would be involved in policy. and 

stitutional analysis of agricultural sector issues, including food 

irketing, and rural capital and labour markets. He/she should have 

earch and/or consultancy experience in some or all of these fields as 

if as good quantitative skills, and should be able to develop new 
eas of work with minimum supervision. 


RESEARCH 


















ECONOMIST 


The Research Economist would be active in research and advisory 
} studies dealing with micro-economic issues facing low-income house- 










--holds. He/she would participate in research with institutions in Eastern 
and Southern Africa which would involve modelling the response of 
holds to policy change. He/she would need a good academic 
round and highly-developed econometric skills. . | 


ica sts: should be prepared to 
; vel extensively. Contracts will be for a three-year period, with the 
[ possibility of renewal by mutual agreement. Salary will be according to 
|. age and experience within the following academic-related scales 





` (under review): | Achieving, P Agre eement | 
.' Markets Programme Director — RSIIX | - £15,105-£20, 655. | | "EA 
<: Senior Research Economist RSH — —£14,500-£19310 |. a A series. of intensive 4-day interactive 
Research Economist. RSIA £9, 865-£1 5, 720 jM E skill development programmes to be 
' — held in the UK, Belgium, France and 
There will be opportunity to undertake. personal consultancy work, | | Switzerland in June; August, September, . 
“subject. to the relevant University regulations. For further details, | 1 ^^ October and November 1989 — 
.. please telephone (0865) 270261/2. Apply to the Group Director, FSG, | | 
= Queen Elizabeth House, 21 St Giles, Oxford OX1 3LA, with CV and i Leaders: a. usu 
p i of three referees, by 2 June 1989. Andrew Gottschalk, Mike Hartley-Brewer —— 


AN EQUAL OPPORTUNITY EMPLOYER 





APPOINTM IMENTS S WAN TED — 


Please send me details of The Complete Negotiator [ 
: "à i G ———— - sistem itt Scan AIA AA SAA RUAN To: Pauli ine Tracey, Programmes Administrator, Curzon Learning, ÜCurzon Hogse z. : : ET 
ACOLYTE SEEKS POSIT in sales/ EURO-MANAGER/SPECIALIST. UK 20-24 Lonsdale Road, London NW6 6RD, England. Telephone (031-328 0161 Fax (0H 624 m 

resident, multitingual, MBA, engineer, 








: commun with Euro Co willing to hire young ex-chairman and chief execu- Name POON cet ies 
-Amer Woman with 4 yr Univ degin Eng/ tive, seeks top corporate consultancy CODA aa EEG 2A 
-writing/Bio. Bus bkgd; mgt exp; comp lit role with few private clients/companies. Mes 7 E Mf M, 
-bas.fr. Perm relo. E. Kokoska, 42 Please reply in strictest confidence to ui es M FX A; 
| Box 3657, The Economist Newspaper 


Lid, 25 St James’ S Street, London 
SWIA 1HG. 





—€—————— AIRE d 


aisworth Avenue, London SW20 


















































£13—16k West Midlands 


GKN, with a worldwide turnover of £2.4 billion; has recentiy announced record 
results and is poised for further expansion in its principal areas of strategic interest. 
The increasingly international emphasis of the Group (particularly Europe, USA and 
Far East) has created the need for additional high calibre professional support within 
the Business Devel opment function at Group Headquarters. 


4 “Reporting to the Head of Business Information, you will play a key role in the 
forecasting process and assist with the provision of key market data and analysis. 


a professional economist with 2 to 3 years hands-on experience of economic 
analysis and forecasting, probably acquired in a leading trade association, blue chip 
.. ,company or economic forecasting group. You will be very familiar with PC's and 
~~ econometric modelli ing and keen to develop your professional expertise in an 


c possess a high. level of commercial awareness and have very good analytical and 
= communication skills. 


Based at the Group’ s Headquarters on the outskirts of Redditch, Worcestershire, 
. relocation assistance will be available if appropriate. The salary offered will reflect 
both the responsibilities of the appointment and the experience of the successful 
candidate, 


Please write with full Cv including details of current remuneration to: 


C i Group Services Personnel Manager, 
. GKN plc, P O Box 55, Ipsley House, ipsley Church Lane, 
Redditch, Worcestershire B98 OTL. 











With a good first degree and probably an advanced degree in economics, you will be — 
p international context. To meet the demands of the position it is impoytant that you - 
. GKN- ‘the international automotive, defence, and industrial services group | 


DISTRIBUTION RIGHTS RER OF RS LUC 
MANUFACTURE ITS POLLUTION-SOLVING | 


. . The Australian National 
xd University 


. . Research School of Pacific Studies 


| | JOHN CRAWFORD PROFESSOR O 
| AGRICULTURAL ECONOMICS 


tof Economics 





| The Research School of Pacific Stu 


ies seeks to make an appointment 


|. the John Crawford Chair of Agricultur 
:« Economics for a term of up to seve 
sof 5. years, with the possibility of furth 
O appointment(s). This is a Chair funde 
. „primarily by a bequest to the Universi 
.. from the estates of the late Sir John ar 

Lady Crawford. 


 . The appointee will have a strong n 
-Search record, and research expe 


ence ora plan to work within t 
School's region of interest. Most of tf 
work in the agricultural econo: 
group has been directed towards 
production side of the field.. itis hope 





| bd le the coverage and therefo 





Salary: A$67,309 per annum. 


Applications should be submitted 
duplicate to the Registrar, The Austr 
lian National University, GPO Box 
Canberra ACT 2601, Australia, quotir 
reference number and including curri 


. ulum vitae, list of publications ar 


names of at least three referees. B 


^ University - reserves the right not 
. make an appointn 
invitation at any time. 





ent or to appoint t 


Further information is available fro 
the Registrar, or from Appointmen 


(36338) Association of Commo 


weaith Universities, 36 Gordon Squar 
London WC1H OPF. 

THE UNIVERSITY IS AN EQUAL 
OPPORTUNITY EMPLOYER 





C QU f PMENT 


Our multi-patented equipment solve all water-pollution problems, in a matter of a few minutes, WITHOUT THE USE OF 


CHEMICALS. 
Our product credentials and list of customers world-wide is impressive. 


Our equipment treat residential, commercial and industrial sewage effluents by destroying PCBs, oxidising all oxidisable 
organics, reducing BOD and COD, de-ink, de-odorise, sterilise and DE-COLOUR the effluence rendering. it safe and legal to be 


disposed of. 


-| The cost of our equipment is very low when compared to other equipment, processes or methods. Our prices range from US$ 


10,000 to 300,000 and their capacities range from 1 M3 to 50 M3 per minute. 


Due to our extensive international advertisements, we have many inquiries from many countries. 


A distributor stands to make substantial profits, without fear of competition, while solving water pollution. 
Elaborate information on this prestigious and most lucrative opportunity will be sent t only t to es who wil send. us 


appropriate information on their ability to handle this opportunity. 
BRINECELL MANUFACTURING CORPORATION 








Fax; (801) 973 6463 








2109 West 2300 South, Salt Lake City, (WVC), Utah USA 84 




















AUTHORS WANTED 
| BY NY PUBLISHER 

Leading subsidy book publisher see 

manuscripts of all doe fiction, n 
| fiction, poetry, juvenile, scholarly 
religious works, etc. New authors wel. 
comed. Send for free booklet. 


| S92, Van Press, 516 W, 34t 
| Street, New | ork NY 10001 USA E 














ITALY 
CASTLES IN THE SKY 
| —-of villas in the vineyard. The best city or country 

| rentals all over ITALY. American specialist based in 
ROME will help design the perfect holiday. 

INTERNATIONAL SERVICES 
Via Crispi 64, 00187 Rome, Italy 
—— (011-39-6) 474-6439 
in US 201/783-8825 or 201/226-3075 


US IMMIGRATION 


Obtain US immigration through pur- | 
chase of secured and well-rewarding 
real estate or opening of American 
branch companies, etc. ALL MATTERS 
HANDLED BY A LICENSED US ATTOR- 
NEY/PhD ECONOMIST. . 


Contact: Edward P. Gallagher, Attor- 
ney-at-Law, PO Box 70302, Washing- 
ton, DC 20088 USA. Tel: (301) 299- 
7269. Fax: (301) 983-3439. 









Sarah Hodge Recruitment Consultants 
Need a Top Secretary? 


Call (01)434-0030 
215-217 Oxford St London WIR 1AH | 


; reel nn s. Tree bedrooms, double 
[recept Pe on bn re a as 
pr pu en. equi per 
Iweek negotiable, Contact Mr W. Daniels at 
Tfhe Chambers Chelsea Harbour, London 
: Sandal Tel: 01-352 4556. | 






















































“CUT THE COST OF LONDON | 
renes TEn South Kensington 


, near Harrods. Luxury fully furnished one and two bed 


dried flats in quiet cul-de-sac off Queens Gate. 
Resident manager, direct diai telephones, 
video security and colour TV. Weekly 
s ge Service gainers rates from £266 to £560 plus VAT. 
Er ie Sw7 FULL DETAILS: TEL 01-823 8325. FAX 
7601-584 4123. Telex 205441 (Ref KSF) | 01-225 0280, TELEX 893095. 


Lisieux 
hl. 





France. Tel 





"REPUBLIC OF GUINEA-BISSAU 
MINISTRY OF SOCIAL EQUIPMENT (MES). 
J SECRETARIAT OF MINISTRY OF TRANSPORT (SET) 
PO BOX 306, BISSAU 


INVITATION FOR BIDS 
PORT PROJECT OF GUINEA-BISSAU 
15 May 1989 


Ref: 1/89 Port Equipment Bidding/BADEA 


The Secretariat of the Ministry of Transport, Guinea-Bissau, has received a loan from the BADEA (Arab Bank of Economic Development in Africa) 
US dollars towards the cost of the Port Project of Guinea-Bissau and it is intended that part of the proceeds of this loan will be applied to 
eligible payment under the contract fur the Procurement of Port equipment for Gd ihren. 
2. The Secretary of the Ministry of Transport now invites sealed bids from bidders for the supply of port equipment and spare parts, workshop 
equipment and tools as summarised below and where required training and commissioning services at the times and in the manner prescribed by 
the Contract. 
The goods required are divided into five lots: 
Lot A: Mobile cranes (35 tonnes, 3 tonnes capacity)—6 nos 
Lot B: Forklift trucks (25 tonnes, 12 tonnes, 5 tonnes, 2 tonnes capacity)—11 nos 
Lot C: Tow tractors and trailers (20ft, 40ft container capacity) —27 nos 
Lot D: Workshop equipment and tools—one lot 
Lot E: Stevedoring gear and materials—one lot $ 
coo 3. anterested bidders may obtain further information from and may inspect the bidding documents at the offices of: a. Secretariat of Ministry of — 
Transport (SET), PO Box 306, Bissau, Republic of Guinea-Bissau. Telex 263 MTT-B1. b. Embassies of the Republic of Guinea-Bissau in the following 
countries-- Algeria: Algiers, Cite DNC/ANP, Chemin de Kadous, villa 17. Hydra-Alger El Djazair. Telex EGBAL DZ 66210. Tel 600151. Belgium + EEC: 
Brussels, 1050 Brussels 70, Ave Franklin Roosevelt. Telex 63631 EGB B. Tel 647 08 90/747 13 51. France: Paris. Telex 42 213 030. German Democratic . 
Republic (DDR): Berlin, Clara Cetkin Strasse 89. Telex 114236 GUIBI DD. Tel 2292661. Portugal: Lisbon, Rua Do Alcolena No 17/A 1400. Telex 14326 = 
GUIBIS P. Republic of Guinea: Conacry, Cite Miniere BP 298. Tel 462136. Senegal: Dakar, Rue 6, Point E, BP 2319. Telex 243 Amb.D. Tel 2459227 ^. 
230059. Sweden: Stockholm, Sturegatan 8 7 3 Floor, 114-35 (10055). Telex 12290 EMBGBI S. Tel 08 109305/08 105521. United Nations, New York: 
Permànent Representative, 211 East 43rd Street Ste 604, New York 10.017. Telex 668765 REP GB UN. Tel 212 661 3977 78. USSR: Moscow, 35... 
^ Bolshayia Ordinka, Telex 413055 AGMB SV, and the Office of the islamic Conference Organisation (DCI), Jeddah, Saudi Arabia, Telex 60 1366, for 
the attentions of Mr Lamine Haidara. 
4. The bidder shall furnish, as part of its bid, documents establishing the bidder's eligibility to bid and its qualifications to perform the contract if 
. 4s bid. is accepted. 
“s. The detailed documentary evidence of the bidder's qualifications to perform the contract if its bid is accepted, shall establish to the purchaser's 
Doc satisfaction: a. That, in the case of a bidder offering to supply goods under the contract which the bidder did not manufacture or otherwise E 
produce, the bidder has been duly authorised by the goods’ manufacturer or producer to supply the goods in the purchaser's country; b. That the. 
bidder has the financial, technical and production capability necessary to perform the contract and to provide adequate after sales service; c. That - 
the bidder has sufficient experience in supplies and a satisfactory supply record of similar goods in Africa and/or in Guinea-Bissau; d. That the | 
sarge has a satisfactory record of after sales services and the facilities to provide those services in Africa and/or in Guinea-Bissau. 
6. A complete set of bidding documents may be purchased by any interested bidder on the submission of a written application to the above and i 
‘upon payment of a non-refundable fee of US$250. 
7. PAN bids must be accompanied by a bid-security of two per cent of the total bid amount. One bid (originai) to be delivered to the above office 
on or before 15.30 hours local time on 30 June 1989 and a certified copy to be sent to: NEDECO, Ports and Waterways Department, PO Box 85, 
3800 AB Am |, The Netherlands. The original bid will be considered as eligible only. 
S. When service. quality and performance ability are comparable, preference shall be gíven to Arab, African or mixed Arab/African enterprises 
ide: Se SS eS T 10 per cent. —— 





































CONSULTANT - 


florida « «nce 1979) will assist vou in your US 
i estate ventures, We can give you the edge with 
ORMATION, Fiduciary and Constilting Ser- 
Evaluation, Analyses, Financing, Joint Ven- 


LAS AMERICAS 
AIRWAYS 


We seek partners to develo 
company to service routes 

















alude 


tures, Tax Planning, immigration, Workouts. Caribbean/Europe and New 
SWISS. CONSULTANT i de (USA) INC America. 
Ley e PO Box 1637, 6501 Bellinzona— | 
— | Switzerland. Tel. 092/ 


25.38.28 Tx. 846 285. 








The Regus 
NES ER Centre 
ORBITON London 
ESTATES 





me central London park-side loca- 
close to Kensington Palace. Spa- 
ious. (900 sq. ft.) flat ideal for senior | 
ecutives, company directors. Beauti- 
i and sympathetic decoration en- 
hances this outstanding flat. Quality 
furnishings. Long let available immedi- 
tely at £1 S25/calendar month. To 
A ise cali 44-1-938-2558, fax: 















* Executive Offices 
* Conferences 

* Communications 
¢ Club Restaurant 


Trafalgar Square 01-872 5959 


* London * Stockholm « Copenhagen * 











PUT THE. WORLD'S NO 1 ESTATE 
AGENTS TO WORK FOR YOU 





‘One of Canada’s largest investment. houses offers bank or first mortgage 
‘guaranteed investments in the Investor-Immigrant Program. 


| We ore ones: in the field of TN um in Canada. Confidentiality is 


| inc. 
‘C/O Me Lovis ten or MS Sse a n MC AEREN 
"Telephone 514/879-557 
| S80 363 


CRO 


INCORPORATED 


Fair-Parke and FAIRMODEL 
. "for Business Economists and Planners. Fair-Parke is a 
powerful new program designed to estimate and analyze 
dynamic, nonlinear, simultaneous equations models, 
including models with rational expectations. Estimation 

; techniques include OLS, 2SLS, 3SLS, FIML, LAD, and 2SLAD. 
Stochastic simulation and optimal control are two of the 
key options to analyze models. 


FAIRMODEL, a 128-equation macroeconometric model 
of the U.S, Economy, and FAIRMODEL PLUS with 29 
additional primarily financially related variables, are 
available in quarterly subscriptions (also monthly for 
FAIRMODEL PLUS). Both versions contain historical data 
back to 1952 and are distributed with easy to use menu- 
driven software. _ 


FAIRMODEL and FAIRMODEL PLUS are also available in 
Fair-Parke format, making the models extremely flexible, 
to be tallored to the user's needs. The historical datasets 
are also a good source to begin building your own model. 
The models are also avallabie in MicroTSP and Troll 
formats. For more information, contact... 


p 24 East Main Street 
MACRO 


Canada H3B 459. 
Fax 514/879-1015 


Offers for your 
consideration: 






























Southborough, MA 01772 U.S.A. 
(608) 624-4011 





BLAIR HOUSE HOTEL, 34 Draycott 


Place, London SW3 25A. Tel: 01-581- 
2323/Fax: 01-823 7752. Pleasant 


rooms with or without private bathroom. 
Single from £35, Double from £50. 


Three minutes from Sloane Square, - 


Harrods, Hyde Park nearby. 





PANAMANIAN CORPORATIONS pro- 


vide complete confidentiality and zero. 


tax liability. We offer company formation 
services on a fast, reliable and competi- 
tive basis. H. I. Darlington, POB 1327, 


Panama 9a, Panama. Tel: 23-0834 or. 


23-4819 (evenings 23-6779), Fax 


234936. 





HARDWORKING STUDENT with a lot 
of potential, very devoted to his studies, 


needs a Benefactor to help in continu- : 


ing studies and to finish his research. 
Willing to accept any help and will 
provide any further information on re- 
quest. Replies to Box 3658, The Econ- 
omist Newspaper Ltd, 25 St James's 
Street, London SW1A 1HG. | 





BUSINESS 
TRAVELLERS 


Use our specialised services 
instant computer. confirmations on over 500 
aidines, 11,000 hotels, Avis and Hertz. Free | 
ucket delivery, Competitive lares, travel insur- 


ance and visas, AH major credit cards accept- 
ed. Credit accounts (subject to approval). 


COMMERCIAL 
EXPRESS TRAVEL LTD 


IATA approved agents 
Telephone 01-486 0336 | Fax 01-935 2634. 


EXECUTIVE 
pla 


Londen SEW CORD 


Tel: 01-581 2424 
Fax: 01-589 9456 
Telex: 941 3498 EXECUT G 


Single bedroom £49.95 + VAT 
Double room for — 
single occupancy £59.95 + VA E 
Double or Twin £74.95 + VAT - 
Extra Single bed £19.95 + VAT 





Elegance, privacy and exceptional value 1^ | 
| in one of the world's most fashionable f- 
neighbourhoods. Buffet style English fo 


6 breakfast included. 


Readers are 
recommended. 
to make appropriate enquiries and 


take appropriate advice before send- | | 


ing any money, incurring any ex: - 


pense or entering into a binding | 


commitment in relation to an adver- — 
tisement. The Economist Newspaper- 


Limited shall not be liable to any |. T 
person for loss or damage incurred pP 





or suffered as a result of his/her 








Customised ENCRYPTION software: 
Cryptek, 808 Post Street, #915 San 
Francisco, CA 94109, USA. 





2ND PASSPORT/DR LICENCES. Any. 
country, various reports on how to- 
obtain them. INI, 26 Kleomenous, Ath- 
ens 10675, Greece. 





"HENLEY'SFORMULAS"' 19th edition. 
809 pages. Trade secrets, scientific 
formulas. English or. Spanish. Burke 
Associates, Box 248, Manchester, MA 
01944, USA. 





EXTENDED — PAN-EUROPEANISM. 
World Federation of Europeans (by 
birth or descent), Box 14262, North 
Paim Beach, Florida “ee 





BUSINESS ADVICE, asset manage- 
ment, start ups, acquisitions, products . 
found, send full details. Write to | 
22-3788 Publicitas, 1002 Lausar 
Switzerland. 








ST JAMES S, LONDON, Swi. Ser- E: 
viced apartments in small block c se | 
to Fortnum & Masons, The Ritz s and 





£70 per night Tel: 01-930. 2241. 








COMING TO PA ARIS? ? 

Stay in a furnished flat. One to four rooms 

plus bathroom and kitchen. Weekly or 

aed rates. e een riai 
Montparnasse. No agency fees 

wne Paris 43253509, Fax TAM 
798. or write PAA Housing, 9 

Rue des Ursulines, T5005 Pars. MEX 


Willett Hotel, 
32 Sloane Gardens, 
London SWIW 8DJ. 


Telephone 01-824 8415 
Fax: 01-024 8415 
Telex: 926678 WILLET G 


Single bedroom: £37.95 + VAT. 
Double room for single ey 
£41.95 + VAT. : 
Double/Twin: £49.95 VAT. 
Double/Twin: (Share Bath): | 
£42.95 + VAT. . 
Extra Single Bed: £19.95 + VAT. 






































Small character town house, off Sloane 
: Squares Al modern facilities, 
Full acd breakfast inclusive of rates. 


epini nirea 


| ^ VISITING. 
LONDON? 


, Forget hotels 
rae catering  spartments, fully 
dee b Dreier ta telex, 




















m hour 
; booking Senece | 


“tell ma 1144 
fax: 01-373 9693 





accepting or offering to accept an | - V -APAR 


invitation contained in any adver 
ment published in The Economis 







 DUTPUT, DEMAND AND JOBS America's GNP rose by 5.5% (at an annual rate) in the first quarter 
ff this year, up from 2.4% during the previous quarter. This strong rebound was thanks to American 
farms’ recovery from the 1988 drought. The growth of West German industrial production slipped 
Slightly in the first quarter, trimming the 12-month increase to 5.1%. Canada's industrial ouput fell 
the three months to February compared with the previous three. Spain's spending spree 

as begun to lose steam, though retail sales still rose by 7.2% in the year to March. 


je at annual rate 
industrial production 
1 year 


GNP/GOP 
3 mthst 


retail sales [volume] 
3 mthst 


unemployment % rate 








nnn 
PRICES AND WAGES Holland’s 12-month rate of wholesale-price inflation rose to 4.2% in 
February, and Canada’s remained steady at 3.6% in March. The IMF's recent survey of the world 
economic outlook predicts that consumer-price inflation in industrial countries will rise to 3.8% this 
year from 3.2% in 1988. Next year, the Fund says, it will slow to 3.5% as a result of the recent 
tightening of monetary policy in many countries. 

% change at annual rate | 

wholesale prices" wages/earningst 
1 year 








@ SHIPBUILDING The gross tonnage of 
| ships completed in 1988 was 10.9m tonnes, 
| 1.4m tonnes less than in 1987 and only 60% 


d of the tonnage produced a decade ago. The 


strong yen hit Japanese builders hard; their 
total output fell by 1.7m tonnes, to its lowest 
level for ten years. Taiwan specialised in big 
ships —the average size of the eight ships 
completed there in 1988 was 56,612 tonnes 
“(compared with 6,756 tonnes in Japan). The 
-biggest gainer was South Korea, which 
increased its production by 1.1m tonnes. In 


| 1988 South Korean yards completed 33 


tankers, four times as many as in 1987. 
Korean ship production has boomed from 
about 600,000 tonnes in 1978 to 3.2m tonnes 
last year. Meanwhile production by Brazil, a 
| former competitor, has collapsed from 
=d 400,000 tonnes to 25,419 tonnes. 


ricultural subsidies has approved the sa 
1.5m tonnes of subsidised wheat to Russia 
The deal will bring Russia's grain purch 


this season under the long-term grain pac 


with the United States to almost 20m ton 
The limit has just been raised to 24m ton 
Russía has already bought 14m tonnes 
unsubsidised maize and 4m tonnes of si 
dised wheat. The deal was supported 
American farmers who knew that without t 
subsidy Russia would be able to buy w 
more cheaply from the cec. However, ot 
in the United States are worried about the 
level of wheat stocks, which at 14m tonnes 
the lowest since 1975. | 


Sterling index 
AH items 


rude oil North Sea Brent 
$ per barrel 20.33 
f Provisional tf Non-food agriculturats 


d ootnotes applicable fo ail tables. Ali figures seasonally adjusted except * not seas. adi. t Average of latest 3 months compared with avg. of previous 3 mos, 


MIST 1989. 



























REAL MONEY SUPPLY Most industrial | WORLD BOURSES Tokyo, this week's star performer, rose 2.1% to another record high. Brussels 
nomies have tightened their monetary | also hit a new peak. Wall Street gained 0.7%, and touched its highest level since the October 1987 
olicies over the past two years. The October | crash. Milan was one of the few markets not to cheer in May: it fell 1.796 in the week. 

987. stockmarket crash led to a temporary | Stock price indices % Change on 





























elaxation, but central banks have since re- May 2 .....1989  . one one record 31/12/88. 
stablished a firm grip. This is not, however, | ., uoa —— high low -— week year — M bed AP 
Iways reflected in the various measures of | jig — 1575 15617 $28. 3 13 * 33-83 — * 03 — — 67 — 
money, which are still distorted by financial | geigium 59496 50496 55193 +04 3 259 nl or AM SC ET 
deregulation and innovation. The 12-month | Ganada 36049 3696! 33508 +05 + 76 -i24 +69 +78 — 
ate of growth of America's real money | France ^ 14657 4704 4179 - 06  * 499 . - 10 4121 O * 65 | 
upply (ie, deflated by consumer prices) has | W.Germany — 16996 17419 — 15957  — 06 — * 263 -234 — *29 732 — 
slowed sharply: the narrow measure, M1, fell | Holland — — 1883 — — 1906 1. TIAMNDS CANET AND GNO NEA Lo 
y 1.996 in real terms in the year to March, | Hongkong —— 31564 1 ? 2100 — 27007 +12 +23 ^ -201 "IT8 — 31179 
ompared with annual growth of 16% in | BY. ! Gs s s o a a a 
hv. 1087-1 | 1a apan 92. B nui S NOE e a ge a nese ae 
arty 1987; the real growth of broad anak, | Singapore 12859 aon 303 6 18 1:81 88 «8 aa 
M rende mee See: South Africa 2556.0 2581.0 1961.0 — 0.1 + 74,0 — 10 430,8 TAETM 
y contrast, monetary growth has remained | spain 2973* ^ 2973 388 4 04 4 BA  - B6 483 450. 
y buoyant. In Britain the real 12-month | Sweden 38957 30122 33339 4 10 * 363  — 04 4131 O ā +i 82 


error ttt Tu T T EA t A aa t m T e naa e TTA a ter rehenes tm rrr apa an anen m nemmeno em 


pean tenure ups aiuaatanuratunnsin! tnanercinhie einai the ALAA AAI naaa aaeain 


ramen A can AW Mta aa EM Capta rr mer mifer STA maturi a 








| | 
MONEY AND INTEREST RATES The 12-month rate of growth of both measures of Japan's money 
supply slowed in March: M1 grew by 8.9%, M2 + cos by 10.3%. Short-term interest rates and yields 


Money Supply reaiterms % change on a year earlier 
n | | on long-term government bonds fell in America and Britain. — l 


in 





















Money supply Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
% rise on year ago Money market Commercial banks Bond yields  Eurocurrenty - 
Narrow Broad} Overnight 3 months Prime Deposits Gov't Corporate Deposits Bonds 
[M1] lending 3months long-term 3 months 
Australia 4142 3220 rm 1700 17285 1875 1715 1328 1428 1688 1310} 
legum = + 12  - s — 788 830 1075 815 833 838 83! 827 - 


mdi Aib MR MEME MEE RE CE CM DEDE DRM UM MEM OMM UEM 
nite ME E E D MM MR EE MM MM HOMME UAM CDU MMMEDEMEM MUI RU 
ta ttn C e a ar e M e A a e ri ihe aaa artt rr a irri tiem erinnere irritare teniente rr A 
ne a rr m i a Ae e m T e n AN m err t a attamen tn esae e erret rH Hae ire Nr IE A HM meruisti 
PAREM E EE E ne M ND LE Ae Ce TL BE DLN CEN A a ra 
het rr erste bey PH n PT neh a a a T T a a e a tar rmm rn tA qr reri entre HII tare rr Rd ARP te ta att nam 
OESE E EMEN PU t LE E Mu LE E n n mM AE TINEA ATI PCS IN MEME EE Hates 
disc RNC rerio neni eee boettcher nga tate APO RTS ALI OHARA OLA ADO AC NL ALE AN MU MEN AM ML 
eee m e re eA lr e Aa TA P EN S e ii trae Pa Ser T rrr tede ti rere ente retten deant A CC T Au 


REMEMBER DU M? d A ndi MEME CDM MENU DEMO CDM ORUM 


UK +136 — -211 ma 1100 — 1291 14.00 — 12.94 962 1124 12.00 — 11.60 
USA +30 +54 mr 975 971 11.50 9.89 8.91 9.84 10.00 9.78 


er t AA re T PE Pa tata ee rm eA ti ra rr E err rn eere AN ATA RH ttt At AACR I temen mnm 


Other key rates in London 3-mth Treasury Bills 12.2%, 7-day Interbank 11.9%, clearing banks’ 7-day notice 4.0%, Eurodollar 
rates (Libor): 3 mths 9.9%, 6 mths 10.0%. "s 


patana paa rar rer ire i BH Nar ir A PAD Mm err A un pri rre n tree rere rents erect chri Ht 

















trade balancet current- trade-weightedit currency units per$ —— . currency units foreign reservestt 
$bn account exchange rate | $bn 
latest — latest 12 balance Sbn 

: month months latest 12 mths latest year ago latest year ago per£ perSDR per ecu Feb = year ago 
Australia — 031 e ~ 24 ~ 125 ww ma ma . 126 1831  . 212 182 139 ^ ^ 136 86 — 

Bejgum + 070 w -~ 06 + 38 x 1059 1077 395 ^ 351 — 666 S10 435 90 894 

1 036 m + 82 - 920 å | 1034 967 118 124 189 159 130 ^ 154 ^ 96 

004 w  — 52 -— 42 « 995 103 637 $870 107 822 ^ 703 280" 34.8 

4 658 wa 4 755 - 529 rm 1127 1155 Z 189 168 — 3.18 243 208. 556 73.3 
H +049 ow + 37 X 45m 1100 1132 21] 188 ^. 359 274 235 158 4&2 
Ttaly ~- 098 o — — 100 - 52 o 977 994 | 1379 1248 2325 — 1780 1522 364. — 308 — 
EAC 982 — 3278: — M58 i48 O 1M — US B6 — V3 18 S S3 8 

= 280 w — — 221 T 8B m 1043 103 17 11 19? 150 ^ 1289 —  964** 308 

* 034 ww. + 47 aa w 960 949 0641 588 108 827 ^ 708 ^ 75 8.5 

— 080 oe  -— 59 + 640 1034 1134 168 — 1402.83 47 186 216 244 
— 290 m — — 397 — 28.8 wa 95.2 971 059 O88 = 076 066 435 390 

—1050 rm  -—1160  —1853 «  . $688 640  — ims > i 
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Jia, France, Canada, Japan, UK and USA imports fob, exports fob, All others cif/fob, $F Bank of England index 1985 = 100 New series. t Excluding gold. **Ja 
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doda a bank should keep right on developing 
new solutions for old problems. 


Some problems are as old as business itself. 

Year in, year out, you have to invest corporate assets, struc- 
ture corporate debt, manage corporate cash. 

Last year’s solutions may not be best today. 

Creating better ones is a constant pursuit at Bankers Trust. 

We have at our command a wide array of sophisticated 
financial techniques. Presence and proficiency in all the world’s 
markets. And the ability, through skilled and imaginative people, 
to focus all these resources on a problem. 

The result may often be a brand-new solution. A merchant 
banking solution. One which fits not only the problem at hand, 
but also your overall strategic objectives. 

Today, an increasing number of corporations are relying on 
merchant banking for what it provides best: innovation not for 


innovations sake, but for the client's sake. 


"Bankers Trust Company 


.. Because today isnt yesterday. 
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usic Io Your Ears. 


International business travel sounds glamorous. But you, of course, know it's exhaust- 
ing. Maybe that's why so many of our guests return to the Jianguo. It's a tradition — just 
like our Sunday concerts. 

Everything about the Jianguo is special — from our unique water garden to our caring 
service. We have only one standard in all things ... excellence. 

Excellence has always been a Jianguo tradition. 
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JIANGUO HOTEL 
DA anis bleni BEIJING 


For reservations please contact: Beijing Tel: (86) 1-500-2233 Fax: (86) 1-500-2871 Tix: 22439 JGHBJ CN è Hong Kong Tel: (852) 5-227003 Fax: 5-8401644 Tix: 69124 SBHTL HX 
è Utell international è Delton Reservations or your local travel agent 


JAPAN - LAND OF THE 
RISING SUN 


OPPORTUNITIES TO DEVELOP NEW 
ON MARKET KNOWLEDGE 














\ Preparation for the 1990/1991 EC and valuable opportunity to see the insight of 
Executive Training Programme in Japanese business, management techniques, and 
/ Japan is underway. The scheme, business strategy. Excellent opportunities exist for 
/ organised and financed by the sowing the seeds on which to build strong contacts 
^ Commission of the European with the Japanese world. 


Jt 


— 


— Communities is designed to help 
companies build up or extend their knowledge of 
Japan and the Japanese market and to create a pool 
of expertise which will enable firms to properly 
develop and take advantage of their trade with Japan. : ! 
— p e advantage of their trade with Japan flexible and adaptable but also committed, 
The scheme is aimed at talented young : > a 
uie $a ' self-motivated and determined to learn in a very 
executives employed by EC companies which are : rage à i 
3:59 different culture with different values. 
already exporting to Japan or planning to do so. 


Applicants, aged 25-35, should have a good 
academic record and a minimum of two years’ 
business experience, preferably gained in an 
international environment. Individuals must be 


Individuals will receive intensive tutoring in the Candidates should apply direct or through 
Japanese language followed by six months in-house his/her sponsoring company. For information, 
training and work experience in a Japanese company. please contact Anne Routledge or Andree McNamara, 
The training is participative and includes company Peat Marwick McLintock, Management Consultants, 
visits and seminars. The work experience is a unique 70 Fleet Street, London EC4Y 1EU. 01-236 8000. 











KPMG Peat Marwick McLintock 








Our visual identity isn’t the only thing that’s changed 
this year. We will be giving more emphasis to the BP name, 
and updating our forecourts to make them greener than ever. 
And that was just a small part of our year at BP 

Our annual report explains why we successfully acquired 


Britoil and now have access to around 30% of the UK North 


Now we’re greener than ever 


Sea's licensed exploration acreage. And we are the biggest oil 
producer there. It also explains how BP Chemicals achieved 
a record operating profit in 1988, and how BP Oil is widen- 
ing its range of products and services. 

With BP being Britain’s largest company and reporting 
a 1988 replacement cost profit of £1,437 million, which 
excludes stock holding losses, wouldn't you like to find out 
more? Phone us now or fill im the coupon below and 


discover the state of the art at BP 


For a copy of the 1988 annual report 
please telephone 0800 400 402 
(Freefone available to UK callers only), 
or (0)272 217 217 (callers outside the 
UK), or post this coupon to BP. 
Freepost, Room 2548, Britannic House, 
Moor Lane, London, EC2B 2D] 
Name 


Address 








ECI 








Postcode 





The contents of this advertisement, for which the Directors of The British Petroleum Company pl c. are responsible, have been approved for the purposes of Section 57 of the 
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You'll hear even less of us in the future. 


aa 


Although the number of air- 
craft in our fleet increases 
from year to year, you'll hear 
even less of us in the future. 
However, this is no coinci- 
dence. It is planning. By the 
end of 1992, we will have in- 
vested over 10 billion deutsch- 
marks in our fleet. So that it is 
not only one of the most up-to- 
date in the world, but also one 
of the quietest. However, in 
keeping with the German tradi- 


© 





tion of thoroughness, we do 
even more. Lufthansa was one 
of the first airlines to develop 
noise reduction take-off and 
landing procedures and we 
are still working to perfect 
them. Hence, although we will 
be flying to more and more 
destinations with an increas- 
ing number of aircraft, you 
are going to hear even less of 
us in the future. 


Lufthansa 
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Severiano Ballesteros. A strong mind is his secret. 
A strong watch his choice. 


The Times called it “arguably 
the finest last round in the 
history of the championship’. 

The man who played it 
called it “the best round of my 
life”. Then he added: “So far 

In winning his third British 
Open Championship, Severiano 
Ballesteros had displayed, once 
again, the qualities that have 
caused so many of his peers to 
regard him as the finest player 
in the world. 

His game has always been 
noted for breathtaking drives 
and the kind of recovery shots 





= 


that reveal a man who clearly 
does not recognise the word 
"quit. 

Since Seve was nine years 
old, practising clandestine golf 
strokes after hours on his home 
Pedrena golf course, his sheer 
mental stamina has driven 
him on. Indeed, when someone 
asked him recently what he 
thought was the most import- 
ant characteristic of a would- 
be champion, Ballesteros said 
promptly: “A strong mind.’ 

This single-minded search 
lor perfection is reflected in his 


choice of watch: a Rolex Day- 
[ ate. 

It isa beautiful timepiece; 
but it is as tough and uncom- 
promising as his game. “It is a 
very strong watch, he says. “No 
water or sand can get into it 
at all.” 

No wonder. Severiano Balles- 
teros Rolex possesses an im- 
penetrable Ovster case and 
self-winding movement. 

Together, thev ensure one 
thing: however tough W 
ROLEX 
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the going, the tough 
: M Lu ? Lu» 
will keep going. 
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LETTERS 


Football 





Sirn—For a journal that climbs to 
the swaying eyries of supply-side 
economics, you show a surpris- 
ing inability to touch ground in 
your own backyard (“Football's 
nemesis”, April 22nd). At one 
point you suggest that the cur- 
rent wave of British soccer vio- 
lence is a well-organised phe- 
nomenon caused by "firms" of 
mobile clerks and travel agents 
(perhaps subscribers to The 
Economist?) who buy expensive 
seats in predominantly southern 
stands. At another point you lay 
the blame squarely on antedilu- 
vian,  strapped-for-Thatcher’s 
cash northern clubs kept afloat 
by the meagre pocket books of 
beery Liverpudlian proles. 

The hauteur you exhibit to- 
wards the working class has 
more in common with Lady 
Bracknell in “The Importance of 
Being Earnest” than the eagle- 
eyed, neo-conservative vanguard 
we poor benighted masses need 
to swing us into the 1990s. 

Wake up Economist! I read 


your journal in the teeth of its 
charmless Thatcherite preju- 
dices, not because of them. 


Denver, Colorado |. GORAK 


Sin—It strikes me that the pri- 
vate security guards so exten- 
sively employed to control 
crowds at sporting events in the 
United States have no equiva- 
lent at British football grounds. 
Security guards the size of Amer- 
ican football players may not 
have prevented the disaster at 
Sheffield, but they do tend to 
stamp out (literally, at times) the 
hooligans who would plague the 
sport. This may not be an afford- 
able option for many clubs, but 
surely such security measures 
would be appropriate for FA Cup 
fixtures and some local matches. 





Hermosa Beach, 
Califomia - MICHAEL ADAMSON 
Sik&—You urge a rootand- 


branch response to safety and 
conclude with the hope that club 
grounds will be moved from in- 
ner cities. What is wrong with a 
well chosen brownfield site? Few 
would disagree that the football 
ground situated in the midst of 
housing at the 1910 tram stop is 
inappropriately located. How- 
ever, to move from the soccer 
homelands might be worse than 
tinkering with a few fences at an 
existing obsolete ground. 

Any hopes of government fi- 
nancing for new stadiums are 
misplaced. Clubs must surely 
abandon hopes of outright own- 
ership of grounds and turn to 
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leasing time in modern private 
complexes. Multi-purpose, ur- 
ban, all-weather entertainment 
complexes built close by or 
above public transport, with in- 
tegrated car parking, would seem 
to be the way ahead. 

Government can help to initi- 
ate change. Clubs could be given 
five years to dispose of their ex- 
isting grounds aided by a relax- 
ation of planning controls and 
tax breaks. Such an incentive to 
ditch the old requires as much 
attention now as the design of 
new premises. 


London 


PETER CUMING 


Sik&— Your statement that “few 
grounds in Europe have fencing 
to keep fans away from the 
pitch" is incorrect. 

The use of Hillsborough-type 
fencing is actually much more 
widespread on the continent. Of 
the 19 current French first-divi- 
sion grounds, 17 possess such 
fences while Paris and Monaco 
favour dry moats. Unlike Eng- 
lish grounds, seated areas are 
also fenced in, and grounds as 
small as the municipal stadium 
in St Tropez are entirely fenced. 

As far as l am aware, the only 
European country not to blight 
its major football stadiums with 
unsightly barriers is Albania. 


Sutton Coldfteld Coun PEEL 





Wrong about trade 


Sir—I feel your leader "Wrong 
about Japan" (February 25th) 
unfairly criticised the report by 
the Advisory Committee on 
Trade Policy and Negotiations. 
The committee is composed 
of business representatives who, 
like myself, are concerned about 
the level of tension between the 
United States and Japan over 


trade. The first two prongs of 


our approach, which were not 
mentioned in your leader, deal 
with the macroeconomic forces 
driving the bilateral trade imbal- 
ance. Specifically, we recom- 
mend that the United States 
substantially reduce its budget 
deficit. We also recommend that 
Japan continue to stimulate do- 
mestic demand growth. 

The third recommendation, 
which you criticised, is our pro- 
posal for a results-oriented trade 
strategy designed to increase Ja- 
pan's imports. We do not, as 
your leader states, ask for "arbi- 
trary political deals that produce 
an 'acceptable' trade balance 


sector by sector." The report 
makes no mention of sectoral 
trade balances. 

Rather, we recognise that the 
Japanese market has its imper- 
fections and that Japan's im- 
ports in certain sectors are sub- 
stantially below what ` they 
should be, given its level of eco- 
nomic development. We merely 
recommend that Japan correct 
under-importing in these sec- 
tors. We offer this approach as a 
practical alternative for manag- 
ing our trading relations with Ja- 
pan on less strident terms, and 
for overcoming Japan's reluc- 
tance to import in sectors where 
such reluctance is obvious. 

It is important for everyone to 
realise that the slow rate of im- 
provement in the United States- 
Japan trade imbalance is not po- 
litically sustainable. 


New York James R. HOUGHT 


——— ———————— 
Slick statistic 


Sir—You say that the oil now 
dirtying over 350 miles of Alas- 
kan coastline represents "only 
0.00004% of Alaska’s oil.” 

That really puts the accident 
in perspective; reasonable peo- 
ple, you imply, should worry 
only when the total reaches 
some more appreciable figure, 
such as 596, 1096 or 25%. Put in 
different terms, we should not 
rush to judge the oil industry un- 
til the Valdez disaster has re- 
peated itself several thousand 
times over. Right—I refuse to 
overreact until Prudhoe crude 
flows through the Northwest 
Passage, up the Hudson river, 
and into the corner market n 
my Manhattan home. 

New York Wiliam C. GIFFORD 
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TUNISIA TO 1993 
Steering for Stability 
With its strategically important 
location in the Mediterranean and 
promising opportunities for further 
expansion in tourism and textiles, 
Tunisia needs stability in order to 
grow. Tunisia to 1993 examines the 
internal and external factors which 
could threaten future political and 
economic stability. It makes detailed 
growth projections for the next five 
years highlighting the most promising 
economic sectors. 
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International securities house with global client base 
Highly attractive remuneration and benefits package 
_ Nikko, one of Japan’s “Big Four” securities houses, is expanding and improving its research facilities in ^ — 
London. | i | o d 
-.... Applications are invited from investment analysts with a thorough knowledge of the West Germaneconomy | 
and stock market, gained with a major broker or financial institution. This is an opportunity to becom e 
- company's authoritative source of information on Germany. | BÉ 
You will undertake investment research in the major sectors of the German stock market as welas 10095 
sroviding an advisory service to the Corporate Finance Division. This will require you to visit Germany — 
regularly. Travel to Japan is also envisaged. - ie UR 
| — You will be a fluent German speaker with the ability to generate and implement research ideas. Your = 
presentation skills should be well developed. E 
In addition to a high base salary and a performance related bonus, a full range of benefits includes a noni ` 
contributory pension scheme, mortgage subsidy; private health care insurance and low interest loans. 
This is an excellent career move for an analyst seeking freedom to develop creative investment proposals. 


a Please write to Peter Roe, Research Director, The Nikko Securities Co., i 
EBS b 















A ES (Europe) Ltd., 55 Victoria Street, London SW1H OEU or telephone him on 
|." 01-799 2222 (office hours) or 0860 364816 (evenings and 
— weekends) for an informal discussion. 
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ALIS TRALIA 


| i - A new Chief Executive for 


CSIRO will be appointed by the 
Australian Government, to take 
office on the retirement of Dr 
N.K. Boardman, 
1990. 


CSIRO needs an outstanding 
leader with a deep commit- 
ment to industrial and scientific 
research in Australia, proven 
-corporate management and 
communication skills and the 
vision to take CSIRO towards 
the 21st Century. 


CSIRO is one of the largest 
and most diverse national 
research institutes in the world. 
_ It is committed to excellence in 
conducting strategic and 





_ applied research that has direct 





in March | 


applications to 
industry 


CHIEF EXECUTIVE — 





Australian 
and benefits the 
Australian community. 

CSIRO has 7,000 staff and an 
annual budget totalling some 


. $A465m. It conducts research 


and development programs in 
information and communica- 
tion technologies; industrial 
technologies; animal produc- 
tion and processing; minerals, 
energy and construction; plant 
production and processing; 
and natural resources and the 
environment. 


The CSIRO Board is looking 


for an outstanding candidate to 


recommend to Government. 
The person should have a 
sound understanding of both 





the specialised skills required à 
in the management of strategic 
and applied scientific research — 


and a broad perspective on the e 


contribution of science and : ; 
technology to addressing 


economic, social and environ- 


mental challenges facing 

Australia. A background 
in science/engineering iS — 
desirable. ^ Qu 
Expressions of interest are  . 
invited from people with the — 
necessary breadth of exper- 
ience and commitment to this. 
key position. ; T 
An information package on the 
Chief Executive Officer position 


and its remuneration is available ^ 


from Mr Peter Langhorne, 
Telephone 61 62 48 4115. 
Please forward applications in 
confidence to: E 
The Chairman, CSIRO, PO Box 
266, Civic Square, ACT 2608 
Australia by four weeks after 
publication. 

CSIRO is an equal opportunity 
Employer p 










































‘United Nations Fonds des Nations Unies 
Population Fund pour la population 


| The United Nations Population Fund, the largest 

-| internationally funded source of assistance to popula- 

tion programme in developing countries, invites 
< applications for the following positions: 


Country Directors 

‘Senior positions located primarily in sub-Saharan 
Africa. Responsibilities include the development and 
management of population programmes consisting of 


^within the framework of the individual country's 
. development objectives. 
- Applicants should have advanced degree in Social 
- Science, eg, Population Studies, Demography, Public 
+Health, Public Administration with Population em- 
phasis. At least twelve years of increasingly responsi- 
-ble professional experience in the field of develop- 
ment at the national and international level, part of 
< which should be related to population. Fluent English 
-and French required. 

i + + 
Chief Technical 
| Officer (MIS) 
' Based in New York — Responsibilities include devel- 
opment, introduction and management of MIS activi- 
ties throughout organisation; provision of technical 
. support at headquarters and to the field offices, and 
¿establishment of EDP links with other UN agencies, 
- NGOs and research institutions. 
` Applicants should have advanced degree in computer 
- science, mathematics, or engineering and at least ten 
. years of increasingly responsible professional mana- 
- gerial and administrative experience in systems de- 
. velopment and computer data processing. Fluency in 
. English with working knowledge of French/Spanish. 


Systems Analyst (MIS) 


` Based in New York — The Systems Analyst is required 
| .to maintain computer based applications on UNFPA 
» Local Area Network and monitor parallel operations 


| evaluation systems for UNFPA projects and 
| programmes. | 

- Applicants should have advanced degree in computer 
science, mathematics or statistics and at least five 


English and knowledge of another UN working 
language. 

These career posts offer competitive remunera- 
tion. Please send applications to Vernon L. Mack, 
Chief, Personnel Branch, UNFPA, 220 East 42nd 
Street, New York, New York 10017, USA. E 





a broad range of technical cooperation projects 





às exists with outside organisations and to develop | 


years of relevant professional experience. Fluency in- 





Am COUNTRY PROGRAM | 


INE DIRECTOR. 


Bangladesh 


The-Association for Voluntary Surgical Contraception (AVSC), 
an international family. planning organisation, is seeking a 
highly motivated professional to manage and direct its multi- 
million dollar program headquartered in Dhaka. 


Qualifications: Master's degree, or equivalent, in public 
health, health care management, or related disciplines. Mini- 
mum of five years' experience in the health field, preferably in 
the planning and implementation of family planning or health 
programs in Asia. The candidate should have strong manageri- 


al, supervisory, and communications skills, have overseas - |. 
living experience and intercultural sensitivity; and be a self- ` 


starter who is able to work within Pm guidelines under 
limited direct supervision. In addition, the ideal candidate will 
have specialised skills in organisation development, training, or 
other technical areas. | 


Salary is negotiable. Excellent benefit package. Send résumé 
with cover letter stating salary requirements to; 
Marilyn Gainfort 
Personnel Officer 
AVSC 
122 East 42 Street 
New York, New York 10168 
USA 





ULG Consultants Ltd 


international Management Consultants 
in Agriculture, Agro-industries, — ^ 
Rural Development 





ULG Consultants Limited is ex xpanding its permanent and contract 
staff to cater for ongoing an 


Malawi. The following are required immediately: 


Economists, Agricultural Economists and Financial Analysts: with Ps 


experience in: project appraisal, monitoring and evaluation, farm 
management, rural credit, marketing, privatisation, structural 
adjustment. 

Agronomists with experience in: irrigated agriculture, rural devel- 
opment, tree Crops, extension and training, commercial farming. 
Process Engineers with experience in: tropical and temperate food 
and cash crops processing, livestock feed milling. 

Fisheries Consultants with experience in: aquaculture, fishing 
economics, fishing industries. 

Environmental Scientists with experience in: resource conserva- 
tion, impact analysis, wildlife, forestry, pollution control. 

Forestry Consultants with experience in: social forestry, industrial 
forestry, materials processing, agroforestry. 

Computer Specialists with cep of: infórmation technology 
particularly data base systems. l 

Project Managers with experience: in | leading multidisciplinary 
rural development projects. 


Applications from professionals in the above and related disci- 
ines should include a detailed curriculum vitae (including 
roni capability) and an indication of availability for interview 

in t 


Please write in confidelice to. Birmingham Road, Saltisford, 
Warwick CV34 4TT. Tel: (0926) 496121, Fax: (0926) 401882, 
Telex: 31565 ULG G, for the attention of The Manager, CSU, 
quoting retene t N AE 200.. | 






prospective long and short term. 3 
assignments in Ethiopia, Thailand, Pakistan, Bangladesh and rn 









Th füfemational Rice Research Institute (IRRD 
seeks a 


Soil Scientist/Team Leader 
for assignment to Madagascar 
















|. Provide research and administrative leadership for the IRRI- 
Madagascar Collaborative Rice Research and Training Program 


|: Oversee the design, implementation, and analysis of on-station - 


| and on-farm rice research and related activities 

; a Supervise crop and resource management research, including 
.— mineral deficiencies and toxicities. 

Develop rice production technology aimed at low-cost, sustainable 

dt ed farming BEES in anai s major 
ice-growing environment.. 


| Qualifications | 

T * Ph. D. in soil science 
* At least 7 years experience in research on rice or other cereal crops 

'rojec management experience in dada countries 

du nt in French ane pedi 








1 Pevatcoment Salary a and benefits will be commensurate with those 

| of similar international institutions and programs in ae 

Ei Application 

| Applications accepted until 15 July 4989. Nemen to begin 
jus 1989. or later. Please submit curriculum vitae, date of 

ailability, and the names and addresses of three referees to: 


Dr. Klaus Lampe, Director General, 
IRRI, PO Box 933, 1099 Manila, Philippines. 















e Agriculture & Rural Development. 
. * Economics Development 

e Institutional Development 

e Regional and Urban Planning 

e Social Studies 





Please write with your current CV to: 








cist ter of Free i 


If your CV i isn’t on our database, now is the time to remedy that. 


Travers Morgan International send consultants overseas on assignments of varying. 
duration, and many of the consultants we use are drawn from our in-house database. wat 
. We are presently updating our register of freelance consultants and we are keen to hear 


from specialists in any aspect of the following: 


Travers Morgan International is the overséas arm of a major UK consultancy. Our 
expertise includes engineering, transport, landscape, economics and agriculture. 






The TEER Rice Research: Institute OR : 
seeks a 


Deputy Director General for Finance and Administratio 


Responsibilities | 
* Finance: all activities‘ relating to y financial management 
-+ Administration: personnel, travel, purchasing, security, food and 
housing, and local administrative matters 
* Operations and Physical Plant: buildings and properties, motor 
. pool, and experimental farm 
Qualifications | z 
* Extensive financial and administrative manager 
* Work experience with international organizat 
countries, preferably in Asia | 
* Excellent communication skills in English 
- Master's degree in finance, management, or re lated 
IRRI is an international, non-profit, agricultural resear 
funded by about 30 donor nations and organizations 
conduct research, training, and information exchang 
works closely with. national agricultural research syste! 
The Institute has an annual budget of US$36 million 
about 90 internationally recruited and 2,200 locally 
The Deputy Director General for Finance and 
live at IRRI headquarters on the campus t 
Philippines at Los Baños, 60 km south of Ma 
sites are internationally areo 
Application | 
Starting date is 1 August 1989. - Abpli&ations: aécapt 
1989. Please submit curriculum vitae, date of av Hab 
names of three professional referees to: ^ — > 
Dr. Klaus Lampe, Director General. f. a 
IRRI PO Box 933, 1099 Manil a, li aaea 




























































































K Management Cónsultanicy . 

e Traffic & Transport Planning 
e Environmental Services 

e Tourism & Leisure 

e Landscape 


David Pritchard 
Travers Morgan International 


Mead House, Cantelupe Road, East Grinstead 
West Sussex RH19 3DG, United Kingdom 
Tel (0342) 327161, Fax (0342) 313500/315927 













As specialists in communications systems, 
Alcatel is quite simply the leading force across the 
broad spectrum of Public Network Systems, Trans- 
mission, Business Systems, Cables and Network 
Engineering and Installation. 

Because Alcatel covers such a wide range of 
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complementary technologies, we can guarantee 
full support, whatever your communications systems 
requirements. 

Our unique expertise in Public Switching 
Systems, Private Communications Systems and 
Transmission Networks made Alcatel the obvious 
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choice to meet the demands of such a huge market. 

As the Chinese were quick to appreciate, 
Alcatel's experience stretches across such a wide 
area, we have the resources and the confidence 
to meet the most demanding challenge anywhere 
on or above this planet. 
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ALCATEL 


Alcatel n.v., World Trade Centre, 
Strawinskylaan 341, NL 1077 XX Amsterdam, The Netherlands. 





A recent national survey of the. quality of life in 38 of Britain's 
urban areas ranked Teesside ninth. London was Mih. What 


high quality reasonably priced housing, good. shopping and 


when compared with the South East. Teesside's weekly 
- shopping basket is the sixth cheapest i in the land. Teesside's 
„nursery school provision is twice the national average, its 'O' 
Level attainment above the national figure with excellent choice 


meh @ ON 
V MANCHESTER 


LÀ 
HRMIRGHAM 


^. With London 34th - 


placed Teesside so high? Chiefly, reasonable cost of living, | 


leisure facilities, and excellent access to fine scenery. But: 
_ Teesside scored right across the lifestyl e spectrum — particularly | 


: of State and private schools, the further education facilities . oe TS2 IRE. Tel 0642 apel 
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within its reach extensive and wide ranging. Public expenditure 
on healih is higher; hospital waiting lists shorter. And the 
magnificent scenery? The 36 miles of the Cleveland and North 
Yorkshire Heritage Coast, the 550 square miles of the the No — 


York Moors National Park, the 680 square miles of 1. 
Yorkshire Dales National. Park; the upper reaches of the River 


Tees with its spectacular waterfalls, Teesside — the sum of its 
parts puts if in the Top Ten. To find out more contact 
Duncan Hall, Chief Executive, Teesside Development 
Corporation,. Tees House, Riverside Park, Middlesbrough, 





6. - Fox 0642 230843. 















































































rades again 


A AOST thaws bring mush. But Mikhail 
- AV Gorbachev will get a jolt next week 
-when he steps out of his snow suit in China to 
- shake the hand of Deng Xiaoping for the first 
time: the earth will move under him. 
=> Thirty years ago the rift between commu- 
^pism's two great powers caused the biggest 
shift in the balance of power in the West's fa- 
since 1945, because it obliged Russia to 
| — fdeits soldiers and its missiles between two 
fronts. A shared threat from Russia also 
brought China closer to the West. The clos- 
ing of that rift restores to Russia something of what it lost 
when Khrushchev and Mao fell out. Yet a China back on 
comradely terms with Russia is not the worry it once was for 
` the West. The old fear was that Russian troops freed from the 
— eastern front would strengthen the western one. But Mr Gor- 
- bachev is cutting his army on both fronts. And although Mr 
Deng will give Mr Gorbachev a warm welcome, he is not 
- about to turn his back on the West and fall into another Rus- 
-sian bearhug. | 
— . Indeed, most of the surprises. in the new China-Russia 
friendship have already happened, and they have been pleas- 
ant ones. Mr Gorbachev's road to Beijing used to be blocked 
by what China called the "three obstacles" to better rela- 
‘tions: the Soviet military menace to China, the Soviet inva- 
— sion of Afghanistan and Soviet backing for Vietnam's occu- 
pation of Cambodia. Mr Gorbachev has levered aside these 
-- stacles, one by one. First, he ordered his troops home from 
— ghanistan. Then, at the United Nations last December, he 
announced that he would chop 500,000 men from the 5m- 
strong Soviet army: it was little noticed in the West at the 
time, but 40% of the cuts are to come from the 25% of Soviet 
forces in the Far Eastern Military Theatre, which means 
mostly along the border with China. Last, but most impor- 
tant to China, Mr Gorbachev has prodded Vietnam to speed 
"up its withdrawal from Cambodia (although China wants 
him to prod still harder, see page 28). | 
|. So far Mr Gorbachev has made most of the running. That 
= is because he stands to gain most from better relations with 
~~ China. But China, too, sees profits in friendship. 
^». Both countries are preoccupied with economic difficulties 
~~ at home and could use the respite of a little military detente. 
~~ China had already cut its army by 1m men (roughly a quarter 
of the total) two years ago. Now there are rumours that it may 
= trim away 500,000 more. Although Russia's army cuts have so 
— far been smaller, Mr Gorbachev stands to gain some useful 
< budgetary savings from a friendlier China. In the ten years 
from 1969, four-fifths of the extra roubles Russia poured into 















its military machine went to its Asian parts t 
cope with the Chinese threat. But det 
with China not‘only saves Russia money. T 
the extent that it allows more military cuts t 
be made, it will also help Mr orbache 
change Russia's image in . 
over-armoured threat on everybody s hc 
to more amiable neighbour, readier for 
than for target practice. © ^ 7 e 
By playing down Russia's military 4 
ence, Mr Gorbachev hopes tom 
comfortable for America. Seen 
the view across Asia and the Pacific is still blockec 
of American bases and alliances set up in the 
the Soviet threat. Slowly this old pattern of p 
ing under the Gorbachev charm offensive. 
has succumbed, Russian diplomats will find it 
headway in south-east Asia. E 
Yet it is north-east Asia that is fixed mostly firn 
Gorbachev's sights. The only country so far imm 
Gorbacharm is Japan. It is harder for Mr Gorbachev ti 
concessions to Japan than it was to placate China (se 
29). And Japan will remain a close ally of America, albeit: 
that is already showing signs of greater independence. 
anything Mr Gorbachev can do to make Japan less frighte 
of Russia is likely to weaken Japan's ties to America. |. 













Time to bury the radish © | 
The benefits to both China and Russia of the new detent 
still wider. One-party socialism was never easy to sell, e 
at bayonet-point. It made the selling all the harder w 
two biggest communist powers, supposedly united by 
mon ideology, were calling each other names (Stalin 
cultural mood, once called Mao a radish communist —re 
the outside, white on the inside) and coming to blows. ^ 
Selling the one-party brand of socialism is still 
Gorbachev’s aim. But he says he accepts that the comps 
between capitalism and communism will be decided ir 
world's marketplaces, not on its battlefields. It is a cot 
tition that neither China nor Russia is yet equipped t 
but one for which they can certainly help each other prepa 
In the past five years trade between them has soared, t 
from a low level. And since that trade is done by barte 
ther side has to come up with hard cash to pay for m 
needed imports. Border trade, now about a third of o1 
trade, is a boon to the Soviet Far East and to China's t 
eastern province of Heilongjiang, which would otherwise 
out on the benefits of reform. M 3 | 
What is more, while both countries are trying to pe 










































yc | 
ong vihe reforming an i hee Mr Ce n Chi- 
na's "open door" to the outside world has already brought in 
much-needed foreign i investment and know-how. That makes 
it ideologically easier for Russia to do something similar, par- 
ticularly in Asia. Russia's eastern rim poses none of the na- 
tionalist challenges of its western rim that have given pause to 
ven the most ardent reformers. It can therefore be used more 
eely as a test-bed for reforms, including more local decision- 
king and more flexible rules for joint ventures with foreign- 
8. That will mean competing to some extent with China for 
the interest and cash of South Korea, Taiwan and Japan. But 
will be a friendly rivalry, not a troublesome one. 

All this depends on both «eountries keeping the courage of 


) HE rise of the dollar past DM1.90 on May 8th was odd 
and worrying. Financial markets had long assumed that 
el to be the dollar’s ceiling under the secret terms of the 
wre accord, adopted by the Group of Seven big industrial 
nomies in February 1987. But the currency's new strength 
s more than add a new dent to a much-battered agree- 
ent. It also asks hard questions about international macro- 
nomic policy that have been sitting quietly on one side 
ce President Bush took office. 

The breaching of DM1.90 is odd in several ways. Recent 
res on the American economy—though mixed, 
Imittedly— have suggested that the needed slowdown in de- 
and is starting to happen (see page 37). This in turn makes it 
ss likely that the Federal Reserve will have to push interest 
tes any higher in the next few weeks. The news that dollar- 
denominated assets are not about to become more attractive 
-because of higher rates ought, surely, to have weakened 
dollar. It did not. 

Another oddity was the way the main central bass re- 
onded to the dollar's breach of the DM1.90 ceiling. Lately 
ey have been selling dollars to hold the currency down. At a 
utine meeting in Basle on May 7th-8th, central bankers dis- 
issed the effectiveness of their intervention in the currency 
arkets. They decided to hold back for a while. Despite thar, 
aders said that the Federal Reserve carried on selling dollars 
y check the currency's rise. Acting alone, against the drift of 
ports from the Basle meeting and in apparent contradiction 
earlier statements from America’s Treasury (which said 
t the dollar's recent rise was not a worry), the Fed's inter- 
tion failed. — 

Much of this—especially the inability of America’s Trea- 
y to refrain from saying confusing things—is all too famil- 
But hitherto, though much else had gone wrong with the 
ivre accord, the central bankers had at least seemed able to 
'rvene in concert from time to time and thus to push the 
rkets briefly in the desired direction. If this sort of co-oper- 
j ds breaking down, there will be little left. 
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her interest rates in Japan and West Germany are needed to check its rise 


big ; if—there is a each Mr ee earned his mete : 
ing credentials with economic reform. He has no time for the - 
freer politics and freer press that many Chinese, including the ` 
thousands of students who have marched through China's. 

cities in the past three weeks, now want. Mr Gorbachev, by 
contrast, has made bolder strides in political reform, partly 

because his economic reform is stuck and he wants to kick it 

forward. Which makes the timing of their meeting a trifle 

awkward. For all its symbolism of a communist world re- 

stored, the last thing Mr Deng needs right now is to see Mr 

Gorbachev cheered on the streets of Beijing by some of his 

billion-strong Chinese fan club. Even between comrades, 

friendship has its limits. 





Would that be bad? At first TM be answer r depends on. 
why the dollar has recently been so strong (see page 84). Ofte 
view is that at DM1.90 the dollar is roughly right, in the sense 
that it is not far from its purchasing-power parity. À much 
more common view is that the dollar was already too high 
before this latest rise began. This alternative reading of "the 
fundamentals" stresses not purchasing-power parity, but the 
value of the dollar that is needed to bring down America's 
current-account deficit. It implies that the recent apprecia- 
tion has been driven mainly by false optimism about the 
course of the external deficit and by short-term expectations 
(encouraged by those Treasury comments) that the dollar will 
not be allowed to fall. | 

In a world where traded goods still flow pretty freely be- 
tween countries, the minority view looks more plausible. It 
seems unlikely that America needs, much less could sustain, a 
competitive advantage over its trading partners that would ` 
won by using an exchange-rate devaluation to put a perm 
nent wedge between domestic and foreign prices, Yet that i is 
exactly what the majority view ca lis for. | 





A good time to co-operate - 


Though the two views seem directly apes in fact they 
have enough in common to yield a concrete suggestion for 
policy. The vital point is that,.on either view, a further large 
rise in the dollar is not wanted. The least unreliable way to 
prevent such a rise is to narrow the interest-rate differential 
between dollars on one side and D-marks and yen on the 
other. Since the balance of risks on inflation argues against 
lower interest rates in America, rates need to rise a bit further 
in West Germany and Japan. This would be difficult—and 
wrong—if domestic monetary conditions argued for lower 
rates in those countries. In fact, they suggest the opposite. For 
once, then, there is no clash between the demands of co-oper- 
ation on currencies and the control of domestic demand. 
Before long, however, it is safe to bet that there will bea 
clash. Soon, for example, / America may y want to lower its in- 














p a uo T a 


=i >S eh Pol ae 


terest rates to check the dollar’s strength, but to keep them up 
because domestic demand is still growing strongly. Then 
America’s policymakers might remember that if they want to 
hit two economic goals—a target for the dollar and a target 
for domestic demand—they need two economic policies. 









Monetary policy is one. Until America rediscovers the 
other—fiscal policy—interest rates will keep being wrench d 
unpredictably from target to target. And the world will just 
have to put up with currencies that often do what they aren't 
supposed to. | 





Disappointments of democracy i 


They may be many, if dictators have already destroyed its support-system 


O ACCUSE General Manuel Noriega of rigging elec- 
tions is like accusing a porcupine of having spines. Yet he 
is a poor rigger. Last time Panamanians voted, in 1984, the 
rigged voters’ roll failed to give the general’s candidate a ma- 
jority, and the result had to be refixed after the polls had 
rlesed. In the election on May 7th neither pre-poll rigging nor 
t-poll fraud could conceal the general's defeat. Mr Noriega 
must go. He is a small-time dictator, unworthy of all the 
huffing, puffing and sabre-rattling in Washington this week. 
The best way out is for the United States to resuscitate last 
year's agreement (spoilt by American impatience) for his 
peaceful departure. That would leave Cuba as the only coun- 
try in Latin America still under a caudillo who had not faced, 
or promised, some rough-and-ready election. 

Splendid. Yet voting can disappoint. On May 14th 
Argentinians will be glumly voting for a successor to Mr Raul 
Alfonsin, whom they joyously elected six years ago as their 
first legitimate president after 20-odd years of blundering mil- 
itary rule. His presidency has brought them chaos, poverty, 
and shortages even of the imported paper for the banknotes 
needed to keep pace with inflation. A majority will probably 
vote for Mr Carlos Menem, who promises to bring back the 
ruinous policies of the dead dictator, Juan Peron, though an 
antique voting system may rob the Peronists of their victory. 

Democracy restored has not rid Argentina, once among 

- world's richest countries, of its tinpot army hankering for 

ional glory, its vast public sector sucking in subsidies, its 
taxes that make exporting a mug's game, its industry crippled 
by anti-democratic union bosses, its ramshackle federalism or 
its courts that deliver poor justice with inordinate delay. Yet 
Mr Alfonsin has steered his volatile people through coups, 
counter-coups and calls for revenge; he has declined to use 
emergency powers, stood by the civil law, and made fresh elec- 
tions possible. This is partly what he was elected to do. But 
voting does not pay the rent or drive the trains; democracy 
earns no foreign exchange. If it fails to bring prosperity, it 
may kill freedom as surely as any black-booted general. 

Mr Alan Garcia, next door in Peru, was legitimately 
elected in 1985. He has made an even greater mess of his 
country's economy, and failed to curb either its bloodthirsty 
insurgents or its sometimes brutal soldiers. The Brazilians 
went democratic the same year; their president, Mr Jose 
Sarney, has regularly botched reforms much like the ones Mr 
Alfonsin failed to push through. Chileans, eager to be rid of 
General Pinochet, fear that next year's election of his succes- 
sor may bring back bungling along with freedom. 
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The new democrats are not doing much better outside 
Latin America. In the Philippines Mrs Cory Aquino picks her 
perilous way through corruption and financial stringency. In 
Turkey the generals’ eyebrows rise every time Mr Turgut Ozal 
stumbles. Pakistan’s opposition waits for Miss Benazir Bhutto 
to lose her delicate balance. Of recent transitions to democ-- 
racy, only those of Spain and (more slowly) Portugal seem 
triumphantly irreversible. ` 


Voting is not enough 


Democracy is better than dictatorship, not just morally but. 
practically too. It rests on consent rather than coercion, and 
contains the mechanism for its own renewal. But voting is not- 
enough. Democratic government requires contending par- 
ties, independent courts, reasonably impartial public ser- 
vants, undisciplined journalists, and a whole untidy baggage- - 
train. When democrats foul up, the generals chuck all that 
baggage out. When the democrats return, they may throw out 
the generals' decent kit-bags along with their dirty ones. That 
fate may await Chile's new economic strength. « 

The transition to democracy is itself risky. To get politics. 
going again, ill-assorted civilian coalitions agree on the need 
to redress the soldiers’ oppression, but on little else. Without 
a programme, the politicians fail; the generals come marching 
back to their own inevitable failure; the cycle spins again. 

Can outsiders help? The rich democracies—rich because 
they are democratic, as well as democratic because they are - 
rich—have a legitimate interest in smoothing democrats” 
progress everywhere, not just in odd cases like Panama's. Bi 
the new democrats often ask their well-wishers for the wrong. 
things. In particular, since most authoritarian governments of 
the 1970s ran up huge foreign debts (sometimes for guns to 
keep their soldiers happy), they seek debt relief and subsidies. 

Indiscriminate aid can do as much harm as good. Money 
given without insistence upon policy changes may simply pre- 
serve bad old habits: cheap imports, subsidies, distorted pat- 
terns of consumption that pile up future trouble. Bolivia, 
which voted peacefully the same day as Panama (see page 46), 
shows how hard times can give birth to reforms that are politi- 
cally as well as economically stabilising; its success has come 
from some jolting changes in its economic policies, and with- 
out foreign beneficence. 

Weak institutions do more than poverty to undermine 
elected governments. Most of the credit for the successful. 
transition to democracy in Spain and Portugal belongs to 
Spaniards and Portuguese. But international involvements - 
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| i (the EEC) helped clo 
he authoritarian opti 





uch as NATO) and the hop of more (the i | 
| ption. Central America's tentative demo- 

rats try to reinforce each other by working together in their 

egional common market and their projected regional parlia- 
ent; they rightly ask for help from Europe, as well as from 

he United States, in making these experiments work. 

The world's new democrats need their civil servants and 





'N THE 1980s governments everywhere have tried to shrink 
. the public sector. By choice or by force of circumstance, 
ey have lowered taxes, cut public spending and privatised 
ate-owned industries. In exposing once-sheltered parts of 
eir economies to market forces, they have promoted greater 
ioice, competition and efficiency. The benefits —especially 
r countries such as Britain, which has been in the 
inguard—are already apparent. To most sympathisers, the 
only drawback has seemed too small to worry about: that as 
e boundary between the public and private domains has 
shifted, it has become blurred. 
- As this privatising decade draws to an end, that small 
drawback needs to be looked at carefully. If governments ne- 
lect it, as Britain's seems to be doing, it will one day give 
em a nasty shock. It might even discredit, and therefore 
art to undermine, the achievements of the past ten years. 


y blurring can be bad for you 

easonable men may differ over where the public-private 
boundary ought to lie. The pro-market trend has been guided 
by the principle that governments should leave consumers, 
'roducers and the price mechanism as free as possible to allo- 
te resources. But there are two large and untidy qualifica- 
ions. First, an absence of competition may allow producers 
© extract monopoly profits from consumers. Second, private 
osts and benefits can sometimes differ greatly from social 
osts and benefits. For both reasons, government interven- 
ion can in principle be economically efficient. In practice it is 
ar harder to say. Interventionists forget that government ac- 
tion almost always drags in inefficiencies of its own making, A 
balance must be struck. 

— Hard as it may be to strike that balance, reasonable men 
can surely agree on a connected point. Once governments 
have decided where to draw the boundary, they should mark 
it clearly. Managing the public purse calls for special disci- 
plines. If financed by the printing of money, public spending 
isks inflation; if by borrowing, a rise in interest rates that 
crowds out” private investment. Public borrowing—or pri- 
ate borrowing with an explicit or implicit government guar- 
ntee—is ultimately backed by the state's unique ability to 
aise money through taxation. The only assurance that tax- 
ayers have that the borrowing makes economic sense is in 
ne care a government takes over how it spends its money. 
he danger of a blurry public-private boundary is that. it 








Public money, private works 


Governments should ot blue the fiscal line between state and market 





central bankers trained, udges helped to deliver jus 
their universities properly run; they need encouragement and. 
support to form the soil for democracy's roots. On the march 
away from authoritarian rule, Eastern Europe may soon be 
following Latin America. Nations with happier histories can 
help spare Czechs, Poles and Hungarians the grief that disap- 
pointed Argentinians feel as they approach the polls. | 
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might cause the government to relax its standards even 
though it, and not the market, remains the decision-maker. 
The best current example of this blurring is in the supply 
of infrastructure, and especially of roads. Left to itself, => i 
market is at something of a loss to say what roads should —— 
built and where. The reason is not that charging for the use of 
toads is economically inefficient or difficult (when roads get 
congested, charging is desirable and feasible). Nor is it be- 
cause the divergence between private and social returns is 
large (though it is). It is simply that the customer for a big 
road-building project can only be the government. If Britain 
were to have a new motorway from London to Leeds, it would 
be the government’s task to say whether it was needed at all, 
choose the route, set the rules within which planning permis- 
sions would be granted, arrange for the compulsory purchase 
of properties, plan complementary extensions of the road net- 
work and so on. All this is true regardless of who builds the 
road, or of how the money to build it is raised. In essence, big . . 
road schemes are public-sector schemes. Sam ipee d 
Dritain's builders have long tried to argue otherwise. © 
Since toad-building is public spending, the Thatcher govern- : 
ment has squeezed it. So the builders said: "Suppose we raise - 
the money for an extra road ourselves, and charge tolls. Then 
it will be a private-sector project, and you can ignore it = 7 
public-spending purposes." Until recently the governm — ^ 
rightly said no. The method of finance, whether direct - 
(through taxes or sales of government bonds) or indirect 
(through company borrowing), has little bearing on the 
project's economic consequences. However, the Treasury has 
now caved in to pressure from the building lobby, promising 
that if it lets any privately financed roads go ahead, they will 
usually fall outside its normal public-spending disciplines. 
Since Britain needs more and better roads, might it not be 
a good thing for the Treasury to start napping on the job? 
Hardly. As the 1970s showed, fiscal laxity can end in a night- 
mare. More, the deliberate blurring of the public-private 
boundary is in this case a microeconomic mistake. By an- 
nouncing its willingness to treat an increase in future public 
spending as though it were something else, the government is 
saying to the builders: please don't show us the best ideas. - | 
To see this, remember that roads yield big social benefits. 
London's new and congested orbital motorway has hel 
not just the grumblers sitting in its traffic jams (otherwise tl 











would not be there) but also all those who would have been 2 








Excerpts, oii remarks by 
- Chairn an John E McGillicuddy 
i at ithe MHC annual meeting on 
April 21, 1989. 









2 Because of our accomplish- 

: ments in 1988, we are now moving 
. ahead from a position of renewed 
-financial strength and with a 

. more sharply focused business 

. momentum. - 

Net income. in the first 

"a quarter totaled $103 million. This 

- compared with $141 million in 






quarter had included some $40. 
. million in tax benefits and a gain 
= from the sale of an investment 
." management subsidiary. 


On an operating earnings 





200 Last year's first quarter had 
— also included $12 million in net- 
income from Manufacturers 
Hanover Consumer Services, 
which we sold in May of 1988 as 
part of our equity building pro- 
gram. When this factor is consid- 
ered, the quarterly comparison 





becomes all the more notable. 

What we are now seeing 
are stronger operating earnings . 
based on fundamentals, including 
better credit quality, good expense 
management and continued strong 
showings by our corporate finance 
and consumer banking businesses 
and by our CIT subsidiary. 

Highlights of the quarter just - 
ended included: - 

First, credit. uality. 

omestic nonperforming | 

assets declined by $706 million, or 





1988's first quarter. But the year-ago 41 percent, from a year ago. They 
were down $56 million in the latest. 


quarter, continuing the favorable 
trend. | 
Net charge-offs for the quar- 
ter totaled $98 million, down from 
$142 million a year ago. We expect 
these favorable trends to continue 
giis ius the pane of the year. 





first RM were down 4 percent: 
from the first quarter of 1988, 
which itself was a good quarter in 
terms of expenses. So our corpo- 
rate-wide cost control efforts are 
continuing to show good results. 






consumer Lb A 





quarter to $33 m 


. CIT in 1988. 


Third, the it impo rtance of our 


























10 percent over last y year’ g :fi rst 
lion. These | 
improved fi irst-quarter results 
follow a major turnaround by 





Fifth and finally, capital. 
-ommmon shareholders 
equity at March 31 totaled $2.91 . 
billion, an increase of $756 m 
or 35 percent, over a year ago. . 
, Our risk- based Sai ratio 










stringent hires on set to take 
effect in 1992. 







well as to neo any à 
vicissitudes in the marketplace. _ 


For the handicap golfer beating par is a 
considerable challenge. As a golfer Martyn 
Arbib brings the same determination and 
concentration - so much in evidence on the 
golf course - to achieving better than average 
performance in the equally challenging field of 
fund management. 

Although October 87’s Black Monday hurt 
private and professional investors alike, 
international stockmarkets have recovered 
much lost ground, and shares around the world 
are clearly moving in the right direction. 

Most commentators are agreed that, taking 
a two to five year view shares will provide 
excellent value for today’s investors, and 
currently increasing volumes of business and 
rising share prices support this view. 

Martyn Arbib and his investment team, 
however, are not content merely to enjoy the 
benefits of more favourable investment 
conditions - they’re out to beat par, to get as 
much performance as they can from 
international stockmarkets. 

Like the golf swing, it’s difficult to get 
timing exactly right, but Martyn believes that 
investors who are running an historically high 
level of liquidity on that part of their overall 
assets that would normally be allocated to 
equities, should be looking to reduce that 
liquidity. 

And remember that offshore unit trusts are 
an especially convenient and potentially 
rewarding vehicle for equity investment. 

The value of a unitholding, and the income 
derived from it, can fall as well as rise and the 
realisable value of units is determined by 
reference to the ruling bid price. 

For details of the Perpetual range of unit trusts, 
simply write to: Perpetual Unit Trust Management (Jersey) 
Limited, P.O. Box 459, 19 Seaton Place, St. Helier, Jersey, 
Channel Islands. Tel: Jersey (0534) 68448. 


Member of the Jersey Fund Managers Association 


EXPerpetual 


Independent Unit Trust Management 










Cmotorists, "t akd S a toll, would iak y pay. There 
| nearly always be a clash between social benefits and toll 
enues, because private operators will design their projects 
nd set their charges to maximise profit, not to ensure that 

are used efficiently. The cost of choosing projects which 
rnment can pretend are not really in the public sector 


to keep cool 





ERE is a hunch. Within the next half-century the gov- 


“ne-fifth of their revenues from taxes and charges on pollu- 
n. Largest of all will be a tax on the carbon dioxide emitted 
wnen fossil fuels—coal, gas and oil—are burnt. The effect of 
—. this tax may be roughly to double the price of high-carbon 
^: fuels. Why should this happen? Because the alternative will be 
further concentration of carbon in the earth's atmosphere, 
with unpredictable but almost certainly nasty effects. 
..  . Elected politicians do not much like inventing new taxes. 
"s 86 it has fallen to Mr Carlo Ripa di Meana, the EEC commis- 
-sioner for the ehvironment, to broach the idea of a carbon 
: tax. He has been musing about a scheme that would tax car- 
- bon emitted by EEC countries, at a rate set by the European 
Commission, and use the revenue to pay third-world coun- 
tries not to chop down their forests. Brave though he is to 
| raise the idea, it has serious flaws. 
He is right that people must start looking quickly for ways 
to reduce the carbon concentrated in the earth's atmosphere. 
— Carbon dioxide accounts for roughly half of the warming of 
= the earth by a number of gases which trap the sun’s radiation 
on its return journey from earth. Scientists are still unsure 
hat effect that warming will have. But they predict, with 
rying degrees of confidence, a rise in sea level, a change i in 
the direction of ocean currents (diverting the warming Gulf 
Stream from Europe), shrivelled forests, fiercer hurricanes 
—. and drought-stricken crops. Few countries will gain from such 
$c meteorological horrors: most will lose. 
." The carbon dioxide that helps to cause this unwanted 
global warming is given off mainly by the energy-guzzling in- 
dustrial countries. North America and Eastern Europe each 
= spews out roughly a quarter of the total; a further 15% or so 
- comes from Western Europe. Most is a by-product of burning 
. coal; some comes from oil and natural gas. To stop the rise in 
carbon concentration, industrial countries need to use energy 
* more efficiently, and to switch to non-fossil fuels (mainly nu- 
clear power). Some of the world's carbon also comes from the 
destruction of forests in the third world. Deforestation makes 
























things worse in two ways. Growing trees lock up carbon; 

burning or rotting trees release it. 

^. Only recently have most governments begun to worry 
about the consequences of global warming. They have re- 

xonded mainly by asking scientists for more proof. This is 





. ernments of many industrial countries will raise perhaps - 


i. emen tare gradually realising that they must make fossil fuels dearer 


ee 


«that they will lead to time-wasting efforts to set up new inst 


the need to change domestic policies. True, the EEC 





T AREE years in eit pros investment ha: 
squeezed, calls for new infrastructure are mounting, a 
just in Britain. Some of the demands make sense. Let tl 
ket work where it may. But where only government 
cide, let them claim the necessary cash without dec 
within adhrámework of fiscal discipline. Only then will taxy 
ers get what d are pu to: value for publi ic money. 
















































understaitlabls: it is hard to ask voters to make large 
in their behaviour on the basis of uncertain horrors 
afflict their children's children. But the risk is that 
time scientists can produce evidence that satisfies po 
the costs of stopping global warming will have bec 
manageable. More sensible has been the discussión of i 
national machinery, for no country will agree to limit its: 
sions of greenhouse gases if it thinks that others 
increasing theirs. But one danger with these discussion 


tions, instead of adapting what already exists. - 


What will voters say? 
So far governments have been reluctant to talk much a 


agreed to stop producing another kind of greenhous 
chlorofluorocarbons, by the end of the century. Bat tha 
be easy, compared with cutting carbon-dioxide emissions 
20% by 2025, a target set at a meeting in Toronto last ye 

A tax on carbon offers the most efficient way to reach 
goal. Make energy more expensive, and people will us 
more frugally. That was the clear lesson of the 19705, 1 
two huge jumps in the oil price (and higher energy taxe: 
to a big cut in the amount of energy used for each doll 
output. Since then, the price of oil has fallen steeply 
terms, and the gains in energy efficiency have begun ti 
ravel. A carbon tax is also the best way to make nuclear y 
look a better buy. And it offers a direct cash reward: tot 
who devise other kinds of carbon-free power. uu 

If a tax is such a good idea, why will Mr Ripa di Me 
proposal be unpopular? It has two serious flaws. First, it i: 
to link a carbon tax in the EEC to a fund for saving the 
forests. Each issue is tricky enough in its own right: be 
the proper level of a carbon tax ought no more to be de 
mined by the amount of cash needed to bribe Brazil to 
its trees than the size of the rain-forest fund should be 
mined by the rate of carbon tax. It would be wiser to tel 
ber governments to keep the proceeds of the tax to use as 
think best—perhaps to cut other indirect taxes and to 
industry and consumers pay for energy-saving investme: 

The scheme also offers no answer to those who wort 
it might drive carbon-belching industries out of the Cor 
nity, and give dirtier countries an advantage. It might be 

































































le, sceptics say, to persuade America or J: mpose : 
omparable burden on indusiry but. what of developing 
ountries, which may have neither the will nor the adminis- 
tative means to impose such a levy? 

. Asthe Dutch government has found, taxing pollution is a 
angerous game. Tax brings into the open the costs of adjust- 
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abour does its best 


THE glare of a slick publicity campaign, the leaders of 
ritain’ s Labour party have endorsed the conclusions of a 
'O-year policy review, They say Labour has dropped its com- 
itment to old-style nationalisation and to unilateral disar- 
n and has learnt to love the market, consumers and 
pitalism (see page 61). It is easy—and partly accurate—to 
iim that this week marks a sea-change in Labour's attitude, 
id in its attraction for those voters who are tired of Margaret 
tcher but despairing of the hopeless centre parties. 

The claim is equally easy to shoot down. Labour says that 
symbolism of the policy reviews is what matters; their de- 
is secondary. That will not do. If Labour is serious about 
policies, they must stand up to o Some of them 
yn’t. The 70,000 words of policy reveal a depressing affec- 
| for boards for this and that, investment banks, revamped 
tries and other beefed-up institutions of corporatism. 
se are exactly the mechanisms that were unable to deliver 
t German-style prosperity to Britain when well-meaning 
our and Conservative politicians and their civil servants 


perated them in the 1960s and 1970s. 








e party's the problem 

hough policy details matter, they are not the main reason 
doubting Mr Neil Kinnock’s Labour party. There are mat- 
of history, and questions for the future, that provide the 
ntext against which Labour’s progress over the next few 
onths must be measured. 

-History first. In congratulating Mr Kinnock for changing 
me of his party’s views, it is easy to forget how long he has 
ken to do so. He became leader in 1983. He defied the far- 
eft in 1985. In 1986 Labour won a seat from the Conserva- 
ves at a famous by-election in Fulham. By then it had ac- 
cepted most of the policies that are now being celebrated. 
Old-fashioned nationalisation had already been ditched; Eu- 
rope already welcomed; the consumer already crowned. The 
retreat from unilateralism was under way. But it was not 
ough to win power. Compare that with Mrs Margaret 
hatcher’s record. After just four years as leader of her party, 
ie had set new political priorities for Britain, and had won 
election on them. Mr Kinnock has not matched that. 
Unfair comparison, say his friends. In the people’s party, 
iange must be gradual; it must be done democratically; its 
mbers, of their own volition, must come to believe in the 
eed for something new. Quite so: but that is the problem. 
For almost 70 years it has been a central fact of British life 


‘ing to a cleane om ns prefer 


, fo lore questions than answers from the party that wants to replace Margaret Thatcher 


impose greater costs gil distortions on tlhe economy, Ba | 

these are better hidden. Regulations may be needed as well as 
taxes, but they will not be enough on their own. The sooner 
voters are willing to face the true costs of cutting carbon, the 
sooner will the world stop warming. 


:NEMMMNMM------—---— ———————————— 





that those on the left or centre-left of politics have had no- 
where to go but Labour. Hence Labour has always been a 
fissile mass. It has been made up of liberal radicals; of reform- 
ist, Fabian, social engineers; of Utopian dreamers; of trade 
unionists; of Marxist theoreticians; of revolutionaries. To. 
outsiders, it has seemed self-absorbed, with one part alwa 
squabbling with another. Labour knows that this has been 
electorally damaging, but does not quite know why. 

The point is not that the British crave “unity” in their 
political parties. But they want their governments to be hon- 
est. They want what ministers say they will do to have a pass- 
ing resemblance to what they want to do—and to what they 
are able to do. The Labour party’s nature has made this hon- 
esty extraordinarily difficult to come by. Too often, Labour 
leaders have had to do things that shamed them, or certainly 
should have done. Remember Mrs Shirley Williams standing 
on the Grunwick picket line, Mr Denis Healey mouthing a 
fudged defence policy—all because otherwise there would be 
trouble somewhere or other in the party. 

So when Mr Kinnock says that his party is united on the 
need for change, the voters are entitled to press him hard. 
Two questions are vital to revealing whether Labour can form 
an honest government. First: is he prepared to remove the 
role that trade unions have in Labour’s councils? This is not 
just a matter of democracy, and of the absurdity of the union 
block-vote at the Labour conference. The unions are nowt 
most conservative element in public life. If Mr Kinnock can- 
not break Labour’s formal links with them without party 
trouble, his reforming words in opposition will not be 
matched by reforming action in government. 

Second: can he sell his new nuclear defence policy to the 
great majority of his party? That policy would keep Britain’s 
existing nuclear weapons, but as a bargaining-chip rather 
than a deterrent. It is still badly flawed (bargaining-chips are 
worth nothing if they would never be used), but it is the best 
defence policy Labour has had since 1979. If a significant 
number of party members cannot accept it, there i is no hope 
for an honest Labour government.. 

Britain needs an electable opposition; the best chance of 
getting one lies with Labour; some. of Labour’s leaders are 
talented. None of this isin doubt. Nor need it be doubted 
that the talented ones want to defend Britain, and manage a 
modern capitalist economy. But is that what the party wants? 
If not, this week's razzmatazz counts ts for nothing. 
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HOW FUJITSU 
HELP FIONA HAMILTON 
FLY HOME WITH A SMILE. 


Fiona Hamilton is a stewardess for 
British Airways. She flies on the airline's 
long-haul routes out of London, but 
actually lives hundreds of miles away 
in Scotland. 

Arriving back in London from an 
overnight flight, Fiona’s first stop is at 
the airline's Staff Travel Centre to buy a 
ticket for a Super Shuttle flight home to 
Edinburgh. 

Standing in a line waiting for a ticket 
does not make her smile. Fujitsu to the 
rescue. 


Number one 
computer maker 

Fujitsu, Japans number one com- 
puter maker, recently helped British 
Airways relieve the problem of queuing 
at its Staff Travel Centre at Heathrow 
Airport London by designing and manu- 
facturing a very special printer to form 
the heart of an automated ticketing sys- 
tem built by the airline itself. The system 
(photo, right) allows staff to bypass the 
ticket counter and issue their own tickets 
to a range of destinations. The printer 
is no simple printer, but an intelligent 
device which not only prints tickets and 
boarding passes but also magnetically 


encodes them so that they can be read 
and verified by computer. 


World's favourite 
airline 

It takes a special kind of company 
to impress the world's favourite airline 
and that's exactly what Fujitsu is. The 
company is not just Japan's top com- 
puter maker, it is also one of the world's 
leading telecommunications makers— 
with almost 100,000 employees and 
projects completed in a hundred coun- 
tries. It is a high tech giant that's a major 
force in the global information revolution, 
a company that makes surprising new 
systems that can do important things. 
Like keep Fiona Hamilton smiling. 





The British Airways self-service ticketing system 
for staff was designed around a Fujitsu intelligent ticket 
printer. It is as easy to operate as an automated bank 
teller machine 


SSeS 
FUJITSU 


The global computer & communications company. 


IfOur Hotels Make Business. 
Travel Feel Like AVacation, 





At Four Seasons we're aware that 
when you're away on business your 
days can be even more pressure- 
packed than those spent at the office. 

Which is why we want to make 
your stay so pleasurable, you'l look 
lorward to your next business trip. 

Superb restaurants, tid 
pressing, complimentary shoe shine, 
twice daily maid service,and 24-hour 
room service can bring calm to the 
most turbulent day 

Of course, attention to detail 
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UNITED STATES: Austin, Boston, Chicago, Chicago (The Ritz-Carlton), Houston (Center), Houston (lnm on the Park) 
Philadelphia, Sam Francisco, Seattle, Washington D.C, CANADA: Montreal ( Le Quatre Satsons ), Ottawa, Toronto, Toronto ( Inn on the Park), Vancouver. UNITED KINGDOM 
London ( Inn on the Park). JAPAN: Tokyo (1991). RESORTS: Caribbean (Nevis, W.] 
(Minaki Lodge). For reservations in the U.S. call (800) 332-3442 


and unsurpassed service are the 
comerstones of our hotels, but they re 
also the foundation of our resorts. 
And thats just the beginning, 
Fach and every one of our 
resort locations have been carefully 
selected for their environmental 
beauty and peaceful serenity 
Yet all Four Seasons Resorts offer 
a wide variety of recreational activities 
for you to enjoy at your leisure. 
Needless to say, at our resorts 
you'll be pampered by all the attention 


« Mountains—Theé ETT Wo CTS Biltmorc, Santa Barbaru 


Los A ni les 


ine What Our Resorts 
e AVacation Feel Like. 


you ve become accustomed to receiv- 
ing at our hotels. 

But that shouldnt be surprising, 
After all,if both our hotelsandres — 5 
share the name Four Seasons, thet 
they obviously share something else. 

Unparalleled service. 





Four Seasons 


THEGRANDHOTELS AND RESORTSOF OUR TIME 





Neu York The Pierre), Net port Beach California 


1990). Dallas i Las Colinas). Maui (Wailea. 1989). Santa Barbara (The Biltmore), Canada 
in Canada call (800) 268-6282 or call your travel agent 


ypsicimmisienéu ali ente Mem RM ANH DT EL MP AC sis COM ise Sa oat sese aun e rad rtr x AY v 









The Soviet Union's view of the 
world, and of its own military 


spending, has changed, writes 
tanislav Kondrashov, a political 


-observer on Izvestia. It is ready for far-reaching disarmament in Europe. 
When will the West be ready to respond ín kind? 


XX T are the limits to disarmament 
urope? To speculate about the fu- 
.  » we must look back at the recent past 
and understand the dynamics of the 

present. The British foreign secretary, Sir 

Geoffrey Howe, reflected on the past in 
early March as he addressed the opening 
meeting of the long-awaited 23-nation Vi- 
“enna talks on the reduction of conventional 
"forces from the Atlantic to the Urals. He 









said the previous talks, which were con- 
- ducted in Vienna for 16 years, were the 


longest pregnancy in the history of arms 
control that did not end in childbirth. 
"To extend the metaphor, I should add 
iat it was a case of a mountain being preg- 
nant with a mouse. The two alliances have 
- about 3.5m troops each in Europe. In the 
last round of the 16-year talks the Soviet 
Union agreed to reduce its personnel by 
20,000 men if the Americans cut their 
troops by 13,000. The Americans agreed to 
"only 5,000. So the mountain has not even 
' — aght forth a mouse. If the same happens 
i ye future, what is the use of talking about 
"any limits to disarmament in Europe? - 
.. Fortunately, the situation has changed. 
Before the start of the new talks the Soviet 
- -Unión declared that by the end of this year 
^t would withdraw from Eastern Europe 
^more than 20,000 troops, 2,700 tanks and 
300 combat aircraft. It will be a unilateral 
“reduction. Within two years the Soviet 
¿Union will pull out from East Germany, 
< Czechoslovakia and Hungary 50,000 troops 
s and 5,300 tanks, and will reduce its armed 
forces in the European regions of the Soviet 
~ Union by 240,000 men, 10,000 tanks, 8,500 
tillery systems and 820 combat aircraft. 
| df. we add to this the reductions an- 
- nounced by other Warsaw pact countries, 
-othe sum total will be 296,000 troops, almost 
-.12,000 tanks, 9,130 artillery systems and 
- 930 combat aircraft. 
< “It is a whole reversal," said Phillip 
Karber, a well-known "hawk" who visited 
Moscow recently and whom the Wall Street 








































Journal described as one of the Pentagon’s 
top outside advisers on conventional arma- 
ments. So politics has changed and political 
philosophy and interpretation of history 
have changed too. 


Soviet objectives 


The Soviet unilateral reductions are meant 
to achieve three objectives. We have made 
this move in the hope that NATO will follow 
suit. Secondly, our new position indicates 
our recognition of the fact that the former 
Soviet political and military leaders ex- 
ceeded all possible limits in building up mili- 
tary might in Europe and other regions of 
the world. Unfortunately, the Soviet mass 
media pay little attention to this fact. 
Thirdly, the policy of perestroika, or restruc- 
turing, requires a concentration of forces on 
the internal economic, social and legal prob- 
lems; these have been neglected for such a 
long time that the gap between the Soviet 
Union and the West has increased. 
Awakening from the slumber of the 
Brezhnev era, Moscow has realised that the 
military burden which the country placed 
upon itself during the years of authoritarian 
rule is too heavy and may have even more 
disastrous consequences in the future, be- 
cause it resulted from exaggerated if not 
false notions about the West's aggressive- 
ness. True, the military of neither side can 
do without depicting the other side as an en- 


emy, but political strategists are learning a = 


new language with which to speak to one an- 
other. In his Vienna speech, the Soviet for- 
eign minister, Mr Edward Shevardnadze 
called his country's unilateral force reduc- 
tions “a political signal indicating a new ap- 
proach to the evaluation of the possibility 
and extent of the military threat from the 
West”. 

Countries build up armaments when 
they do not trust one another, and disarma- 
ment begins when trust grows. To under- 
stand the Soviet viewpoint on the possibility 
of disarmament in Europe, one should real- 
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ise that Moscow is saying the last 
to the dogmatic Marxism of the Stali 
Stalin exaggerated the hostility of 
italist world in order to back up his th 
about the “intensification of class stru 
and justify mass terror. This view we 
posed on official ideology and im 
people’s minds for decades, so it ¢ 
completely abandoned in four years. ^ 
theless, we are getting rid of dogr 
faster than ever before. We are getting ri 
dogmatism faster than the West, > 
many leaders still believe that commt 
seek world domination. i 
Speaking at the United Nations, ? 
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DISARMAMENT 


We were allies in 1945 
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Mikhail Gorbachev emphasised the need to 
"de-ideologise" relations between states and 
accept the supremacy of human values over 
class interests. This call indicated not only 
an awareness of the realities of the nuclear 
age, but also a special form of recognition of 
the fact that the Bolsheviks' hope for an in- 
evitable and quick victory of socialism over 
capitalism on a global scale has gone unful- 
filled. Having survived Stalin, this hope re- 
vived for some time under Khrushchev and 
was artificially cultivated under Brezhnev, 
but now it appears that we have abandoned 
it for good. 

We have too many problems resulting 
from deviations from socialism in this coun- 
try to continue to try to "export" revolu- 
tion. On the other hand, capitalism has 
changed and proved its ability to survive, 
and it is clear that it will not disappear from 
the historical scene. In any case, Soviet peo- 
ple standing in queues to buy scarce con- 
sumer goods and foodstuffs envy the more 
relaxed and affluent existence of Americans 
and Western Europeans, and even some- 
what idealise it. 

So the Kremlin’s strategy of conquering 
the whole world is no more than the imagi- 
nation of the most die-hard anti-commu- 
nists, who have nothing else to justify their 
irreconcilability. Contrary to previous 
views, peaceful coexistence of socialism and 
capitalism is not a transitional period or a 
form of class struggle, but the only natural 
means of survival in this pluralist world. 

Emphasis on human values does not di- 
vide the East and the West. It unites them. 
Instead of propaganda crusades, it invites 
constructive co-operation. And when the 
Soviet Union proposes building "a common 
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European home", it wants the Americans 
and Canadians to become its permanent 
tenants along with the Europeans. We can- 
not understand why Mrs Thatcher keeps 
saying that the Soviet Union wants to de- 
tach Western. Europe from the United 
States. This view is probably needed to ce- 
ment NATO unity. 


Rival programmes 

| have described in broad outlines the Soviet 
attitude to the problem of radical disarma- 
ment in Europe. It is a truly historic change 
which the West must take into account. 
Unilateral force reductions are an encourag- 
ing development but not yet the main sig- 
nal. The aims of the three-stage plan which 
Mr Shevardnadze put forward in Vienna co- 
incide with the objectives formulated there 
by Sir Geoffrey Howe—force reductions, a 
balance of forces and the deployment of 
these forces at a less dangerous level. 

The NATO programme deals only with 
tanks, artillery systems and armoured per- 
sonnel carriers. NATO claims that the War- 
saw pact has a 2-to-1 or even 3-to-1 superior- 
ity in tanks and considers this superiority as 
the main indicator of the offensive orienta- 
tion of the Soviet military doctrine. The 
NATO programme envisages establishing 
equal ceilings for the number of tanks de- 
ployed by each alliance at 20,000, and a na- 
tional ceiling for every member of either alli- 
ance at 12,000. Judging by NATO data, the 
NATO countries will make practically no re- 
ductions in their tanks, while the Warsaw 
pact countries will cut about 40,000 tanks, 
including 29,000 tanks by the Soviet Union 
(their overall number in the European re- 
gions of the Soviet Union is 41,000). 





What does the Warsaw pact plan envis- 
age! According to the official estimates of 
the Warsaw pact countries’ defence minis- 
tries, NATO has about 30,000 tanks and the 
Warsaw pact about 60,000 tanks. At the 
first stage, which will take two or three vears, 
the Warsaw pact will reduce its tanks down 
to the NATO level and both alliances will 
make a further 10-1596 reduction in their 
tanks. At the second stage, which will also 
take two or three years, NATO and the War- 
saw pact will cut their personnel and organic 
armaments by 2596. If you make a count, 
you will see that the result will be the same as 
that of the NATO plan—the Soviet “tank 
ram" will be removed from Europe. 

The Soviet Union has already an- 
nounced unilateral reductions and will be- 
gin implementing them, cutting by 20% 
(from 320 to 260) the number of tanks in its 
tank divisions and by 4096 (from 270 to 160) 
those in its mechanised infantry divisions, 
limiting to what is strictly necessary ` 
number of attack weapon systems in . . 
armed forces and changing their deploy- 
ment to make them purely defensive. 

The problem of verification, which 
blocked reductions for such a long time, 
does not exist any more. The Soviet Union 
has changed its position 180 degrees to- 
wards greater openness. However, in mili- 
tary matters the curtain of traditional Soviet 
secrecy is rising too slowly. The Soviet pub- 
lic believes that a breakthrough in this field 
will be made when the new Soviet parlia- 
ment convenes. For the first time in Soviet 
history, the new legislature will assume con- 
trol over the country's defence efforts. 


Timid in the West 


Let's now turn to the West. | must say that 
NATO’s approach is deprived of scope, bold- 
ness and radical character—the qualities 
which are required by historical opportuni- 
ties. The West has not vet mustered the 
courage and wisdom to respond to 
peaceful challenge of the East, for want vi nə 
own perestroika. The western leaders do not 
yet have a strategy adequate for the mo- 
ment. It is no accident that the debates in 
the United States and Western Europe on 
the eve of the anniversary NATO summit are 
marked by impatience and criticism. It is no 
accident that men on Capitol Hill describe 
the NATO proposals in Vienna as "disap- 
pointingly modest", and compare the con- 
duct of NATO leaders to that of “plodding 
bookkeepers” (the definition belongs to 
Congressman Les Aspin). 

Indeed, the Soviet tanks have become 
an obsession with the NATO leaders. Mean- 
while, while displaying readiness to solve 
this problem, the Warsaw pact goes much 
farther. Not only tanks but also soldiers 
should be reduced, since the NATO forces in 
Europe are numerically even stronger than 
those of the Warsaw pact. Under the plan 
submitted by Mr Shevardnadze in Vienna, 
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These are destabilising, says the Soviet Union 


the first stage of eliminating imbalances is 
supposed to be followed by the second 
one—reduction of the armed forces of ei- 
ther side, with their organic armaments, by 
another 25%. At the third stage both alli- 
ances are to polish up the defensive charac- 
ter of their armies. 

Tanks are not the only means of war- 
fare. The Soviet Union also lists in the cate- 
gory of destabilising arms tactical strike air- 
craft and helicopter gunships, in which 
NATO has a substantial advantage. The man- 
date of the Vienna talks does not include 
the naval forces in the waters washing Eu- 
rope, but this fact does not make them less 
powerful. They may not be neglected in an 
assessment of the alignment of forces. Ac- 
cording to the data of the Warsaw pact, 

ATO has a fivefold superiority in big surface 
9... and a 12-fold advantage in ships 
with Cruise missiles on board. 

Europe-based tactical nuclear weapons 
are a special issue. The Warsaw pact suggests 





separate talks with a view to their elimina- 
tion. But a negative attitude to this proposal 
prevails in NATO. Of course, NATO may jus- 
tify the need for nuclear deterrence in view 
of the Warsaw pact's tank lead; but isn't 
modernisation of tactical nuclear missiles an 
invitation to continue the arms race in a 
very dangerous direction? Doesn't it narrow 
the limits of disarmament in Europe? 

To sum up, the four years of change, no 
matter how radical, do not brush aside the 
postwar experience of confrontation, accu- 
mulated over more than 40 years. The main 
question is whether we—both in the East 
and the West—are able to use a unique 
chance of establishing peace between the 
two camps, two blocs and two philosophies. 
The Soviet Union displays readiness to 
traverse its part of the road and even more. 
But much depends on whether the other 
side is prepared to change its position. Poli- 
tics bears the best fruit on the fertile soil of 
goodwill and mutual understanding. 
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... and from London 


The NATO could cut its forces more deeply than it now suggests, 
Economist | says The Economist, though — must include both nuclear 
. Ho 


weapons and American troops 


w far cuts go depends on the 


Soviet Union's political reforms—and military glasnost on both sides 


WITZERLAND, a neutral country that 
has for centuries prospered by avoiding 
war, spends 2.4% of its national product on 
defence. Sweden, another neutral, spends 
3.496. Neither of these countries is at all ag- 
gressive. Yet both reckon that money spent 

on defence is money well spent. 
So it is. Any rational man would pay to 
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sleep easy at night, secure in the knowledge 
that he will not be attacked. That is why the 
countries of Europe, both east and west of 
the Oder-Neisse, would be mad to give up 
arms and armies completely. In deciding 
how much to spend on defence, and what to 
spend it on, governments have to bear in 
mind that, as an objective of public policy, 


DISARMAMENT IN EUROPE 


security is as valuable as food or shelter, and 
that complete disarmament would not make 
war less likely, but more so. 

So why disarm at all? The first reason is 
economic. Money spent on defence is 
money denied to other ends. In the West 
many voters want their governments to 
spend more in areas like health, education 
or cleaning up the environment; others 
want to see more money left in their own 
hands, not handed over as taxes to be spent 
by the state. In the Soviet Union Mr 
Mikhail Gorbachev wants to release some 
defence roubles to serve the aims of 
berestroika. East and West have a common 
interest in buying security. Equally they 
have a common interest in not buying more 
than they need: enough is enough. 

And more than enough may be danger- 
ous. The second reason for European disar- 
mament is that in the area between the At 
lantic and the Urals today lies the greatest 
concentration of destructive power ever 
known to man. Guns can go off. And an im- 
balance of forces may lead to instability, and 
thus to war. 

NATO has long recognised this. It has al- 
ways made plain that it is a defensive orga- 
nisation with no aggressive ambitions what- 
soever. But in the atmosphere of suspicion 
that has prevailed in Europe for most of the 
past 40 years, and faced with the superior 
armed forces of the Warsaw pact, most peo- 
ple in the West have been reluctant to ac- 
cept the Soviet Union's assurances of peace 
uncritically. 

That has now changed. Most West Eu- 
ropeans are now inclined to believe Mr Gor- 
bachev when he says the Soviet Union and 
its allies have no aggressive intentions, so 
the atmosphere for mutual arms-cutting is 
propitious. But the different starting-points 
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of the two alliances make it relatively easy 
for the Warsaw pact to offer cuts that NATO 
cannot fully match: since NATO has never 
had more troops and weapons than it 
needed for defence, it can cut only to the 
extent that the threat posed by potential ag- 
gressors is diminished. 

Of course the distinction between the 
ability to attack and to defend is hard to 
make: the same weapons can generally be 
used for both. That is why one man’s shield 
may look threatening to his enemy (is he 
preparing for war’), and why the political ac- 
tions of potential adversaries, both at home 
and abroad, are so important. By these ac- 
tions, men judge their rivals’ words to be ei- 
ther suspicious or sincere. Thus glasnost and 
perestroika are as important to the West in 
considering disarmament as are the unilat- 
eral arms cuts that Mr Gorbachev has 
proposed. 

If Soviet reforms continue, NATO too 
can cut. Take conventional forces first. 
NATO has a long front to defend, which de- 
mands a certain minimum of men and arms 
regardless of the forces they face. The NATO 
governments reckon that, so long as the 
Warsaw pact cut itself to the same numbers, 
NATO could manage with a total of 20,000 
tanks, 16,500 pieces of artillery and 28,000 
armoured troop carriers. To come down to 
these levels implies a cut, for NATO, of about 
5-10% from present levels. The Economist 
thinks the cuts could be greater. Just how 
much greater depends on the nature of the 
equivalent cuts in Eastern Europe. 

The West in general, and West Ger- 
many in particular, most fears a surprise at- 
tack. If the Warsaw pact does indeed give 
up, as Mr Gorbachev says it will, the tanks, 
assault troops and equipment it needs to 
mount an attack across the internal German 
border—apparatus for crossing rivers, 
building bridges and so on—NATO could cut 
deeper than 5-10%. It could certainly make 
do with fewer tanks. 

Numbers of aircraft also could be cut be- 
low the levels now envisaged by the West. 
NATO has felt it needed strength in the air to 
deal with the Warsaw pact's superiority on 
the ground. With equal ground forces, the 
two alliances could have equal air forces. At 
any rate the numbers could be equal; each 
side would have to be free to strike its own 
balance between fighters and ground-attack 
aircraft. 

At sea, it would be harder for NATO to 
make big cuts. The European members of 
NATO no longer have large navies; most of 
the ships involved in the defence of Europe 
are American, and America's navy has 
many tasks besides those arising from its 
contribution to NATO. More seriously, sea 
power is essential to the West, in a way that 
it is not to the East, simply for reasons of 
geography. 

In the event of a war on the central 
front, the Warsaw pact's forces could be re- 
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inforced with great speed overland from the 
Soviet Union. Even if each side's armed 
forces in Europe had been cut to equal lev- 
els, the Soviet Union could rush reinforce- 
ments forward from east of the Urals in Asia 
with comparatively little difficulty. Western 
Europe is attached to no such land mass. Its 
reserves, and the source of its lines of supply 
and reinforcement, are an ocean away, in 
the United States. Hence the importance to 
NATO of naval power. 


Trust from openness 
Looking for ways of making war less likely 
means promoting trust among the potential 
adversaries. Trust, however, will not be built 
upon expressions of universal brotherhood. 
It will develop only if the principles of veri- 
fication and openness enshrined in the 
"Helsinki process" and established in the 
INF treaty can be extended to other kinds of 
arms cuts. 

The usefulness of this aspect of disarma- 
ment is hard to exaggerate. Not only will it 
reduce the barriers between the two sides on 
which misunderstandings, and hence the 
risk of war, are founded. It will also be the 
proof of the genuineness of each side's dec- 
larations of friendliness. The West has no 
reason to object to much greater openness 
in its military affairs, so long as it is matched 
by the East. But without further steps in this 
direction, arms-cutting on even a modest 
scale will be difficult. 

What of nuclear weapons? With cuts to 
equal levels in conventional forces, NATO 
could afford to scrap all its nuclear artillery 
shells, and some of its short-range missiles, if 
the Warsaw pact did the same. lt would, 
however, want to keep some nuclear weap- 
ons in Europe as the nuclear component of 
its defence. And a nuclear component 
makes sense, for East as much as for West. 
Both know that an attack on the other is far 
less likely if nuclear weapons exist; neither 








wants to make Europe safe for conventional 
war. And the West needs some sort of nu- 
clear cover in Europe as an assurance for the 
American troops based there, without 
whom there could be no European equiva- 
lence between the Warsaw pact and NATO. 
For the foreseeable future, a nuclear 
component is one of the two big irreducibles 
on the western side; the other is an Ameri- 
can element in the defence of Western Eu- 
rope. Without these, Western Europe could 
not present a credible deterrent, even if the 
Warsaw pact had cut its forces on the scale it 
is now talking of. And even in a newly 
peaceful world, deterrence remains valid, for 
East and West alike. The East cannot be sure 
that new political or technological develop- 
ments—the rise of another Hitler, the dis- 
covery of a space-based weapon—will not 
one day put it in a position of intolerable 
vulnerability. The West cannot be sure that 
the good-neighbourliness of Mr Gorbachev 
will continue for ever. What if he fails in 
endeavours to modernise the Soviet Uniori 
and is replaced by an aggressive succcessor? 
What if he succeeds, and changes his foreign 
policy—or is replaced by such a successor? 






Still far apart 


Perhaps the day will come when the coun- 
tries of Europe will organise their defence 
not on the basis of two blocks facing each 
other. Let's hope it comes soon. But let's not 
act as though it were already here. East and 
West are still separated by too many political 
differences. And even when those differ- 
ences are much smaller, the NATO countries 
of Europe will still have to devote a fair share 
of their GNP to security. At present that 
share is 342%. The Soviet Union's is some- 
where between 1396 and 1996. A cut of only 
half a point would put NATO Europe below 
Sweden, not much above Switzerland. Rus- 
sia, you still have a long way to go. 


Western Europe must have Americans on the ground 
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The man who would 


remake Japan 


FROM OUR TOKYO CORRESPONDENT 


ASAYOSHI ITO is normally plain- 
spoken—unusually so for a Japanese 
politician. For the past week the 75-year-old 
all-but-designate prime minister of Japan has 
been doing some remarkably unplain speak- 
ing. This is good news for anyone who has 
been hoping that the Recruit scandal will 
bring real and needed change to Japanese 
t ics, instead of the usual pointless re- 
Suuuling of the cards at the top of the deck. 
Mr Ito’s evasions and circumlocutions 
have come during the course of his 
negotiations with the barons of the 
ruling Liberal Democratic party over 
the terms on which he will take the 
prime ministership. The barons do 
not like the haggling but they have lit- 
tle choice. Mr Ito’s reputation for in- 
tegrity and independence has made 
him the only conceivable candidate 
for the job that Mr Noboru Takesh- 
ita, dragged down by the Recruit af- 
fair, will be giving up around the end 
of the month. For the past couple of 
weeks Mr Ito has been rejecting the 
party's appeals to take over. He says 
his health is not up to the job (he has 
a heart complaint brought on by 
chronic diabetes). Behind his protests 
lies a steely determination to rid the 
ring party of its corrupt money-poli- 
í onceand for all. 

[he party's bigwigs have learned 
that Mr Ito is nobody's fool. When, a 
fortnight ago, Mr Takeshita was 
forced to announce his resignation, 
the party bosses started blithely par- 
celling out the new jobs among the 
boys. Mr Ito, they agreed, would be 
the figurehead: a temporary Mr 
Clean who would get them through this 
summer's upper-house election and then 
hand over, come the party's October leader- 
ship election, to one of the old-line faction 
leaders like Mr Shintaro Abe or Mr Kiichi 
Miyazawa. That was their first mistake. 

Mr Ito kept saying no until the leaders 
of all the party's factions plus a caucus of 
former prime ministers had agreed that he 
was the only man for the job. The reluctant 
candidate then began to mention the terms 
on which he might accept the post of party 
president and thus prime minister. Some of 
his conditions are making the party's old 
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faithful gasp. 

For starters Mr Ito, weak health or no, 
has been demanding a full two-year term as 
prime minister. Nothing less, he savs, will 
suffice if he is to cleanse the party of its 
money-for-favours approach to politics. 
Next, Mr Ito is not going to have a ready- 
made cabinet thrust upon him, with the jobs 
handed out among the factions according to 
their fund-raising abilities. Mr Abe, who as 
party secretary-general has the task of 





Ito the resolute 


putting together a consensus on Mr 
Takeshita’s successor, has had to give in: Mr 
Ito will be free to pick not only his cabinet, 
but also the holders of the main party posts. 

Mr Ito's demands do not stop there. 
One threatens the skin of the former prime 
minister, Mr Yasuhiro Nakasone. For the 
two months before Mr Takeshita’s resigna- 
tion, the opposition parties had brought 
parliament to a standstill by refusing to de- 
bate the budget until Mr Nakasone was 
brought before the house to testify on oath 
about his role in the Recruit affair. Mr 
Nakasone is alleged to have arranged for the 


appointment of Mr Hiromasa Ezoe, Re- 
cruit's former chairman, to government 
commissions whose recommendations had a 
direct bearing on the company's business. 
The prosecutor investigating the scandal 
has Mr Nakasone in his sights. The ex-prime 
minister's evidence could be self-incriminat- 
ing. And any slips he might make while testi- 
fying before parliament would, by opening 
the possibility of a perjury charge, give the 
prosecutor his chance. 

The chance may come soon. To stay in 
office Mr Takeshita needed the support of 
the Nakasone faction; so he refused the op- 
position's demand for sworn testimony 
from the former prime minister. But now 
that Mr Takeshita is leaving office (and poli- 
tics too, some say) things have changed. 
Many younger Liberal Democrats have been 
clamouring for Mr Nakasone to ap- 
pear before parliament, and Mr Ito 
agrees with them. The talk is that Mr 
Nakasone will be up before the 
house, probably under oath, before 
May is out. 

Mr Ito's most radical demand is 
possibly his most important. He is 
making the unheard of suggestion 
that a much younger, unsullied gen- 
eration of Dietmen (members of par- 
liament) be promoted to top govern- 
ment jobs. A wide band of politicians 
who have risen through the ranks on 
their ability to raise huge amounts of 
cash by doing favours for business 
men—and who would normally ex- 
pect to be in the next government— 
could find themselves bypassed. 

The party is resisting this—for 
precisely the reason Mr Ito is insisting 
on it. He is said to see his mission as 
nothing less than the destruction of 
the party's factional system, which is 
at the root of Japan's pernicious 
money-politics. The average Dietman 
has to raise nearly $1 m a year; but fac- 
tion heads have to scrounge anything 
from $20m to $50m. This forces them 
deep into the pockets of friendly banks, con- 
struction companies, the farm lobby and 
any up-and-coming firm (like Recruit) look- 
ing to buy influence in a hurry. Nothing 
would so confuse—and perhaps break—the 
Liberal Democrats’ lockstep factional ma- 
chine as the wholesale promotion of young- 
er Dietmen out of turn. 

Whether or not he gets everything he 
wants, Mr Ito is dead set against the insin- 
cere measures being hurried out by the old 
guard. Mr Takeshita's hand-picked Wise 
Men's Council came up in late April with 
seven woolly ideas for cleaning up Japanese 
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| Road hazards 


FROM OUR TOKYO CORRSPONDENT 











HE Japanese are wary of Abroad. 
Out there things are different. 
The owner of a Japanese tool-making 
company has been abducted twice in 
South Korea by an angry customer 
who had exhausted all other avenues 
of complaint. Even their generosity 
gets Japanese into trouble. When 
goods sent under Japan’s aid pro- 
grammes to poor Asian countries ar- 
rive late, the aid officials are liable to 
be locked in their premises for days. 
Yet, with the rise of the yen and | 
the diaspora of their factories, the | 
Japanese must travel out into a dan- | 
gerous world. Between 1975 and 
1987, only ten Japanese were kid- 
napped abroad. In the past year, at 








| 

| 
least four have been held against their 
will in the hope of some kind of ran- 
som or another. The mugging of Japa- 
nese travellers went up by two-thirds 
between 1986 and 1987. 

Two years ago Japan's foreign | 
ministry told its embassies to find out 
what other countries do about their 
itinerant citizens. It plans to create a 
division this month for the protec- 
| tion of Japanese abroad. For their 
part, many companies take out kid- 
nap insurance on their people abroad 
(through Lloyds of London, since 
such cover cannot be bought in Ja- 
pan). Prevention is being tried as well. 
Japan Air Lines has set up a joint en- 
terprise with a building-site security 
firm. It offers courses in defensive 
driving, forest survival and how to 
check for telephone bugs. 

One cannot be too careful. A re- 
porter sent abroad this week by 
Yomiuri Shimbun, Japan's biggest- 
selling daily paper, took a survival kit 
that matched William Boot's in Eve- 
lyn Waugh's “Scoop”. Besides pots of 
money and a list of Japanese restau- 
rants, the reporter was given a plenti-- | 
ful supply of bandages, antibiotics, di- 
arrhoea pills and vitamins. Her | 
destination was not Ulan Bator or 
Ouagadougou. It was West Germany. 
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politics. Incredibly, they appealed to politi- 


cians’ sense of self-restraint. A member of 
the council later confided that government 
officials had provided the group with a draft 
devoid of effective penalties. The party's 
own hurriedly constituted reform commit- 
tee is to announce its package of measures 
on May 17th. It, too, is expected to amount 
to little. Mr Ito is hinting that an early task 
of the next prime minister will be to draw up 
a reform bill with teeth enough to bite those 
who break its laws. 

The negotiations between Mr Ito and 
the barons could yet collapse; but that is im- 
probable. The ruling party cannot afford 





NChina and Russia 


the public fuss that would be caused. Nor is 
there any hint that, in the end, Mr Ito him: 
self will say anything but yes. His radical am- 
bition to remake Japanese politics is a lon 

shot at best: the party is immensely skilled at 
self-protection. But it has no chance at all i 

he does not become prime minister. Hew 
knows, and the party bosses know, that if he 
bows out the machine will once more click 
smoothly into gear and start trading power w 
money and influence as it hands out the top 
posts in the next government among the fac- 

tions. All the agony over Recruit would have* 
been in vain. By all accounts, Mr Ito is made 
of sterner stuff. 


(300d to see you, excuse the mess 


FROM OUR CHINA CORRESPONDENT 


HE nearer Deng Xiaoping gets to his 

summit with Mikhail Gorbachev, the 
less sure is his foothold. In the past year lib- 
eral economic reform in China has stalled in 
a confusion of inflation, unemployment and 
corruption. In the past month huge student 
demonstrations have challenged Mr Deng's 
reputation as China's saviour. It is not the 
foundation China's 84-vear-old senior lead- 
er had in mind for Mr Gorbachev's visit, 
which begins on May 15th. Mr Deng will be 
hard pressed at the first Chinese-Russian 
summit meeting in 30 years to lecture young 
Mr Gorbachev on the virtues of perestroika 
and the dangers of glasnost. 

Mr Deng's discomfiture need not be 
China's. This week Mr Zhao Ziyang, the lib- 
eraleminded general secretary of the Chi- 
nese Communist party, emerged as the po- 
litical victor of the moment. "China", he 
said, "will not only push forward with its 
economic reforms, but will also carry for- 
ward political restructuring to 
allow the two concepts to sup- 
port each other .... Many of 
the demands voiced by the stu- 
dents represent problems that 
the party and the government 
are striving to solve.” 

The veiled meaning of Mr 
Zhao's words is that the leader- 
ship has concluded that Mr 
Deng and the conservative 
prime minister, Mr Li Peng, 
were wrong to have urged a 
crackdown during Mr Zhao's 
absence in North Korea last 
month. China was about to at- 
tract international attention 
because of the forthcoming 
meeting of the Asian Develop- 
ment Bank and the summit; 
and the students' demands had 
the sympathy of the workers 
and even the police. 


This week Mr Deng is said to have aa- 
mitted as much. Mr Zhao, previously the 
scapegoat for many of China's economic 
ills, has gained some welcome security from 
the student unrest. His policy of conciliation 
must hold at least until China is rid of Mr 
Gorbachev and attendant foreign journal- 
ists. But the students might inadvertently 
weaken Mr Zhao by behaving too flamboy- 
antly. In their latest protest, on May 10th, 
10,000 of them bicycled through Beijing 
provocatively demanding press honesty and 
shouting (accurately enough) that “the Peo- 
ple 5 Daily is rubbish”. 

China's domestic politics is not, how- 
ever, what Mr Gorbachev is coming to talk 
about. Mr Deng's cleverness has been to rec- 
ognise Mr Gorbachev's desire for a relax- 
ation in Asia—first publicly put forward in 
the Russian leader's Vladivostok speech in 
July 1986—and to gain advantage from it for 
China. Of the “three obstacles” to bett --- - 





The last summit: Khrushchev and Mao, 1959 


THE ECONOMIST MAY 13 1989 









01 by ( : en sat- 
bdly pois. "pim troops with- 
from Afghanistan in February, and 


ie third obstacle, the occupation of 
ia by Russia's ally Vietnam, has not 





endured a proxy Vietnam-China 
:etween the regime of Mr Hun Sen, 
ad by Vietnam, and a Cambodian resis- 
a movement dominated by the Khmers 
Ri uges, armed and financed by China. 
co catu Yet even this obstacle is yielding. As a 
"resi of Mr Gorbachev's prodding, Viet- 
nam has promised to withdraw its troops by 
the end of September. On May 2nd Prince 
Sihanouk, the China-backed leader of the 






uu 





es "had two E of 
friendly talks in | Jakarta with Mr Hun Sen 
and now seems ready to return to Cambodia 
as head of state. Mr Dinh Ngo Liem, Viet- 
nam's deputy foreign minister, has been in 
Beijing this week to talk of settling the Cam- 
bodian issue. The talk went badly. The Chi- 
nese are still arguing for a Khmer Rouge role 
in Cambodia's future government, and they 
are not yet convinced that Vietnam intends 
to withdraw all its people. Mr Gorbachev is 


going to be urged by China to prod the Viet- 


namese some more. Still, some form of 

Cambodian settlement that China can at 

least live with now seems likelier than not. 
Where will that leave China? The imme- 


diate answer is as a big player on a stage 


where other actors are trying new parts. 


| Back: in the deep freeze 







FROM OUR TOKYO CORRESPONDENT 


S HE begins his visit to China, Mi- 
. khail Gorbachev can feel satisfaction 
that his Asian diplomacy has borne fruit 
in all the places that matter —save one. Ja- 
. |. pan remains as impervious as ever to his 
T]. courtship. Mr Sosuke Uno, the Japanese 
| foreign minister, paid a visit to Moscow 
.. during the first week of May to talk about 
the territorial dispute that stands in the 
way of more normal Russian-Japanese re- 
lations. Not only was there no progress: 
things moved backwards. On Mr Uno's 
departure, a frustrated Mr Gorbachev an- 
nounced that his rumoured visit to Tokvo 
this autumn would not take place. He 
would think about it next year, he said. 
Mr Gorbachev is too experienced a 
politician to fall for Mr Uno's remark that 
"as long as the Liberal Democrats remain 
.in power, Moscow can count on Japan’ $ 
foreign policies staying the same.” A gov- 
ernment as weakened as lapan's has been 
by the Recruit affair and by the deep un- 
„popularity of its new consumption tax is 
.capable of changing course pretty quickly. 
The temptation to do so might be irresist- 
‘ible if Russia offered something even re- 
motely interesting. 
| It seems that Russia will not—at least 
.] not for now. Optimistic rumours of a 
breakthrough began circulating after a 
vice-ministerial meeting between the two 
countries in Tokyo six weeks ago. Before 
then, Russia had simply refused to discuss 
the future of the four islands off the tip of 
lokkaido that it seized from Japan in the 
| dying days of the second world war. It 
En | -steadfastly maintained that the question 
— 4) - of what Japan calls the "Northern Territo- 
ries" (Etorofu, Kunashiri, Shikotan and 
the tiny Habomai islands) was "re- 
4. .solved"— meaning that it saw no need 
: , Whatever to talk about the issue. In the 








Tokyo talks Russia surprised (and encour- 
aged) the Japanese: first by defending its 
claim to ownership of the islands, then by 
offering to hand back the small islands 
closest to Japan, Shikotan and the 
Habomais. 

Then came last week's setback in Mos- 
cow. Mr Gorbachev told Mr Uno that 


their countries should simply shelve the 





territorial issue and sign a peace treaty for- 
mally ending the state of war between 
them that dates back to the 1940s. Mr 
Gorbachev pointed out that Japan had 
made such a deal with China despite their 
long-simmering dispute over ownership of 
the Senkaku islands. His proposal is com- 
pletely unacceptable to Japan, which has 
consistently refused to sign a treaty and 
normalise relations with Russia until all 
the Northern Territories are once again 
part of Japan. 

Mr Gorbachev may talk tough, but 
time is not on his side. With its economy 
in a shambles, Russia needs Japanese 
trade, technology and money more than 
















Asin. as Mr Gorbachev and M 
appreciate, is En on ane 
China, isolationist by culture and histo 
its internal troubles cause it to miss 
chances offered beyond its borders. 
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Old recipe 


FROM OUR CANBERRA CORRESPONDENT 


e AN the soufflé rise twice?” Tha 

the jibe with which Mr Paul Keat 
Australia’ s finance minister, once s 
lated on the chances of a comeback t 
former head of the PEPORON Libe à 



























































Japan needs anything at all from. dë A 
viet Union. The oil, gas and mineral re 
serves of the Soviet Far East have little ap. 
peal now that Japanese industry has gone 
so high-tech. Mr Gorbachev is also awa 
that the Brezhnev policy of rattling the sa 
bre in Siberia not only pushed Japan 
deeper into America’s embrace; it also 
prompted the big Japanese rearmamen: 
programme of the past ten years. An arms. 
race with the Americans has been crip- 
pling enough. One with the richer Japa- 
nese, albeit on a smaller scale, would be. 
senseless. 

A deal over the islands would not be 
impossible if Japan's non-negotiabl e de- 
mand—recognition of its sovereignty over | 
the Northern Territories—could be met. 
But it will not come quickly. Mr Gorba 
chev has two headaches. One is the die 
hard opposition of his own conservative. 
to the relinquishment of such a significan 
1940s conquest. The other is Russian se- 
curity. The Soviet Union has military 
bases on Kunashiri and Etorofu, the larg- 
est two islands. They are home to 40 geri 
atric MIG-23 fighters that frequently invade: 
Japanese air space, and to heavy arma- 
ments that put Hokkaido within artillery 
range. 

The islands guard one of only two out 
lets that the Soviet Pacific fleet has to th« 
open sea from its base at, Vladivostok 
The other exit, via the Korea Strait, is un 
der constant surveillance by heavily 
armed Japanese and American forces 
based in Kyushu and Okinawa. It is e 
tremely improbable that Russia would 
give its bases up. | 

That would not necessarily rule out : 
deal (under a lease-back perhaps?) B 
until Mr Gorbachev, after taking a de 
breath, can bring himself to make a ra 
cal proposal, lapanese-Russian relatio 
look like being back where they were be 
fore he first started sounding reasonab 
in cold storage. 
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Peacock preens again 


- Mr Andrew Peacock. The answer is yes, at 
| least partly. On May 9th Mr Peacock dis- 
| placed Mr John Howard as leader of the Lib- 
*erals, the main party in the opposition coali- 
tion, and of the opposition itself in the 
- federal Parliament; he had held those roles 
from 1983 to 1985, when Mr Howard suc- 
ceeded him. The acerbic Mr Keating, who is 
- number two in the ruling Labor party, 
- clearly does not think much of Mr Peacock's 































EN Papua New Guinea became 
independent in 1975, one of its is- 
lands, Bougainville, separately declared its 
own independence. Bougainville was 
cuffed into line, but it has never lost its 
dream of statehood. For the past six 
months a group of rebels has been making 
things difficult for the police on this nor- 
mally torpid tropical island. At least 13 
people have been killed. On May 4th the 
Papua New Guinea government proposed 
a deal designed to spare the world yet an- 
other separatist movement. 

Bougainville is named after a French 
navigator who mapped many islands of 
the Pacific and gave his name to a vine 
with a pretty purple flower. The island 
was loathed by the Americans who fought 
the Japanese there in some of the most 
desperate battles of the second world war. 
It also contains large chunks of copper 
and gold, and this is the reason Papua 
New Guinea is determined never to let it 
go. Copper mining is the country’s biggest 
industry and a large revenue earner. 

The rebels are led by a former mining 
surveyor, Mr Francis Ona. He claims to 
represent villagers in Bougainville who say 
they have not been compensated enough 


abilities and will not be unduly worried by 
the change. His boss, the prime minister, Mr 
Bob Hawke, is not so sure: he respects Mr 
Peacock more than he does Mr Howard, 
and their swap may affect his thinking about 
when to call Australia’s next election. 

Mr Peacock won by the comfortable 
margin of 44 votes to 27. On the same day 
the other party in the opposition coalition, 
the Nationals, deposed Mr lan Sinclair as its 
leader in favour of the 38-year-old Mr 
Charles Blunt. Mr Peacock should have no 
trouble working with Mr Blunt. Any difh- 
culty he has will be with the voters, who gave 
him short shrift when he led the opposition 
in the 1984 election. 

He is getting a second chance because 
the parliamentary opposition had become 
convinced that the team of Howard and Sin- 
clair stood no chance against Mr Hawke. 
The Hawke government, which has been in 
office since 1983 and is looking a bit shop- 
worn, ought to be vulnerable. But the oppo- 
sition is short on talent: all opposition lead- 
ers have been coming in well behind Mr 
Hawke in the opinion polls. Mr Howard, a 
boring character whom Mr Keating once 
called “his oiliness’’, has usually done worst 
of all. Mr Peacock may have been a one-time 
loser, but Mr Howard looked like a perpet- 
ual one. 

There was a bit of ideology in the coups, 
but not much. The right wing of the Liberals 


for the damage done to their land by the 
huge open-cast copper mines. Last year 
they asked for 10 billion kina ($12 bil- 
lion). No one took this demand seriously 
until Mr Ona's followers, using his exper- 
tise, began blowing up bits of mining 
property. For a time production was 
stopped, depriving the government of 
royalties. 

Under the deal proposed on-May 4th 
the villagers and the provincial govern- 
ment would get compensation amounting 
to millions, though probably not billions, 
of dollars. Among other sweeteners, local 
people would be offered shares in the min- 
ing company. The money for this would 
be raised by the government from the 
19% stake it has in the company (the ma- 
jority shareholder is an Australian com- 
pany linked to Britain's RTZ group). 

Even if this deal is accepted, the gov- 
ernment is nervously aware that separat- 
ism in Bougainville thrives on other griev- 
ances. The people believe they are 
ethnically closer to the Solomon Islanders 
next door. Like them, they have pitch- 
black skins and refer disparagingly to 
other Papua New Guineans as "red- 
skins". They have the Pacific islanders’ 
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seemed unhappy with Mr Howard, and the 
National party had been racked by disagree- 
ment over the marketing of Australia’s 
wheat crop. But those who ousted the losers 
had their eyes mainly on the next election. 

When that will be may be known to Mr 
Hawke, but probably to no one else. Al- 
though it has been rumoured that he is 
thinking of a July poll, he does not have to 
face the voters until next year. One element 
in Mr Hawke's calculation will be the eco- 
nomic troubles—rising inflation and high 
interest rates—plaguing the government. 
Another will be how much advantage the 
Labor party can take of this week's opposi- 
tion bloodletting. It is still a comfortable 
reckoning for Bob Hawke. 


v 





New Caledonia 


Saving the peace 


HE peace that suddenly came to New 

Caledonia last summer was the result of 
a trusting friendship that grew up between 
France’s Socialist prime minister, Mr Mi- 
chel Rocard, and a New Caledonian separat- 
ist leader, Jean-Marie Tjibaou. Incredibly, 
Mr Tjibaou agreed to put off the question of 
independence for ten years. When he was 
murdered by a fellow Melanesian on May 


| - - ' 1 traditional reverence for the land. When 
sl Turning purple in Bougainville the copper is exhausted, they say, will they | 


be left with a ruined landscape and pol- 
luted rivers? That sounds remarkably like 
green politics, never mind bougainvil- 
laea's purple flowers. 
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4th, Mr Rocard flew half way round the 


world to attend the funeral. He feared that 
civil war between the Melanesians, who 
make up about 4396 of the territory's popu- 
lation, and French settlers, the next largest 
group, was about to break out again. 

It is too early to say that it won't, but the 
signs this week were that the separatists are 
reluctant to take their arms out of hiding. If 
the murders of Mr Tjibaou and his deputy, 
Yeiwéné Yeiwéné, were intended to signal 
the start of a new independence campaign, 
they misfired. Mr Tjibaou's killer, Djubelly 
Wea, was himself killed by Mr Tjibaou's 
bodyguards. Mr Wea, the leader of an ex- 
tremist faction, did not have a large follow- 





ing. His opposition to the peace plan was es- 
pecially intense because of his hatred for the 
French soldiers who had killed his father in 
a shootout on the island of Ouvéa last May. 

Most separatists were persuaded last 
year that their struggle was worth shelving 
in return for French promises of more eco- 
nomic aid for Melanesian areas and local as- 
semblies to replace direct rule from Paris. 
When Mr Rocard arrived in New Caledonia 
he said that the elections for these assem- 
blies would be postponed. Later he was sufh- 
ciently encouraged by the mood of the local 
people to declare that “tolerance has not 
given way to fanaticism’’. The elections are 
to go ahead on June 11th as planned. 


——— 





India 


The Maharashtra experiment 


FROM OUR INDIA CORRESPONDENT 


N THE 1930s Jawaharlal Nehru was be- 
witched by Soviet-style socialism. So 
when India became independent, and he be- 
came prime minister, Nehru carved up the 
economy along scientific-socialist lines. 
Roads, railways, shipping, oil, civil aviation, 
power generation, atomic energy, and steel 
and other heavy industries were the state's. 
Consumer goods, farming and services were 
left in private hands. India has begun to re- 
examine this carve-up. It is concluding that 
the economy would be better off if the state 
did a lot less and private business a lot more. 
Indian perestroika is at its 
most radical in the western 
state of Maharashtra, whose 
capital is Bombay. Maharash- 
tras sharp change of course 
was announced late last month 
by the finance minister, Mr 
Suchil Kumar Shinde, in a 
speech to the legislature. Mr 
Shinde invited private busi- 
ness to take on a wide range of 
investments that the state has 
traditionally made. Some of 
them—for example, power sta- 
tions and a multi-storey car 
park in the heart of Bombay's 
financial district—are unsur- 
prising candidates for private 
initiative. Others would raise 
eyebrows in even the most free- 
market western countries. Mr Shinde wants 
private businesses to build and own high- 
Ways, ports, water transport systems and a 
car tunnel beneath Bombay harbour. 

Since Maharashtra has a Congress gov- 
ernment, these proposals are sure to have 
been blessed by India's prime minister, Mr 
Rajiv Gandhi. It is not hard to fathom his 
motives. India's government is facing an 
ever-worsening budget deficit; and that defi- 
cit is largely the result of ever-more inef- 
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ficient public investment. 

When he was serving a brief stint as fi- 
nance minister two years ago, Mr Gandhi 
swore that the government's budget deficit, 
then about $5 billion, would be reduced at 
all costs. It did not happen. In the financial 
year that ended on March 3lst, current 
spending by central and state governments 
exceeded current revenues by more than $9 
billion—some 3.8% of GNP. 

One big reason is that the government 
is getting so little return on the $120 billion 
it has invested in state enterprises over the 
past 40 years. In the 1987-88 fi- 
nancial year, when the lowest 
long-term market interest rate 
was 12%, the government had 
a return on capital employed of 
6%—and that was a good year. 
Had the state enterprises man- 
aged to earn even 12% (the pri- 
vate sector got 14-15%), the 
treasury's take would have 
been $6 billion-$7 billion 
higher than it was. This would 
have covered more than two- 
thirds of the budget deficit. 

To hold the deficit in 
check the government has gra- 
dually been cutting back on in- 
vestments in state enterprises. 
The money it still pours in goes 
mainly to complete already-be- 
gun projects. It expects private enterprise to 
pay for new ones. 

Persuading business to take over what 
government used to do not only saves gov- 
ernment money; it improves the delivery of 
goods and services to the people who con- 
sume them. Studies by both government 
and private economists have shown that the 
private sector spends money far more effi- 
ciently than the government does. A study 
by one of India's leading economic newspa- 








pers in 1981 found that over the previous 20 
years each rupee of additional annual out- 
put (at constant 1980 prices) had required 
the investment of 7.4 rupees if the public 
sector was producing the goods, but only 3.6 
rupees if the private sector was. 

Mr Gandhi's first step towards getting 
private businesses to perform "public" func- 
tions was conventional privatisation of 
heavy industries such as petrochemicals, 
fertilisers and oil refining. In the 30 years be- 
fore the period covered by the seventh five- 
year plan (1985-90), private investment ac- 
counted on average for only half of India’s 
total industrial investment. Under the cur- 
rent plan it is expected to account for two- 
thirds. The government is also pushing 
ahead with the idea of selling 25% of the 
shares of the most profitable state enter- 
prises to the public, and of nominating 
shareholder directors to their boards. 

What has been conspicuously missin” `- 
any attempt to privatise the provision 
public services and infrastructure. That is 
why the Maharashtra experiment could 
prove so interesting. To get anywhere, how- 
ever, it will require a commitment and atten- 
tiveness from Mr Gandhi that he has failed 
to show in his other liberalising efforts. An 
incident from his mother’s day shows why. 
In Indira Gandhi's last years private compa- 
nies were allowed to start generating electric 
power. This modest test of privatisation got 
nowhere. The state electricity authorities re- 
sponsible for the distribution of power re- 
fused to pay the private generating compa- 
nies remunerative prices for their power. 


Can business build their roads better? 
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BEFORE WE WENT 

TO EUROPE, 

ASIA, AND 

THE UNITED STATES, 
WE HAD TO 

GO THROUGH HELL 

AND BACK. 


For more than 40 vears we've been testing our 

















engines in the world’s toughest proving ground 
Australia. 

And by all indications we've got it right. Over the 
last five years we've exported well in excess of 1,000,000 
engines. And we're now Australia’s largest exporter of man- 
ufactured goods. 

In Germany, the Opel Omega and the Kadett GSi 
are powered by engines manufactured by Holden. 

As are the Vauxhall Carlton and the Astra GTE in 
England. 

In Korea, the Pontiac Le Mans is produced for 
export to the U.S. using an engine from our range. 

In our four cylinder range alone we produce 58 
variations for export of 1.6, 1.8 and 2 litres, they're built for 
transverse and longitudinal applications and meet a wide 
variety of emmission regulations. 

They use Bosch fuel injection and a powerful Delco 
engine management computer. It enables the engine to pro- 
duce its best performance and economy under all the varia- 
tions of fuel and environmental conditions that occur 
around the world. 

And you can order any of these engines in quan- 
tities from a handful to thousands. 





The Holden’s Engine Company plant is one of the 
tew in the world to have a fully integrated foundry on site. 

This is just one of the factors that contribute to our 
ability to design for any application from small run specialist 
engines for manufacturers of limited edition vehicles to 
engines for industrial and marine use. 

We have the capability to produce a casting and 
refine it into a highly machined finished item. 

In fact we can produce any other engine compo- 
nent you may need and design and build an engine from the 
ground up. 

Our attitude is more of joint venture rather than 
simply a supplier which means we're able and willing to 
develop a prototype with you and stay with the project until 
its successful release. 

And because we're part of the worldwide GM cor- 
poration we have unrivalled resource support. 

For any part of engine design and manufacture, 
Holden's Engine Company can provide advanced engine 
technology of high quality and competitive cost. 

And because we know what it takes to produce 
products that can stand up to the testing punishment of a 
virtual “hell on earth”, you can rely on them to perform 
superbly anywhere. 

For more information on the resources of the 
Holden’s Engine Company Telex AA 30212. Fax (03) 647 
1617. Telephone +613 647 1780. 





Holden's Engine Company 
HOLDEN'S ENGINE COMPANY AT THE TAIPEI 
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The birth of a foreign policy 


WASHINGTON, DC 


FTER a longish delay, Washington re- 
| verberates to the sound of a foreign 
policy entering the world. It is not a single 
m-th but five little ones: a litter of presiden- 

4 speeches. The first two offspring have al- 
 teady arrived, though they were not widely 
recognised as such at the time. These were 
Mr Bush's speech on Poland at Hamtramck, 
Michigan, on April 17th and his Council of 
the Americas speech about central America 
on May 2nd. The third and most momen- 
tous was Mr Bush's speech on East-West is- 
‘sues in Texas on May 12th. The State De- 
partment’s draft was deemed useless; the 
delivered speech bore the stamp of the Na- 
tional Security Council. Relations with ab 
lies will feature in Boston on May 21st and 
<. «Mr Bush will deliver one last speech to the 
-~= Coast Guard on May 24th before he goes to 
< the NATO summit in Brussels. Put the pieces 
together and you get the world according to 

. Bush. 

The Poland speech offered economic 
.. carrots for reform. The central America ad- 
. dress was a clarion call for fair elections. The 
administration says its new policy is bold 
zand different; the punditocracy has come to 
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expect something timid and reactive. The 
world, bored of waiting, has become restive. 
From Mr Edward Shevardnadze to Mr Ron- 
ald Reagan, hints of impatience have been 
leaked to the press. 

The slowness is Mr Bush's fault, not Mr 
Jim Baker's. The secretary of state has been 
arguing for a swifter plunge into the world. 
But he has been held back by his president, 
who felt that it was vital to hold Mr Gorba- 
chev at bay while getting to know the allies 


first. He also wanted to put a visible gap be- 


tween the Reagan years and his own. 

Mr Bush did not foresee that the allies 
would prove so argumentative. His defend- 
ers say the row with the West Germans over 
when to begin negotiations on short-range 
nuclear forces was hard to avoid. And by 
conceding a delay in modernising the Lance 
missile, Mr Bush thought he had avoided 
such a disagreement. 

Much of the criticism has the smack of 
hindsight. Mr Paul Nitze, father of the INE 
treaty, argues that British and American in- 
transigence on short-range missiles is fool- 
ish, since the Warsaw pact forces have far 
more short-range weapon launchers than 
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ate's Poa oh 3 qnibas says the 
administration could have stressed that it 
too, would like to see short-range weap 
reduced i in number—that i is still NATO's offi 
cial position —but only in conjunction wi F 
successful conventional-arms talks. Instead 
the defence secretary, Mr Richard Che 
repeatedly stressed the dangers of the sli 
pery slope to zero down which e mig 
slide if it started short-range missile red 
tion at all. | | 
Had there been à more clear-sight 
NATO policy for the mid-1990s, the W 
Germans might not have felt the need te 
off on their own. Democrats are making t! 
point every day. Representative Les A 
chairman of the House Armed. Ser 
Committee, says a more radical or 
NATO goal than a mere 5% reductic 
conventional forces, to a level mat 
the Warsaw pact, would help. Mr Biden 
he was surprised to find recently that? 
commanders have no list of contingenc 
Mr Gorbachev offers x on conver 
arms, they should reply with v. 
The difference between the Ame 
and German positions goes beyond shi 
range missiles. Mr Cheney got into trou 
by speculating on April 29th that Mr 
bachev will not long endure and tha 
would be replaced by hard-liners. (Mr: 
ney was only repeating what the deput 
tional security adviser, Mr Robert C 
said a few weeks before and what Mr B 
Scowcroft sometimes tells the preside 
One theory is that he speaking for M 
Bush.) Behind Mr Cheney's remark lies. 
common American assumption that 
prediction is a reason for caution: Mr: 
bachev might not last, therefore keep y 
guard up and do nothing. But precisely: 
same reasoning brings most Europear 
the opposite conclusion: he might not 
therefore seize the moment to nego 
Russian forces as low as possible before 
hard-liners reassert control. i 
The keep-your-guard-up school res 
case on the argument that demoer; 
would find it harder—fmancially 
politically—to reverse decisions to di : 
tle weapons. That rule is proved by the 









































































T THE beginning of May President 
Bush authorised the sale of l.5m 
tonnes of subsidised wheat to the Soviet 
Union. Mr Bush ostensibly is opposed to 
subsidies for farm products—unless they 
help to hasten the end of farm subsidies 
worldwide. This was supposed to be the 
virtuous aim of the Export Enhancement 
Programme, started in 1985, which 
subsidised American food exports in or- 
der to undercut the subsidised exports of 
the European Community. 

It is doubtful, however, whether Sen- 
ator Robert Dole, and other Republicans 
who put heavy pressure on the adminis- 
tration to respond to the Russian re- 
quest, were greatly concerned with elimi- 
nating agricultural subsidies—or with 
promoting Soviet-American detente. 
They were speaking for the farmers in 
Kansas and other wheat-growing areas 
who are suffering from drought and who 
say they need high returns for such crops 
as they can send to market. 

The Office of Management and Bud- 
get, more concerned about the budget 
deficit, opposed the subsidised sale. So 
did the National Security Council, 
which queried the wisdom of shielding 
the Russians from their economic fail- 
ures. The Agriculture Department was 
also opposed; it wonders whether Amer- 
ica can spare the wheat. By the end of the 
crop year, wheat stocks are expected to 
be only 549m tonnes, the lowest for 14 
years. Wheat prices have soared above 
the government-guaranteed support 
price, making it hard to see why export 
subsidies should be necessary in 
addition. 

It is also hard to see why there was 
such a fuss about this particular sale. The 







— sional exception: Mr Reagan was able to re- 
arm quickly when public opinion turned 
_ against detente. Perhaps the best way is Mrs 
| A Margaret Thatcher's: seize the moment and 
_ keep your guard up. 


New words for a new world 


Not since detente has American foreign pol- 
a ‘icy added to the vocabulary of East-West di- 

- plomacy. “Containment”, the mainstay of 

- America's policy since Truman, is finished: 

.. successfully, sa says Mr Bush. He would like to 

3 coin a new word: “re-integration”’ of the So- 
viet Union into the world. Those Russians 

~ who have not been living on space stations 

— may find this patronising, but the meaning 
me apparent during Mr Baker’s trip to 

- Moscow. He took with him an agenda that 

— was different from that of the Reagan era. 
72 For a start, it was longer. To the four 
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Soviet Union is bound by promises to 
buy 9m tonnes of American maize, 
wheat and soyabeans each year. It is the 
biggest customer for American farm 
products. Already this year it has bought 
nearly 20m tonnes of wheat—4m of it 
under government subsidy. No other 
country has any surplus wheat to sell. 

The Russians wanted to buy an extra 
Jm tonnes, an admission that severe 
food shortages exist in the Soviet Union. 
President Bush characteristically split the 
difference and gave them half. The cost 
to the American taxpayer amounts to 
about $15m. A small price to pay, the ad- 
ministration implies, if by demonstrating 
that the United States sympathises with 
Mr Gorbachev's difficulties, it smooths 
the way for more important 
negotiations. 


perennials of the Reagan years (human 
rights, regional issues, bilateral issues and 
arms control) was added a fifth: global is- 
sues. This means terrorism, drugs, the 
proliferation of missiles in small countries, 
ozone and the global greenhouse. 

Mr Baker sincerely wants to do what the 
Reagan summiteers always claimed they 
wanted: he wants to avoid emphasising arms 
control. Although he and the Soviet For- 
eign Minister, Mr Edward Shevardnadze, 
have agreed to resume the Strategic Arms 
Reduction Talks (START), this was merely a 
sop to the Russians. Not until the strategic 
defence review is completed—by mid-sum- 
mer, Mr Bush's spokesman now says—will 
the administration have worked out its view 
on mobile missiles, sea-launched cruise mis- 
siles and star wars, START's three main hur- 


dles. The delay is the result of the John 
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Tower battle and the trouble Mr Cheney's 
mobile-missile compromise has run into on 
Capitol Hill. 

Mr Baker wants to use global issues to 

"test" the new thinking in the Soviet 
Union, a phrase he has been using repeat- 
edly. It has drawn fire from those who be- 
lieve Mr Gorbachev's sincerity as a reformer 
has surely not been in doubt for several 
years. This criticism misses the point. Mr 
Baker's "test" is typically pragmatic: he 
wants to know how far the Russians can be 
drawn into commitments and responsibil- 
ities shared with the rest of the world. At the 
same time he wants to protect the adminis- 
tration's flank from right-wing criticism at 
home by sounding suitably sceptical. 

What are Mr Baker's tests? On the is- 
sues of proliferating ballistic missiles and ter- 
rorism, he wants the Russians to abide by 
the informal rules western nations have 
worked out among themselves. Similar 
"tests" will be applied to the old four iter 
on the agenda, especially the regional issues. - 
So here is a little exam for the Soviet leader. 
Would you trade President Najibullah for 
power sharing between rebels and the gov- 
ernment in Afghanistan? Correct answer: 
yes, even if it isa pipe dream. What must you 
do to be allowed more say in the Middle 
East? Correct answer: stop supplying the 
Libyans and Syrians. What is your price for 
abandoning the Sandinists? Correct answer: 
nothing, because America has already aban- 
doned the contras. 

In other words, Mr Baker wants to find 
deals that can be done: he is a Texas lawyer. 
Mr Helmut Sonnenfeldt of the Brookings 
[Institution says the Bush administration is 
the first for many years to contain no promi- 
nent academics dreaming up grand abstract 
strategies. That is partly why the agenda re- 
mains so pragmatic. 

Mr Biden yearns for something big, like 
1992 or perestroika, to focus American ey^* 
on. Mr Bush, he says, must sketch out wh 
he would like relations between America 
and Russia to be by the millennium, how- 
ever unrealistic such a sketch might turn out 
to be. The vision thing again. But to do that 
means deciding whether it is in America's 
interest for Soviet reform to succeed, a co- 
nundrum the administration finds too tax- 
ing to solve. 

Mr Michael Beschloss, a presidential 
historian, says Mr Bush saw in 1976, when 
he was head of the CiA, what can happen to 
presidents who get too unambiguously iden- 
tified with detente. And he may not feel he 
can carry his party with him, as Mr Richard 
Nixon did on China. For eight years. Mr 
Bush has worked to establish his credentials 
with the right, and the habit dies hard. 
Mortgaging his political future to a vision of 
a different relationship with the Soviet 
Union may be too big a risk to expect of an 
American president. Or at least of this one. 
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improvement in the trade deficit during 
1988 has petered out. Most analysts expect 
that deficit to widen in 1989. Congress’s re- 
sponse looks more likely to be a call for in- 
creased trade protection than any serious at- 
tack on the fiscal imbalance. 

The gloomy external prospect makes 
the recent strength of the dollar hard to 
fathom. Various fanciful explanations have 
been touted. A favourite one is that political 
worries in both Japan and West Germany 
are making the dollar look safer than before. 
Such sentiment may not survive a string of 
poor trade figures. Before the end of the 
year, the dollar is likely to fall—and if it does 
so precipitously, that itself will exacerbate 
inflation. . 

The most comforting recent indicator 
has been a revival in America’s savings rate. 
Personal savings as a proportion of dispos- 
able personal income rose from 3.2% in 
1987 to 4.2% in 1988 and to 5.2% in the 
first quarter of 1989. That may be erratic; or 
due to poor statistics; or, more specifically, 
because the pattern of sales of cars, which 
are treated as if paid for in full even though 
most are paid for with borrowed money, 
may have exaggerated both the previous sav- 
ings fall and the present savings turnaround. 

Even so the administration is hopeful 
that private saving may at last be reviving 
from the sorry level it reached during the 
Reagan years. Officials like to point out that 
the decline in private savings was responsi- 
ble for a bigger proportion of America’s 
trade gap than the notorious budget deficit. 
They are gingerly exploring ways to encour- 
age saving through tax relief, though this 
has often been ineffective in the past. Push- 
ing up savings is the best way to reduce rhe 
economy's all-too-evident vulnerability. But 
it is still not clear how to do it. 
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T' HE long economic boom, now into its 
L 26th quarter, may not be dead, but it is 
sputtering. A clutch of recent indicat- 
ors—slower GNP growth, flat retail sales, a 
tailing off of employment growth, fewer 
housing starts—all point to a slowdown. 
The Federal Reserve Board's open-market 
committee meeting this week is likely to de- 
cide to hold off from further rises in short- 
term interest rates for the time being. Opti- 
mists reckon that the American economy 
may be heading for what they hopefully 
term a soft landing, rather than the reces- 
sion that usually follows a long boom. 
~ Such confidence may be misplaced. For 
one thing, some awful inflation numbers are 
“the way. Already the annual inflation 
% is heading towards 6%, a level at which 
Consumers start to notice. Administration 
officials call this a blip that can be blamed 
‘mostly on one-off jumps in oil and energy 
prices. But higher prices are feeding through 
into higher labour costs, especially the non- 
wage benefits that are less obvious than 
cash. Nor has productivity growth revived 
-tO offset this rise: American industry's unit 
- labour costs rose at an annual rate of over 
3% in the first quarter of 1989, 
Talk of a return of stagflation—infla- 
- tion combined with rising unemployment— 
» mo longer seems far-fetched. If it comes, the 
«Federal Reserve is ill-placed to tackle it. 
< Higher interest rates could increase the fed- 
eral deficit and damage companies that have 
built up huge debt during the boom years. 
And because America failed to control the 
budget deficit during its boom, there is now 
little scope for using fiscal policy to cushion 
< a slowdown. . 
-2 The other big concern is external. The 





Insurance premiums 
No, California, 
there is no Santa 


T IS a familiar pattern: California today, 
America tomorrow—and the rest of the 
world the day after. So it was a decade ago 
with the pioneering anti-tax Proposition 13. 
Last week California's Supreme Court up- 
held the legality of Proposition 103, a mea- 
sure adopted by voters in November that 
was intended to slash car- and household- 
insurance premiums by government fiat. 
Within hours consumer groups in 44 states 
had contacted the organisation that de- 
signed Proposition 103 to learn how they 
too could get a free lunch at the expense of 
insurance companies. 
Sadly, for the voters, intent is not the 
same as achievement, and free lunches are 




















Enen etnai un pea t ttem riore e ueteri e e trii e 










not to be had by popular demand 
passed, Proposition 103 said that premii 
should be rolled back to their Novem! 
1987 levels, cut by a further 2096 and th 
frozen for a year. Insurers could avoid thi 
chop only if it risked leaving them insolven 
The court has now ruled that companies cai 
avoid the rollback if they satisfy California’ 
insurance commissioner that it would pre 
vent them earning a “fair and reasonable’ 
return. With those three innocuous words 
the industry gained most of what it hai 
sought from its appeal. One company 
Aetna, has announced it will stop offerin 
new property and casualty insurance in Cal: 
fornia. But most firms that threatened t 
leave the California market have change 
their minds. B | 

Many car insurers insist they make lit 
or nothing from Californian car insuran 
now—thanks to rising costs, compe 
from their 440 rivals and a past reluctai 
annoy consumers by jacking up rates 
fast. (Household insurers are better off 
could probably swallow a cut in premiu: 
If the car insurers are telling the truth, t 
the court's judgment will let them push pi 
miums up, not down. Teams of lawyers à 
accountants are already drawing up the ni 


































































essary petitions to the insurance comm 
sioner, Ms Roxani Gillespie. E 
What the voters look like getting is n 
cuts in premiums but a more heavily reg 
lated industry. That could be inefficient at 
costly. Ms Gillespie is planning to hire; 
extra 200 staff; the companies will have. 
follow suit. And regulation has pro 
much worse than competition at keepit 
prices down. Moreover it poses the risk. 
an apparently powerful regulator bei 
caught up in a cosy relationship with t 
regulated industry, from which the co 
sumer is shut out. That risk is aggravate 
not reduced, by making the regulator’s j 
elected rather than appointed (which Pi 
osition 103 does for insurance from 1990 
Any student of American elections s 
grasps the power of money, of which in 
ance companies have more than consui 
groups. P 
A few of Proposition 103's provisio: 
liberate market forces rather than attemp 
ing to suppress them. The law scraps the i 
surance industry's limited antitrust exem 
tion; allows banks to compete writ 
insurance brokers; stops insurers from refu 
ing group policies; and forces companies 
be open about prices, services and profits 
requirement that prices be based on driv 
records rather than areas of residence - 
less sensible intrusion into the market. 
reduces city motorists’ premiums, it will 
so at the expense of rural drivers. D. 
If Californians were sensible, th: 
would vent their wrath over car-insurance 
premiums (averaging $623 a year, compare 
with $486 for the whole country) on the cc 
of claims. It is excessive litigation, damage 








































































































em premiums up. ‘ce are many ret 
for tackling these market defects, though 
owerful lobbies have blocked some. 

. For instance, several states have 
dopted “no-fault” compensation, under 
hich each driver recovers accident costs 
‘om his own insurance company, avoiding 
tigation over who is to blame. But "no 
iuit" states have generally undermined the 
ystem by allowing people to sue anyway un- 
der various circumstances. Other states 
have put caps on damages awards, not all of 
which have weathered court scrutiny. Some 
ourageous states have even dared to tackle 
he inflated charges of the medical profes- 
ion, though usually through price controls 
ot competition. 

Californians should have learnt from 
he experience of New Jersey, which tried to 
yrce insurers to accept bad risks at low pre- 








nderwriting association ended up covering 
If the state's motorists and had to be res- 
ued from an accumulated deficit of nearly 


billion. 


he North trial 
Jot quite the end 
f the affair 


SHE long trial of Lieut-Colonel Oliver 
. North has returned attention to the 
gher-ups and away from the hero-villain of 
e congressional inquiry. As layers of the 
n-contra affair peel away, Mr North, un- 
r the superb direction of his defence law- 
r, no longer seems quite as central as he 
ce did. When the jury reached its verdict, 
was opening the way to a new phase, 
ther than bringing the story to its end. 

. The jury members, picked for their ig- 
rance of Mr North's congressional testi- 
ony, proved that an absence of interest in 
rrent events is in no way synonymous 
th dim wits. They acquitted Mr North of 
ne of the 12 charges, mainly because they 
lieved that when he lied to Congress he 
was carrying out the orders of his superiors. 
Though the judge had told them that this 
was not a legal defence, they spunkily ig- 
red his instructiáns. 

* They found. Mr North guilty of “aiding 
d abetting” the obstruction of Congress 
ter the lran-contra affair came to light in 
/86 (he prepared a phoney chronology), 
id guilty of destroying and altering docu- 
ents. They gave him the benefit of the 
"ubt on stealing the Ria contras' 
ney, but found him guilty, by his own ad- 
ission, of illegally accepting a home-secu- 





niums. New Jersey's publicly financed joint | 


Mr North ‘could, theoretically, be: 

to prison for ten years and fined $150,000 - 
when the judge sentences him on June 23rd. 

He will appeal against the guilty verdicts. If 

his appeals fail, President Bush, who said 

this week that he "wanted all along to see 

him exonerated’, might choose a quiet mo- 

ment to pardon him. 

Interest—or, to be precise, the interest 








of the few who are still interested—now cen- 
treson Mr Bush himself. To what extent was 
he aware of, or involved in, the schemes to 
get round the 1985-86 congressional ban on 
direct and indirect aid to the contras? Mr 
Bush is emphatic, making it a matter of per- 
sonal and presidential honour, that no quid 
(Honduran help for the contras) pro quo 
(millions of American dollars) was men- 
tioned when he called on Honduras’s Presi- 
dent Roberto Suazo in March 1985. No- 
body doubts him: it would, after all, have 
been most indelicate for the vice-president 
to put such an understanding into crude 
words. 

New evidence might encourage the in- 
dependent counsel, Mr Lawrence Walsh, to 
broaden the scope of his investigation, to 
dig around a bit in more hallowed ground. 
His general mandate is to re-establish public 
confidence in government. And the public, 
though bored to death with the minutiae, 
believes increasingly that its leaders, in par- 
ticular Messrs Reagan and Bush, have been 
fibbing. Polls show that around 65% of 
Americans think that Mr Bush was more in- 
volved in it all than he lets on; 82% think 
that of Mr Reagan. Most of them may not 
care much. Yet the lran-contra story contin- 
ues to unfold, in several settings. 

On May 12th the Senate Foreign Rela- 
tions Committee was to question Mr Don- 
ald Gregg, Mr Bush’s former national secu- 
rity adviser, now chosen to be ambassador 
to.South Korea. Mr Gregg’s problems arise 
through his friendship with a Cuban-Amer- 
ican, Mr Felix Rodriguez, that dates back to 
the time when they were both cla officers in 
Vietnam. In 1985 Mr Rodriguez went to 
help the Salvadoran government with its 
guerrilla war and was then recruited by Mr 
North to assist the Nicaraguan contras. Mr 


- Gregg later became aware of Mr Rodriguez's 


dual role but not, he says, on May 1 1986, 
when he brought Mr Rodriguez to see the 











 Oregg, was about. El Salvador. alone. The l 





senators may be puzzled why the “resupply 
of the contras” appears as a purpose of the 
meeting on two scheduling memos. _ 

In July Mr Joe Fernandez, the former — 
CIA station chief in Costa Rica, is due to — 
stand trial, accused of lying to two official 
inquiries. In September it will be the turn of 
Mr North’s boss, Vice-Admiral John 
Poindexter. "The buck stops here," the 
brave admiral calmly declared as he as- 
tounded the congressional investigators 
with tales of the presidential documents he 
had torn up in order to protect Mr Reagan. 
If Admiral Poindexter's lawyers choose the 
same lwas-a-scapegoat defence as Mr 
North's—and some of the charges are the 
same—who will be the superior officer for 
the defendant to blame? 

Then there is Congress. Although many 
members, alive to the country's impatience: i 
are reluctant to go over old ground, oth ^ 
are angry that their own lran-contra invesu- 
gation was denied, either inadvertently or 
deliberately, some of the documents—impli- 
cating Mr Reagan, Mr Bush and others— 
that turned up at the North trial. The Sen- 
ate and House intelligence committees are 
to study these papers, and the reasons why 
they were not handed over. Then, says Rep- 
resentative Lee Hamilton, it will be time to 
"pursue their implication". With lively re- 
collection of being lied to three times by Mr 
Reagan, Mr Hamilton pronounces himself 
sceptical of Mr Bush's good faith. | 

Representative David Obey, chairman 
of the subcommittee that appropriates for- 


- eign aid, is even more direct —and has more 


leverage. He will hold up $700m of foreign 
aid for Central America until he finds out 
whether the money appropriated earlier was 
used to engineer support for the contras at a 
time when this was illegal. The State Depart- 
ment says it was not; but Mr Obey, look*-~ 
at the Honduran quid-pro-quo pan,: 
noticing that aid to Honduras in 1985 was 
three times as large as the previous three- 
year average, is unconvinced. He wants pre- 
cise answers. And he adds that he did not 
take an oath to defend the constitution only 
until he grew tired. 





Oil imports 
The guzzlers are 
back 


“Vy ULNERABILIT " is the current 
buzzword of energy. bores. It refers to 
the increasing reliance of the United States 
on pacis oil, ini is approaching levels - 








hattan, view from New Jersey 


No foreign market can be tapped from afar. 


Without actually being on the scene, 
not even the astute observer of distant 
markets can always differentiate between 
cause and effect. In-depth insights into 
market dynamics evolve only from an active 
on-site presence. 

Thatis why DG BANK maintains its own 
branches in the world's key business cen- 
tres. The benefit for our partners: timely 


Let's start at the heart. 


intelligence on new developments, enab- 
ling you to judiciously avert risks and capi- 
talise on opportunities. 

Together you and we explore trade 
prospects, analyse your product's sales 
potential. We establish the vital contacts for 
you, and provide access to attractive new 
sources of capital. 

Head Office: DG BANK, P.O. Box 10 06 51, 


DG BANK Gy 


Am Platz der Republik, D-6000 Frankfurt 
am Main 1, Federal Republic of Germany, 
Telephone: (69) 74 47 - 01, Telex: 412291, 
Telefax: (69) 74 47-16 85/1688. 

Offices in: New York, Los Angeles 
Atlanta, Rio de Janeiro, Hongkong, Singa- 
pore, Tokyo, Kuala Lumpur, London, Luxem- 
bourg, Zurich, Geneva, Budapest. 

The broadly based Bank. 
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FACT. 
| RE-DEVELOPING LAND, BUILDING COMMERCIAL CENTRES AND CONSTRUCTING NEW APARTMENTS FOR 22,000 FAMILIES 
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FACT. 
EXPANDING FACILITIES TO GENERATE AND DISTRIBUTE POWER FOR MILLIONS BY OUR ASSOCIATE HONGKONG ELECTRIC 


























FACT. 
PARTICIPATING IN A JOINT VENTURE SATELLITE PROGRAMME TO INTRODUCE A NEW ERA OF TELECOMMUNICATIONS 
































| FACT. 
| HUTCHISON WHAMPOA LIMITED. MADE IN HONG KONG 

















Hutchison Whampoa Limited 


ti) 


THE HUTCHISON WHAMPOA GROUP'S ACTIVITIES INCLUDE PROPERTY DEVELOPMENT AND INVESTMENT, ELECTRICITY GENERATION 
AND DISTRIBUTION, CONTAINER TERMINAL OPERATIONS. TELECOMMUNICATIONS. OIL AND GAS, IMPORT/EXPORT. RETAILING. QUARRYING AND CHINA TRADI 
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Hidden Ireasure. 


The Panorama Deck, an option under study for the 
MD-I stretch version, offers the potential for increased 
a floor width of nearly ten feet. So your passengers wont ei 
sacrifice the comfort they demand on long flights. Plus, the angled | Ly 
positioning of the windows that results from the fuselage curvature 
offers window-seat passengers a truly panoramic view 

The Panorama Deck. An option that can mean pure joy lor your 


and cargo without sacrificing the advant: iges of {lying 
the most efficient wide-body plane in the world. Located 
in the forward fuselage, the Panorama Deck would have 









capacity with lower-deck seating 
Airlines will have the ability to carry passengers 

passengers. And profit for you. Yet another MD-ll innovation that 

makes all the sense in the world. 





MCDONNELL DOUGLAS 













(see chart). The comparison brings painful 
memories of spiralling oil prices and, sure 

rough, American drivers are now paying 
_ out $1.10 a gallon, up from 0.96 cents in 
March. 

OPEC is not to blame, however. Nor is 
the Valdez spill. The main reason is that De- 
troit is building and people are buying more 
gas-guzzling "muscle cars", while tighter 
environmental standards on the volatility of 
petrol have strained America's refining 
capacity. 

The oil companies see this as a good mo- 
ment to emphasise what they would like the 
government to do for them. Conventional 
wisdom, embraced by oil companies and 
sympathetic government officials, says that 
American dependence on foreign oil leaves 
the United States vulnerable to the whims 
of other countries, especially those suspect 
OPEC members in the Middle East. Mr James 
Watkins, the energy secretary, recently told 
oil executives what they wanted to hear: 
"Our vulnerability to oil-supply disruptions 
is greater today than it was at the time of the 

rab oil embargo." 

This reliance on foreign producers re- 
stricts America's foreign-policy options, 
forcing the United States to kowtow to oil- 
rich nations, and hampers military pre- 
paredness, leaving the Pentagon’s equip- 
ment without adequate fuel to fight a 
prolonged war. Or so goes the theory. The 
facts do not support it. Last year, about one 
barrel of oil in ten was imported from an 
Arab OPEC nation. The military advantages 
of paying less for oil far outweigh the disad- 
vantage of an extremely hypothetical OPEC 
stranglehold. 

To address the alleged import peril, the 
oil companies want the government to pro- 
vide tax breaks for exploration (Mr Bush 
agrees); to establish an import fee (tariff) on 
oil imports; and to grant them permission to 
drill in the Arctic National Wildlife Refuge 
in Alaska. The first two requests should be 
dismissed as measures that would distort the 
workings of the oil market, an argument 
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that the industry often cited against govern- 
ment interference during the Carter and 
Reagan eras. These measures would also of- 
fend all foreign oil suppliers. 

The case for developing the 1.5m acres 
of Arctic Refuge’s coastal plain, described 
by environmentalists as the last Arctic wil- 
derness, was made in a 1987 report from the 
Department of Interior and endorsed by the 
Reagan administration. The study assumes 
oil prices of $33 a barrel (in mid-1984 dol- 
lars) and concludes that at this price compa- 
nies would have a one-in-five chance of 
discovering profitable oil fields. 

Even if the oil price doubles, in other 
words, there is an 80% chance that drilling 
in the refuge would not profit oil companies. 
That sounds a hefty-enough disincentive in 
itself, but environmentalists want a total 
block. They argue that America can do 
more to keep the price of oil steady by lower- 
ing its demand than by adding so marginally 
to its domestic supply. Congress was never- 
theless expected to pass legislation approv- 
ing drilling in the refuge. After the Valdez 


Larger small cities 


A city whose biggest business is itself 


PHOENIX, ARIZONA 


In one of a series of occasional articles on America’s larger small cities, we 
look at Phoenix, an instant megalopolis usl 
Arizona’s desert and whose breakneck growth has suddenly faltered 


PHOENIX exists among the 


cactuses of the Arizona desert 
for three reasons, all of them 
man-made. The Salt River was 
dammed in the 1930s, provid- 
ing ample water for which pre- 
historic Hohokam Indians had 
thoughtfully built canals. The air 
force liked the clear skies for training 
pilots in the second world war. And 
then there came the air-conditioner. 

In the 1950s Phoenix was a farm- 
ing and flying town of 100,000 on 17 
square miles; to keep cool in summer 
people slept with wet burlap on their 
walls. Now the city and the neigh- 
bours it has engulfed sprawl over 
nearly 2,000 square miles and hold 
2m people, few of whom breathe non- 
chlorofluorocarbon-cooled air for 
more than a few minutes at a time, ex- 
cept when they are out on the golf 
course. 

At present Phoenix is in a slump. 
That is to say, the number of people 
moving there has dropped to a mere 
20,000 a year. For a city whose main 
business is accommodating popula- 
tion growth, that causes problems. 
The surrounding desert is littered 
with the debris of land speculation 
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incident, however, the sponsors put it on in- 
definite hold. ET 

Greenish types are also using the Valdez 
incident to advance their legislative agenda. 
Representative Claudine Schneider has in- 
troduced a bill that would stiffen fuel-econ- 
omy standards, increase the tax on cars that 
are not fuel-efficient and establish a federal 
agency to help states create more effective 
electricity and gas companies. k 

She is pushing at an open door, Presi- 
dent George Bush, in contrast to his prede- 
cessor, is ready to raise the fuel-efficiency 
standards (the average each manufacturer. 
must achieve for its entire range of cars) 
from 26.5 to 27.5 miles per gallon for 1990, 
Defeatist Detroit will squeal that this gives 
unfair advantages to the Japanese, who. 
know how to build efficient engines. But 
whether through such unsubtle and un- 
American dirigisme, or through petrol taxes 
that the president won't contemplate, D 
troit is going to have to master the fuel-econ- 
omy art if America insists on reducing its pe- 
troleum "vulnerability". 































































that has flowered incongruously in 
(much of it by mislabelled “thrift” institu- 
tions). The number of construction jobs in 
Phoenix has dropped by 20,000 in two: 
years. Adjusted for inflation and population: 
growth, Arizona's gross product barely grew 
at all in 1988. (The term Phoenix and 


term Arizona are virtually synonymous: two. 
AMERICAN SURVEY continues on page 44 x 
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of three "Zonies", as they are 
d in San Diego when they turn 
ooking for surf, live in the city.) 
Phoenix's boom years were 1983- 
n the rustbowl of the Midwest 
'appling with the after-effects of 
ssion and the collapse of manu- 
ing under the onslaught of 
ip imports. Many midwesterners 
ed to places like Phoenix and became 
è agents or golf-course gardeners or, to 
esser extent, managers of micro-chip fac- 
s. Arizona’s population grew by 12% in 
84. Now that the rustbelt has recovered, 
izona's growth has dropped to 1.896 in 
88. 
| his worries some people, and rather 
ases others. The mayor, a progressive 
mocrat named Mr Terry Goddard, says 
oes not miss the frantic growth of the 
1980s, which sent the shopping malls 
eening out into the desert at a pace that 
"roads and sewers behind. Mr Lee 
Pheters, an economist at Arizona State 
Iversity, points out that Phoenix, unlike 
uston or Dallas at their nadirs, is still at- 
ting migrants. Besides, he adds, migra- 
n has slowed before—in 1976 and 1982. 
e migrants of the 1990s, says Mayor God- 
d, will probably come from California, 
usted with the cost and discomfort of 
in Orange County. 
It is unfair to think of Phoenix as purely 
ace for golf, retirement and tourism. In 
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the constraints of geography, almost as 
s it has drawn people. Its two brightest 
dustries are micro-chips and aerospace. 
torola, Intel and McDonnell Douglas are 
ng its largest employers. Unlike Los An- 
5, however, the city has failed to attract 
. interest from the Japanese, even 
ugh perhaps a million of them visit Ari- 
a’s Grand Canyon each year. A planned 
ct flight to Honolulu may bring Japanese 
lay golf, says Mr Brian Cary of the First 
tate Bank of Arizona, after which— 








st. 
s of second-tier American cities, Sports 
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1980s it has drawn industry, newly freed _ 


knows?—they might even stay to - 






team, the Chamber of Commerce wants - 


more hotel rooms to draw conventioneers to 
the concrete bunker called a convention 
centre and the mayor has just lost a bitter 
battle to raise the sales tax by half a cent in 
order to improve local transport. 

This was peculiarly short-sighted of 
Phoenicians, who have the lesson of Los An- 
geles before them. As Angelenos thought a 
decade ago, they think their city is better 
















suited to the car and that building freeways 
will keep people moving. Like Angelenos 
they will learn that they are wrong only after 
property prices have ruled out all the alter- 
natives. Los Angeles, say the cynics, is the 
future of Phoenix; Phoenix, say Tucsonites 
with equal foreboding, is the future of 
Tucson. 


Too darned hot 


Phoenix is the hottest big city in the world. 
Ever since Frank Lloyd Wright's fabulous 
Biltmore opened in 1929 Phoenix has 
drawn "snowbirds" to its resort hotels 
during the winter. Looking down from 
Camelback Mountain, Scottsdale, the most 
affluent suburb, seems to be pockmarked 
with golf courses, swimming pools, tennis 
courts and kitsch-adobe clubhouses. Entire 
neighbourhoods empty out during the blaz- 
ing summer months, when the daily maxi- 


mum temperature climbs above 100 degrees 


and, last year, stayed there for more than 
100 days on end. 

And Phoenix is getting hotter. Each 
year, thanks to the heat-island effect (con- 
crete absorbs more heat than desert 
ground), the city breaks its own temperature 
records. It is getting more humid, too, 
thanks to profligate water use. Hay fever, 
once unknown, is now worse than in most 


. eastern cities: transplanted mulberries and 

grass love the dry air. The striking thing 
. "about Phoenix is how little it has accommo- 
dated to its climate and environment. De- 
. velopers tear out cactuses and plant lawns 
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n r BOH- greens that - 
require absurd quantities of water. An ar- 
chitect has saddled the civic centre with a 
concrete plaza that gets hotter than a frying 
pan for months on end. Boat-ownership per 
head-is rumoured to be higher in Arizona 
than in any other state, even though Ari- 
zona has no sea and no natural lakes. 

This disdain for the desert may be 
changing. When he was governor, Mr Bruce 
Babbitt stopped the developers building ar- 
tificial lakes as if they were in Minnesota. Mr 
Goddard is trying to encourage gardens of 
gravel and cactus rather than lawns, wants 
to change the colour of asphalt in car parks 
and has embarked on an ambitious project 
to cool the concrete plaza using passive solar 
power. E "E 
Few Phoenicians feel rooted in the city. 
It has a high rate of emigration as well as 

immigration. Civic institutions find it 

hard to raise money. Phoenix is a city mdr 
of transplants, mostly from the Mic ~~ 
west and from Chicago in particula 

The Chicago Cubs, one of eight base- _ 

ball teams that train here in the — 
Spring, sell out all the tickets to their - 

games. The bunker mentality of survi- 

vors of Chicago winters stands them 

in good stead in Phoenix summers (al- 

though almost 1096 of the population 
| leaves town during the summer). 
Phoenix is overwhelmingly white and, un- 
like San Diego to the west or Houston to the 
east, has little Hispanic influence. 

Midwesterners, like native Arizonans, 
are self-reliant folk, so the state's reputation 


for distrust of government and staunchly 


Republican politicians is being reinforced, 
not diluted. Last year Arizona voted to 
make English its official language. This year 
its Republican party, back in the hands of 
the loony-right supporters of Mr Evan 
Mecham, voted to try to make America offi- 
cially a "Christian nation"; — 

Phoenix's present slump probably x 
not last. As Mr McPheters says, people Wau 
probably not stop liking warm -weather, 
cheap land and a western lifestyle (cars, 
swimming pools and space). But it is hard to 
see Phoenix diversifying into some industry 
other than its own expansion. 

It is not, like Denver, a regional hub fa- 
voured by airlines or distributors. It will 
probably not become the aviation capital of 
the country, as former Senator Barry Gold- 
water has long hoped. The state’s mediocre 
reputation for education will not drive 
much entrepreneurial activity. And the 
city's best hope of winning a share of the 
financial-services industry lies in being a 
cheap back-room operation for Los Angeles. 
Phoenix will continue to have two econo- 
mies: a real one, based on electronics, avia- 
tion, the tourist resorts and banking, and a 
bigger one based on building houses and 
providing for migrants from elsewhere. 












W a oe, a a 
Lew... 4 ot S 


———————E 
TY i f » e 


PR orm gs ^ 





INTERNATIONAL 


The election that wasnt 


FROM OUR CORRESPONDENTS IN PANAMA CITY AND WASHINGTON, DC 


HE drawbridge went up on fortress 
Noriega when Panamanians went to the 
polls on Sunday, May 7th. The country's 
strongman, General Manuel Noriega, had 
believed an election would legitimise his re- 
gime, given a bit of help from false voter 
lists, stuffed ballot boxes and army intimida- 
tion. But the vote still went to the opposi- 
yn alliance by a margin of about three to 
one. On May 10th, after several days 
of thuggery and confusion, the gen- 
eral declared the election null and 
void, blaming the opposition for the 
fraud his own people had organised. 

Mr Jimmy Carter, in Panama for 
the election with an independent ob- 
server team, met the general on the 
eve of the election. "He had no con- 
ception of the possibility that the peo- 
ple were going to vote against him," 
said the ex-president. Once it became 
clear that they had, the fraud ma- 
chine shifted gear. Vote-counting 
centres were militarised, ballots seized 
and destroyed, false tally sheets 
printed, the triumph of Mr Carlos 
Duque (the general’s candidate and 
business associate) pronounced. 

The post-ballot fraud was surpris- 
ingly crude. Just before dawn on 
‘4onday, the police stormed a polling 

ation at the Orlando Winter gymna- 
sium in San Miguelito, an opposition 
stronghold. Election workers were 
beaten up, tally sheets torn up or sto- 
len. At the Venezuela school in Pan- 
ama City troops attacked at night 
during a power cut. Almost all the 
tally sheets "disappeared". Mr Car- 
ter, invited to the centre where the 
votes were to be counted, found fake 
tally sheets being substituted for real 
ones. He protested, and was barred 
from the centre. 

Only on Tuesday did the first official re- 
sults emerge. The opposition Civic Demo- 
cratic Alliance said it would get 70%; Gen- 
eral  Noriega's National Liberation 
Coalition claimed more than 5096, which 
was less, oddly, than the 6096 that the (false) 
official returns were giving it. The Noriega 
camp had underestimated its own cheating. 

The opposition's claims were backed by 
an independent survey which gave the op- 
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position 74.296, the ruling coalition only 
24.996. This came from a Roman Catholic 
group which, departing from the local 
church's usually passive role, has so an- 
noyed General Noriega that, on Tuesday, 
vigilantes were sent out to prevent people 
going to Mass. When the opposition candi- 
dates visited the archbishop, armed men fol- 
lowed them and fired over their heads. 





The way Noriega's people see him 


The opposition is hoping to excite the 
sort of people's revolution that swept Mrs 
Cory Aquino to power in the Philippines, 
but does not quite know how. On Wednes- 
day its presidential candidate, Mr Guillermo 
Endara, and his two associates were beaten 
up by government goons; two of their body- 
guards were reported killed. President Bush 
sent condolences to the injured in hospital. 
The Americans say that General Noriega 





cannot invalidate the election just because 
he does not like the result. What they do 
about it is another matter. 

American economic 
been in place against Panama since late 


4 

j 
sanctions have ~ 

1 
1987. Conceivably, military intervention 
might be the next step. "Send the troopsin, 7 
man,” shouted one demonstrator, as he ran 
away from the riot squad. By Thursday, 
however, the 10,000 American troops along 
the Canal were still inside their bases: Presi- ; 
dent Bush was talking to Congress about re- 
inforcements. Formally, the opposition 1 
came out strongly against intervention by — 
the United States, and welcomed the ideaof — 
a "Latin solution”; the democratic govern- 
ments of Venezuela, Costa Rica and Peru — 

promptly deplored the fraud. [ 

President Bush may be glad of — 
their support. He promised on May 
2nd that the United States would not — . 
recognise the results of a fraudulent — 
election engineered to keep General 
Noriega in power. The outcome 
handed him a pretext to take decisive —— 
action, but it will be hard. 

The Reagan administration, in 

May 1988, came close to a deal by 
which the general would leave the ~ 
country in exchange for the dropping — 
of American charges of drug-dealing 
against him. Two things scuppered it: 
Mr Noriega's request for a week to 
consult his cronies, which the Ameri- 
cans could not tolerate because they 
wanted a decision before Mr Rea 
gan's Moscow summit; and the fact 
that the negotiations were leaked to 
the press. Some think Mr Bush's cam- 
paign managers did the leaking, anx- 
ious lest the lifting of Mr Noriega's in- 
dictment might lose Mr Bush votes. 

Mr Bush, who speaks fiercely 
about drug dealers, may be reluctant 
to revive the deal. He may prefer to 
let Latin America’s democratic lead- 
ers put pressure on Mr Noriega. — 
Many Americans, though, long to — 
punish the thugs, and Mr Bush has ~ 
not a great deal-of time before Con-  — 
gress gets restive. E. 

Calls from Congress for armed 
action have not been helpful. Senator ] 
Connie Mack, an official American ob- 
server at the election, suggests abrogating 
the Panama Canal treaty that President Car- 
ter pushed through in 1979. Under it, sover- 
eignty over the canal passes to Panama in 
1999. Giving a decade's warning of the in- .— 
tention to ignore a treaty is hardly the way 
to dislodge the obdurate General Noriega. 
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Toughing it out 


FROM OUR SPECIAL CORRESPONDENT IN LA PAZ 
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HE impoverished voters of Bolivia sent 

a message to timid Latin American lead- 
ers in the presidential election on May 7th: 
politicians who carry through tough eco- 
nomic-stabilisation programmes, or who 
support them, can win. The worst pain of 
reform is over, the economy is recovering. 
— All three main candidates (there were 
nine in all) promised to carry on much as 
before. 

With most of the votes counted, two 
candidates were roughly level-pegging, each 
with around 3096 of the votes cast, and the 
— thitd had about 20%. The new congress, 
also elected on Sunday, will pick between 
them on August 4th. It will probably plump 
— før Mr Gonzalo Sanchez de Losada, who as 
| planning minister put through Bolivia's 
7 painful reforms. The main contender and 
; - runner-up was General Hugo Banzer, who 
© ruled as dictator from 1971 to 1978. In third 
> place came Mr Jaime Paz Zamora, whose 
— Revolutionary Left Movement is by no 
"means as extreme as it sounds; he could 

— work with Mr Sanchez. 

y In 1985 Bolivia’s inflation peaked at an 
~ annual rate of 24,000%. The government 
—— had virtually no income at all. Now inflation 

is below 10%, the budget is balanced, the 

— foreign debt is being reduced, the exchange 

— - rate is stable and the GDP may grow by 4% 
this year. Mr Sanchez and his team did the 
trick by printing no money and limiting gov- 
ernment outgoings to match government in- 
come. In 1986 it levied 400 different taxes, 
——— inarrears, so that when the treasury got the 
— — cash inflation had made it worthless. Thus it 
— — collected 0.9% of GDP. 
| Now there are just nine taxes (the main 
- one is a 1096 value-added tax on all transac- 
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tions), and the government collects 14% of 
GDP. Less dramatically, it cut spending, 
mainly on subsidies to worked-out tin- 
mines; 20,000 workers lost their jobs with a 
tin handshake of $2,000. Employment is 
said to be rising again. This success (see page 
11) might stiffen other Latin American gov- 
ernments to do likewise, if they did not have 
opposition parties that disagreed with them. 
Bolivia's left-wingers are mostly dead. 

The election campaign included clever 
television advertising. Mr Sanchez de 
Losada, a rich mine owner who spent his 
first 21 years in the United States, speaks 
Spanish with a thick Yankee accent; Boliv- 
ians liked his self-assurance as well as his sta- 
bilisation programme, and forgave the ac- 
cent. He promises to renew a campaign to 
persuade coca-growers to switch to other 





Iran and the West 





crops. The existing campaign has been mov- 
ing slowly, putting at risk $24m of United 
States aid that is conditional on its satisfac- 
tory progress. Mr Sanchez de Losada says a 
proper campaign would cost $500m. 

Bolivia remains dreadfully poor. In the 
countryside nearly four out of ten children 
die before the age of five. More than 4096 of 
the people have no medical services, and less 
than 2096 receive social-security payments. 
Since the mines closed, about half of the 
population makes a living by subsistence 
farming or odd jobs. Employment will rise if 
the election result encourages private inves- 
tors, including the foreigners who are inter- 
ested in mining, oil, gas and farming, as well 
as in cocaine. Mr Sanchez de Losada 
claimed his policies would create 250,000 
jobs. But that was before the election. 
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Just some friendly advice 


T FRIDAY prayers on May 5th 
Mr Ali Akbar Rafsanjani, the 
Speaker of the majlis, Iran's parlia- 
ment, and the man most likely to suc- 
ceed Ayatollah Khomeini, advised 
Palestinians to murder five western- 
ers for every Palestinian killed in the 
[sraeli-occupied West Bank and Gaza. 
"It is not difficult to kill Frenchmen 
or Americans, said Mr Rafsanjani, 
leaning on an assault rifle, "though it 
is a bit difficult to kill Israelis, as they 
are rather scarce." He said the Pal- 
estinians ought to hijack aircraft and 
blow up factories. From Tunis the 
Palestine Liberation Organisation 
told him to keep his “poisoned ad- 
vice" to himself. 

Mr Rafsanjani was until quite re- 
cently the West's favourite mullah, 
with a reputation for moderation in foreign 
affairs. He was deeply involved in the arms- 
for-hostages affair in 1986, and is thought to 
have played a big part in persuading 
Ayatollah Khomeini to end the war with 
Iraq. Mr Rafsanjani was the architect of 
Iran's often laborious efforts to emerge from 
its wartime isolation. He helped break the 
power of the “Office for the Export of the 
Revolution”, which had done much to em- 
bitter Iran's relations with other countries. 

This reputation had lately become a li- 
ability. Earlier this vear Ayatollah Khomeini 
decided that rapprochement with the West 
and the liberal drift at home had gone too 
far. In February he passed a death sentence 
on Mr Salman Rushdie, a British author 
whose novel, "The Satanic Verses", was 
judged insulting to Islam. When the mood 
in Tehran turned radical, Mr Rafsanjani, 
whose opportunism has earned him a nick- 
name as “the shark”, turned too. Those 
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Rafsanjani, his master's voice 
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who did not, including Ayatollah Khomei- 
ni's designated successor, Ayatollah 
Hossein Ali Montazeri, were purged. 

Mr Rafsanjani's power looks like grow- 
ing. He is acting commander of the armed 
forces, the only candidate for the presiden- 
tial election later this year and member of a 
constitutional committee that is trying to 
strengthen the presidency and place the suc- 
cession to Ayatollah Khomeini in the hands 
of three or five senior mullahs. Mr Raf 
sanjani wants to be the chief of these, but 
must show Ayatollah Khomeini that he will 
safeguard the revolution's purity. "While I 
live," he promises, “Iran will not fall into 
the hands of liberals." In April he organised 
a purge of moderates on the pretext of hav- 
ing uncovered a nest of American spies. 

On May 10th Mr Rafsanjani said his re- 
marks about Palestinians killing westerners 
had been "misinterpreted". But this may 
not stop factions hostile to Mr Yasser Arafat 
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from acting upon them. Some evidence sug- 
gests that the bomb which brought down a 
Pan Am jumbo jet over Lockerbie last De- 
cember was planted by one such group (the 
Popular Front for the Liberation of Pales- 
tine-General Command) at Iran's bidding. 
Security measures have been stepped up at 
western airports and Britain has advised the 
dozen or so Britons in Iran to leave. 

Otherwise, the world's reaction has con- 
sisted of words. Britain said that Mr Raf- 
sanjani's edict was another Iranian affront 
to standards of international behaviour. 
France called it an inadmissible incitement 
to murder. America considered it another 
step backwards by Iran from the community 
of civilised nations. The European Commu- 
nity complained that Iran had violated the 
most basic principles governing relations be- 
tween sovereign states. The same govern- 
ments uttered the same sentiments in Febru- 
ary, when Ayatollah Khomeini sentenced 

r Rushdie to death. That time, all 12 Euro- 

an Community governments pulled their 
heads of mission out of Tehran, and Britain 
went on to break relations. Most of the am- 
bassadors have drifted back. 

This time, after Mr Rafsanjani's half-re- 
traction, none of Britain's European part- 
ners is expected to break relations. The 
worst lran may suffer is wide international 
condemnation; and even that may not be so 
wide. France, Britain and America pushed 
this week for a reprimand from the United 
Nations Security Council. But this was re- 
sisted by China (currently playing host to 
President Khamenei) and Russia. Both 


profit from Iran’s anti-western mood. 





Battling birthdays 


2M OUR ISRAEL CORRESPONDENT 


Z XN MAY 10th, as Israelis celebrated 

their 41st Independence Day and the 
Palestinians the start of the 18th month of 
their uprising, there was no let-up in the vio- 
lence. Indeed, despite talk of holding elec- 
tions in the West Bank and Gaza, the signs 
are that the violence is getting worse. Israelis 
had their usual idiosyncratic Independence 
Day fun of open-air barbecues and hitting 
each other on the head with squeaky plastic 
hammers. A million Palestinians spent the 
holiday under curfew. 

A simple catalogue tells the story. On 
May 9th a Palestinian stabbed an Israeli who 
was standing at attention during the two- 
minutes of remembrance silence for war 
dead. Six days earlier a knife-wielding Pal- 
estinian had killed two elderly Jews in the 
centre of West Jerusalem. The next day an 
official commission recommended the dis- 
missal of three officers involved in the kill- 
ing of four Palestinians during a routine 
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FROM OUR CAIRO CORRESPONDENT 


GYPT'S archaeological treasures, 
threatened by pollution, over-popu- 
lation, package tourism and incredible 
old age, need all the help they can get. 
Lately they have not been getting it. The 
Egyptian Antiquities Orga- 
nisation has been making 
life difficult for the foreign 
experts on whom the coun- 
try still depends for excavat- 
ing and preserving its an- 
cient monuments. 

The foreigners say that 
permits for work, even to 
continue work on existing 
projects, are sometimes tak- 
ing up to six months to ob- 
tain, and that regulations 
that were previously ig- 
nored—such as the require- 
ment that those seeking per- 
mits put down middle 
names on their application 
forms—are now being en- 
forced with ludicrous zeal. 

Europeans invented 
Egyptology after Napo- 
leon's 1798 invasion, and 
Egyptians still remember 
the wholesale plundering 
that filled the great muse- 
ums of Europe in the nine- 
teenth century. Every so of- 
ten, outsiders hit a nationalist nerve. 
Three years ago a British-Dutch expe- 
dition uncovered a tomb at Saqqara. 
When a British reporter called it the 
most important discovery since the 
Tutankhamun find of 1922, Egyptians 








search-and-arrest raid on the West Bank vil- 
lage of Nahalin on April 13th. On May 6th, 
on the first day of the Muslim Id al-Fitr holi- 
day (which marks the end of the month-long 
Ramadan fast), troops in the Gaza Strip 
shot and killed three Palestinians and 
wounded at least 140 others. 

These shootings drew a protest from the 
British government. Doctors in Gaza say a 
larger proportion than usual of the day's 
wounds were caused by metal bullets. Why 
the toll was so high remains unclear. Most 
observers agreed that the carnage was the 
fault of a newly deployed unit of the Givati 
infantry brigade. Some discerned a new and 
deliberate toughness emanating from higher 
levels. Mr Shamir declared: "We must prove 
to the people of the intifada that it is not an 
alternative, that we can suppress it, that we 
can break it, that the violence cannot over- 
whelm us and cause us to lose control." The 
army blamed Palestinians for "seeking con- 


The Hatshepsut affair 





No poaching either 








bristled. One magazine complained that 
foreign archaeological missions had 
spread over Egypt "like a cancer”. 

In 1986 Mr Ahmed Kadry, then di- 
rector of the EAO, was criticised in the | 
local press for allowing | 
French architects to drill | 
three small holes inside the 
Great Pyramid of Cheops in 
a search for hidden cavities 
which they had detected us- 
ing a device normally used 
to find cracks in nuclear 
power stations and dams. 
So one of the first acts of his | 
successor, Mr Sayed | 
Tawfik, was to halt the long- | 
standing restoration of the | 
3,400-year old mortuary | 
temple of Queen Hat- 
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shepsut in the great Theban 
necropolis across the Nile 
from Luxor. 

Polish archaeologists 
have been working on the 
temple for 21 years. Mr 
Tawfik said the restoration, 
which was conducted in 
conjunction with Egyptians 
and had been widely 
praised, was incorrect be- | 
cause it used modern ma- | 
terials such as cement and | 
wire mesh unknown to the ancients. He | 
added that the mountain into which the | 
majestic temple is cut is dangerously un- | 
stable. The Poles say the suspension of | F; 
their work leaves the monument in more | L 




















danger than before. 


frontation." One soldier had his jaw broken ~ 
by a stone. 

So far, so bad. On the same day as the 
Gaza violence the army discovered the body 
of a paratrooper who had been missing since 
hitch-hiking home in mid-February. He had — 
been shot in the head and buried close to. 
where he was last seen. Cries for revenge at 
his funeral were led by the extremist Kach 
movement, which wants to expel all Arabs 
from both Israel and the occupied territo- 
ries, but in the circumstances the ugly mood: 
affected a wider audience. A second soldier 
went missing on May 3rd. 

Meanwhile another type of killing gath- 
ered pace. In the first 16 months of the- 
intifada Palestinians killed 26 alleged collab- 
orators in the occupied territories. In April: 
alone, corresponding roughly to Ramadan, 
they killed another 13. The recent victims - 
include some of those marginal social types. 
used by any secret service—and Israel's Shin — 
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Bet has had 22 years to perfect the tech- 
nique—to extract information about under- 
ground activities. Prostitutes, drug dealers, 
common criminals and land dealers have 
been chosen as targets, as have many of the 
Palestinians whose miserable careers as in- 
formers begin in Israeli jails. 

The violence has added to the strains 
within Israel’s Likud-Labour coalition gov- 
ernment. The Likud foreign minister, Mr 
Moshe Arens, indirectly criticised the army 
on May 8th for failing to maintain security, 
and made it clear that West Bank elections 
would not be held as long as the intifada 
raged. According to a report in the Haaretz 
newspaper, senior party officials want Mr 
Ariel Sharon, arch-hawk and architect of 
the Lebanon war, to replace the present 
much«riticised Labour incumbent, Mr 
Haim Bar-Lev, as police minister. Happy 
anniversaries. 











Ethiopia 


A fatal bungle 


AR away from the world’s gaze, thou- 

sands of refugees in Ethiopia are slowly 
starving. They left northern Somalia in May 
last year, fleeing government troops fighting 
the rebel Somali National Movement. Once 
they reached the camps at Aware, 
Hartisheik and Harshin in the Ogaden 
desert, the United Nations High Commis- 
sioner for Refugees agreed to help look after 
them. Now a quarter of them are starving. 

Most of the refugees had been well fed 
townspeople, unused to the harsh condi- 
tions of the desert. The decline in their 
health has been dramatic. A nutritional sur- 
vey by two British researchers shows that by 
November 1 196 of the refugees weighed less 
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than four-fifths of the average for their 
height. By March the proportion had risen 
to 2696 in one camp, 2996 in another. Mal- 
nutrition reduces resistance to disease. Hep- 
atitis is common in the camps. 

The ultimate blame for this lies with the 
Ethiopian government, one of the least sa- 
voury in Africa. The Ethiopians are suspi- 
cious of foreign aid workers, especially in the 
many parts of their country embroiled in 
civil war. In western Ethiopia, for instance, 
the government allows the UNHCR little ac- 
cess to camps for Sudanese refugees, lest it 
observe the Ethiopians' involvement with 
the rebels of the Sudan People's Liberation 
Army. The Ethiopians are probably taking 
food from the refugees and giving it to the 
rebels. 

But this does not entirely explain the 
problem in the Ogaden. The difficulties in 
the camps are not caused by a lack of food. 
[n fact there seems to be more than enough. 
The UNHCR does not know how many refu- 
gees the camps contain. It has been working 
to a figure of 350,000, which is too high, so 
more food than is necessary is going to the 
camps. Even so, the malnutrition persists— 
because of the uNHCR's maldistribution of 
aid. 

Food handouts have sometimes taken 
place only once a month rather than every 
ten days. Ration cards have been distributed 
so unevenly that some refugees get much 
more than they need, others much less. The 
UNHCR has no permission from the Ethiopi- 
ans to stay in the camps overnight, so strong 
refugees steal from weak ones when the re- 
lief workers are gone. Gaining permission to 
stay overnight among the refugees (some of 
whom may be guerrillas fighting the Somali 
government) is no easy task, but aid workers 
say the UNHCR could have pressed harder. 

Water has been as badly managed. In 
mid-September the UNHCR asked CARE, an 


aid charity, to start taking water to the 
camps in tankers on October Ist. CARE 
could not respond at such short notice, but 
started working in November on the under- 
standing that the UNHCR would cover its 
costs and provide the necessary transport. 
That understanding has been broken. Nev- 
ertheless, CARE is now delivering 1.2m litres 
of water a day to the camps, which ought to 
be enough. Refugees still go thirsty, because 
the water is poorly distributed. 

Part of the agency's difficulty is a short- 
age of qualified people. It has only two full- 
time engineers at its headquarters (and 
equally few experts in other fields) so it de- 
pends on outsiders to do the work on the 
ground, from the building of supply roads to 
the hiring of the builders. Some critics say 
the job of subcontracting, at least, should be 
done by UNHCR experts. Others wonder 
whether new money would be well used. 

[n the 1970s the agency used to be re- 
garded as one of the best in the UN. But 
1985 thousands of Ethiopian refugees a- 
rived at the Sudanese border, where they 
starved to death because the UNHCR had 
failed to make preparations to look after 
them. The agency never published its report 
on this disaster. Its head, Mr Jean-Pierre 
Hocké, will be in London May 15th-17th 
and is to meet Mrs Thatcher and Mr Chris 
Patten, Britain's aid minister. Britain is 
among the largest donors to the Somali refu- 
gee camps. Some tough talking during Mr 
Hocké's visit would not come amiss. 





Sudan 


Getting there 


FROM OUR CORRESPONDENT IN SOUTHERN SUDAN 


N MARCH the United Nations launched 

a plan to get more than 100,000 tons ^* 
food into southern Sudan. It said last yea! 
horrific famine might recur should the rains 
come before that food arrived. To speed the 
process along it committed $132m and se- 
cured the co-operation of Sudan's govern- 
ment and rebels. The rains have now come, 
but less than half the intended quantity of 
food has moved. The uw bravely says that 
this is enough to prevent famine, if com- 
bined with shipments planned for the next 
six weeks. Those may not be possible. 

The supply operation has faltered be- 
cause it began late, and because the afflicted 
region is chaotic and primitive. Roads are 
unpaved, bridges are scarce. With few ex- 
ceptions airstrips are short and earthen. The 
rains have been sputtering for several weeks. 
Roads become impassable and airstrips put 
out of action for hours, sometimes days, af- 
ter each downpour. And the downpours be- 
come more frequent each week. 

Lorry travel is already hellish. A UN con- 
voy that reached the rebel-held town of 
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| | We have organized a powerful international task 
|. force to concentrate on Spain and Portugal from 
| May through October, 1989. 
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Torit (see map) in late April needed seven 
days to cover 381 miles from Kampala in 
neighbouring Uganda. One day of its jour- 
ney north was wasted in covering a single 
mile of particularly deep muck. Another 
convoy attempting to make the trip from 
Kenya is bogged down this week at Narus, 
just inside Sudan. Two earlier convoys on 
the route were attacked by unknown gun- 
men, possibly the semi-nomadic Taposa, a 
fierce people little changed by colonists, mis- 


sionaries or governments. The first convoy 


to be attacked suffered eight killed and 
turned back. The second suffered no casual- 
ties and went on to Torit. 

If the roads from the south are mired, 
the main route from the east is moribund. 
The Ethiopian government, which has 
taken in thousands of tons of western food 
during and since its own great famine, has 
refused to permit operations across its west- 
ern border. 

Efforts to move food down from the 
north are similarly halting. The UN has plans 
to send supplies south by road into besieged 
Juba. Fear of bandits and land mines has 
prevented any lorries moving so far. Trains 
and Nile river barges offer the greatest 
chance to move lots of food in one go. For 
weeks UN officials have been saying they will 
go “soon”. Lorry shipments to South Kor- 
dofan are a bright spot. They have moved 
nearly as much as planned. 

Several airlifts were running before the 
UN launched its campaign. The Interna- 
tional Red Cross has flown something over 
1,000 tonnes to the government's garrison 
towns and to rebel hamlets. Other airlifts 
operate to Aweil and to Juba, which holds 
more war-displaced than any city save Khar- 
toum. A new one has begun to Torit. 

The UN says that only 30,000 tonnes of 
food were delivered in March and April. It 
now hopes to shift another 25,000 tonnes 
this month, and 25,000 more in June. This is 
possible: the lorries, aircraft and organisa- 
tion needed are falling into place. It is also 
optimistic: the operation has missed each 
target so far set, and must now contend with 
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foul weather as well. 

The shortfall may have been inevitable, 
given the UN's late start. The important 
accomplishment is political. Both sides were 
made to recognise that relief supplies should 
flow unmolested. The attention of many 
governments has been focused on Sudan's 
plight. Relief workers despairing of timely 
shipments now count these gains as insur- 
ance that help will continue when the skies 
clear and the mud dries in November. 

They are not sure what will happen in 
the meantime. Those in the afflicted zone 
are thin and poor, with food reserves tiny or 
(especially in the case of those huddling in 
government towns) non-existent. Whether 
the hungry are too thin to stay alive will be- 
come clear during the soggy months before 
harvest. 





South Africa 


Why they fight on 
in Natal 


FROM OUR SOUTH AFRICA CORRESPONDENT 


HE most vicious conflict in South Af 
rica has little to do with race. Since Au- 


. gust 1987 blacks have been killing blacks in 


the townships and villages around the city of 
Pietermaritzburg. Last year some 700 were 
killed; already this year the count stands at 
200. The fighting is spreading to the town- 
ships and squatter camps around the nearby 
port of Durban: there the death toll for the 
first four months of this year is twice that for 
the same period of 1988. And although the 
bloodshed has spurred many peace talks, 
some observers are beginning to doubt 
whether any negotiation can succeed in 
bringing the killing to an end. 

The peacemakers have tried to 
reconcile the identifiable parties to 
the conflict, the Inkatha movement 
of Chief Mangosuthu Buthelezi and 
its rivals in the United Democratic 
Front (UDF) and Congress of South 
African Trade Unions (COSATU). 
Inkatha is a conservative movement 
that plays on the traditional loyalties 
of its Zulu supporters. Its enemies 
espouse a modern, leftish doctrine. 

Last month Archbishop Dennis 
Hurley persuaded the UDF and 
COSATU to attend a peace conference. 
Their mentors in the outlawed Afri- 
can National Congress gave the plan 
their blessing. But Chief Buthelezi de- 
clared that he wanted a conference 
without clerical mediation. No con- 
ference took place. 

Last September COSATU and 
Inkatha managed to reach an accord 
which held out the hope of peace. 
Both sides declared their rejection of 


Still warlike 


violence and committed themselves to free 
political association. They set up a Com- 
plaints Adjudication Board, headed by a re- 
tired judge and two assessors, one from each 
side. Any member of the public could com- 
plain if either party broke its word. The 
agreement produced no result. 

The accord had several weaknesses. It 
applied only to the area around Pietermar- 
itzburg even though the conflict was already 
spreading farther afield. The UDF was not a 
signatory although it was clearly a party to 
the conflict. Some people shrank from testi- 
fying before the board for fear that their evi- 
dence might later be used against them in 
the criminal courts. 

Yet even without these weaknesses the 
agreement might have failed. One study by 
Mr Gavin Woods, director of the Inkatha 
Institute, suggests that 95% of those in- 
volved in the fighting around Pietermaritz- 
burg do not understand the differences be- 
tween Inkatha and the UDF, even thou; 
they may claim allegiance to one or the 
other. Two researchers unconnected with 
Inkatha who studied the fighting in 
Molweni, north of Durban, found that only 
a quarter of those who say they follow 
Inkatha can name the movement's leaders; 
similarly, less than a fifth of those who see 
themselves as pro-UDF can identify their sup- 
posed leaders. 

The townships around Pietermaritzburg 
and Durban are desperately poor and grow- 
ing fast. The unrest is caused partly by social 
dislocation: the new ways of the town, repre- 
sented by the UDF and its trade-union allies, 
clash with the old rural order for which 
Inkatha stands. To some extent the conflict 
is part of the criminal behaviour which has 
become normal in the shanty towns around 
many third-world cities. Political differences 
stir the pot, but a peace agreement will not 
necessarily take it off the boil. 
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"FROM OUR BONN CORRESPONDENT 


*HERE'S no holding Mr Hans-Dietrich 
t0 A Genscher, West Germany's seemingly 
-> perpetual foreign minister. Best known as a 
Gorbachev fan keen to improve ties with 
othe East, Mr Genscher has now launched a 
-> . drive for quicker West European integration 
Í too. So quick, in fact, that he dumbfounded 
many of the senior businessfolk and aca- 
| Tics who heard him expound on the 
"topic at a meeting on May 5th organised by 
the Bertelsmann Stiftung, a private West 
German foundation. Evidently fit again af- 
ter a recent spell in hospital, Mr Genscher is 
back where he has loved to be ever since his 
famous "take Gorbachev at his word" 
speech in Davos in 1987: ahead of the pack 

in pressing boldly for a new Europe. 
< He not only endorsed the recent Delors 
committee report on steps to European eco- 
nomic and monetary union (EMU), includ- 
ing a European central bank and a single 





< currency. He also made clear that he took 


— seriously the deadline of 1995 proposed 
for such a union last month by the 
European Parliament (a date widely 
pooh-poohed as over-ambitious, 
not least by the powerful West 
German Bundesbank). In any 











d ist Is East and West is West, 
] Genscher is in the middle 


case, Mr Genscher said, it would be up to 
European leaders to give their approval at 
their summit meeting in Paris in December 
so that the first stage of the Delors pro- 
gramme could start without fail on July 1st 
next year. 

Mr Genscher faced sceptical question- 
ers for four hours. Yes, he was sure agree- 
ment would be reached on making the pro- 
posed European central bank as 
independent of politicians as the 
Bundesbank is (but as the Banque de France 
and the Bank of England are not). Why? Be- 
cause the issue was "in the end one between 
Bonn and Paris" and he was certain those 
two would be able to fix it. No doubt he has 
been chatting to his old chum Mr Roland 
Dumas, the French foreign minister. 

What if not all EEC members agree to 
join the drive for economic union (for in- 
stance, Britain, which has sniffed at the 

Delors report, or Portugal and 
Greece, which would have a 
N job keeping up)? Then, 
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said Mr Genscher, those states should b 
vited to join in all talks on the plannec 
union, and he hoped that eventually thes 
would make the transition to full participa 
tion with all rights and obligations. They 
should neither be shunned nor stop thecore 
group of integrationists from going ahead. 
In other words, Mr Genscher is determined 
that nothing should stop the drive toward: 
European unity, even if it involves driving a 
two speeds. | 
Would not a more integrated Euro 
bring new friction with the Americans? 
deed it could, replied Mr Genscher, wh 
just made the Americans (and British) | 
by demanding early negotiations with 
Russians to cut short-range nuclear wi 
ons. A single European currency co 
eventually present a challenge to the do 
and, in general, the Americans would fit 
hard to get used to dealing with one big p 
ner instead of 12 smaller ones. That me 
trans-Atlantic relations would have to 
treated with special care, said Mr Gensel 
preaching what his detractors say he i 
practising. 
Mr Genscher’s buoyant performa 
did not convince everyone. Some do 
wondered afterwards if Mrs Thatcher 
prove as bypassable as Mr Genscher s 
to imply, and also noted that much- 
Franco-German ties had a habit of 
into a tangle (witness the delayed start 
European Monetary System a decade 
because of a French tiff with the Geri 
over farm prices). And could Ex 
risk a monetary challenge to the 
cans so long as it did not have its o 
defence? But even the sceptics agreed 
Mr Genscher was now putting as muct 
his political weight behind a "great leap 
ward" in Western Europe as he was beh: 
striking deals with the Russians. E 
Why? One familiar answer is tha 
Genscher is acting for domestic reasons. H 
liberal Free Democratic party, junior par 
ner in the centre-right coalition gove 
ment, regularly hovers little above t 
support needed to win seats in parl 
With elections to the European Parliam 
coming up in West Germany on June 18 
it does no harm for Mr Genscher to play: 
European card, as well as show he is ke 
talk to Mr Gorbachev, who will be vis 
Bonn from June 12th to 15th. | 
A long-time Genscher watcher gi 
other (not incompatible) explanatio 
suggests that Mr Genscher is convinced 
both perestroika in the East and 
Western Europe are ideas whose tim 
come; that he wants to act as a promot 
both and hence help break down th 
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Where Marx still drives a Trabant 


FROM OUR SPECIAL CORRESPONDENT IN EAST BERLIN 


ORTY years at the front line with cap- 

italism have left their mark on East 
Germany. Nowhere else in Eastern Eu- 
rope do party officials so readily spout the 
jargon of Marxism-Leninism and seem to 
mean it. And nowhere has the ruling 
party worked so assiduously to buy the tol- 


erance of its people. It shows in piles of 


food in the shops that would make a visit- 
ing Pole’s stomach ache with the memory. 
But just when the party leader, Mr Erich 
Honecker, was priding himself on his 
achievements, a second front has opened 
to his rear. 

If it were not for fellow stick-in-the- 
Marxist-mud Czechoslovakia, East Ger- 
many would be completely hemmed in by 
fast-reforming Poland, Hungary and the 
Soviet Union. Appalled at the unortho- 
dox adventures next door, Mr Honecker 
talks up East Germany as a paragon of vir- 
tuous stability. To many East Germans, 
stability is starting to look like stagnation. 

A fraction of the frustration broke sur- 
face in the local elections on May 7th. No- 
body expected an upset for the official 
slate of candidates, since they were the 











only ones allowed to stand. Of the 98.876 
of eligible voters who were officially 
claimed to have turned up at the polls 
(down from 99.496 in 1984, suggesting à 
shocking surge of apathy), a touch over 
196 (ten times more than in 1984) crossed 
out the names of all the candidates in 
their constituency—the only way to regis- 
ter a no vote. Some church leaders had 
called for a boycott. In Leipzig more than 
100 people were briefly detained by police 
after the polls closed for protesting at the 
way the election was run. 

This time candidates faced some sharp 
questions at pre-election meetings. Chief 
among the gripes were the state of the 
environment (East Germany meets 80% 
of its energy needs from messy brown coal 
which taints the air with the acrid smell of 
sulphur), continuing restrictions on travel 
and the state of the economy. 

Mr Honecker has lifted the bar on 
travel to West Germany, but only for the 
one-fifth or so of the population that can 
claim family connections there. The other 
four-fifths are not even particularly wel- 
come elsewhere in Eastern Europe, where 





sion of Europe, and Germany— "Genscher 
would love to go down in the history books 
as the finest German foreign minister since 
Gustav Stresemann.” Stresemann did much 
to restore Germany's prestige during the ill- 
fated Weimar republic in the 1920s, and 
(along with his French counterpart, Aristide 
Briand) won the Nobel peace prize in 1926. 
In principle, not a bad model. The worry is 
that the Genscher push for a new Europe is 
really a push for a mightier Germany. 





Greece 


Shock therapy 


FROM OUR SPECIAL CORRESPONDENT IN ATHENS 


T WOULD be natural to think that 

Greece must by now have run out of 
shocks. After*a financial scandal that rivals 
Japan's Recruit affair and the public infatua- 
tion of the prime minister, Mr Andreas 
Papandreou, with a former airline steward- 
ess, what other surprises could Greece have 
in store? Plenty, both at and after the gen- 
eral election due on June 18th. 

Politics in Greece is still inward- and 
backward-looking. The question of Greek 
readiness for a post-1992 frontier-free EEC 
will barely get a mention in the campaign. 
The contest is a replay between two old ri- 
vals, Mr Papandreou and the conservatives' 


52 


Mr Constantine Mitsotakis. 

The prime minister has despised the 
conservative boss ever since he defected 
from the party of his father, George 
Papandreou, in 1965. As for Mr Mitsotakis, 
his talk of "catharsis", the punishing of 
those responsible for the current corrup- 
tion, sounds like a euphemism for reprisals 





Papandreou still has surprises in store 


sort of German. Now that it is disman- 
tling its border with Austria, Hungary | 
may soon be off-limits, too. | 

For those who stay at home, it matters | 
little that they are better off than Poles, 
Hungarians or Russians. lt now takes | 
seven East German marks to buy one | 
West German mark on the black market; 
three years ago it took five. And it takes 
13 years of waiting to buy a nasty little 
two-stroke Trabant; the waiting list for 
real cars is even longer. Party officials 
boast that prices of basic foods and rent 
have not changed for 30 years. But the 
20% or so of national income that goes on 
these subsidies gets harder to afford. 

East German economists have calcu- 
lated that it will take growth of 4-5% a 
year to keep up the subsidies and provide 
badly needed investment for industry. Of- 
ficially the economy grew last year by 3%. 
But PlanEcon, a Washington-based con- 
sultancy, estimates that after inflation | 
growth was at best only 0.596. East Ger- 
man officials still argue in public for cau- 
tion rather than reform. Around their 
dinner tables it has dawned on some of 
them that the best time to reform is before | 


people prefer the hard-currency-carrying 





you are forced to, while the economy is 
still stable and inflation low. 


after what conservatives call eight years of 
Socialist misrule. If the shocks in prospect 
help Greece to think ahead instead of back, 
they may be no bad thing. 

The first possible surprise in store is that 
despite the "Koskotas affair”, which is swirl- 
ing around the prime minister himself and 
has already brought down his closest cabinet 
colleague, despite Mr Papandreou's undig- 
nified love-life, despite what his opponents 
call his increasingly blatant “one-man ge 
ernment"—despite all this, his Social 
party may yet cling to power. The conserva- 
tive New Democracy is almost certain to 
emerge from the election as the biggest 
party. But Mr Papandreou has devised a new 
election system which makes it extremely 
hard to win an absolute majority of the par- 
liament's 300 seats. By the conservatives’ 
calculations, to do that they will need at 
least 4796 of the vote (compared with the 
4196 they got in the 1985 election) and a 
ten-point lead over the Socialists. Mr 
Mitsotakis claims to be confident of out- 
right victory. Nobody else is so sure. 

The Socialists swept to power in 1981 
with the slogan allagi (“change”); now their 
call is for "continuity". Continuity of an 
economic policy which has produced a bud- 
get deficit of some 20% of Gop? "People 
won't vote against you because you have in- 
creased the national debt," says Mr 
Theodoros Pangalos, one of the 1 | members 
of the Socialists’ Politburo. "People will 
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information. Bell Atlantic speaks that language very well, 


Not only is the telecommunications network we operate in the 


; cost-etheient. We're also fluent in cellular communications, computer 


:service and financing and leasing. 
Bell Atlantic Mobile Systems is recognized as 


"a leader in innovative cellular edd its 


industry averages. | 


Bell Atlantic's So rbus is the leading — A 


revenue and customer 


“growth is well above 


independent compiiter maintenance company in the United States. 
And Bell Atlantic Capital Corporation ranks in the top ten in the 


an high- enan and other equipment ans ad is à major 





“player in project hnancing and capital services. 
All of which speaks very well for the expertise and resources weve 


ovr committed to advancing information management worldwide. 
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Financial is offering tailored financing and | related. services on hig x 
technology equipment. | 
The result is a company that speaks the language of the f 
With a loud, clear voice. 
To see what Bell Atlantic can do for you, contact: Bell Atlantic 
Director of International Operations, 3 Thames Street, Hampton, . 


TWI122EW, United Kingdom. Telefax 01 (from outside UK 44-]}-7 8 : 
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_ Discerning vi isitors to New York aale 
. The Carlyle, one block from Central 

Park, for its consistent excellence. 

The solicitous staff is ever eager to 

please. Each guest room has a Monitor 

TV, VCR and Stereo. 
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FAX 212-717-4682 : 


: Ambassador Andreas van Agt, Head ot EC Delegation to Japan and for 
Prime Minister ot The Netherlands. 
Martin Bangemann. Vice President with Responsibility for the Internal 
Market and Industry, European Commi ssion. 
Raymond Barre, former Prime Minister of France. 
. The Rt Hon. Edward Heath, Member gf Parliament and former Prime Minister 
. Of the United. Kingdom. 
TN Franco Debenedetti, Vice Chaitiman, | ing. C Olivetti and Company SpA, 
and CEO, Olivetti information Services, italy. 
The Lord Hunt of Tanworth, Chairman, Prudential Corporation plc (a 
- - Chairman of. Banque Nationale de Paris pici 
Yoh Kurosawa, Deputy President, The Industral Bank of Japan. Acting 
Chairman of the Committee on Japan-EC Relations, Japan Federation of 
Economic Organizations 
Akio Morita, Chairman, Sony Corporation and Deputy Chairman, Japan 
Federation of Economic Organizations, and others, 
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Fair-Parke ond FAIRMODEL 


„for Business Economists and Planners. Fair-Parke is a 
powerful new program designed to estimate and analyze 
dynamic, nonlinear, simultaneous equations models, 
including models with rational expectations. Estimation 
techniques include OLS, 28L5, 3SLS, FIML, LAD, and 2SLAD. 
Stochastic simulation and optimal control are two of the 
key options to ssi model.  . 
of the USS. E Gnd FAIRMODEL PLUS with 29 
additional primarily financially related variables, are 
avaliable in quarterly subscriptions (also monthly for 
FAIRMODEL PLUS). Both versions contain historical data 
back to 1952 and are distributed with easy to use menu- 
driven software. 


FAIRMODEL and FAIRMODEL PLUS are aiso available in 
Fair-Parke format, making the models extremely flexible, 











to be tallored to the user's needs. The historical datasets ae 


are also a good source to begin building your own r 
The models are abo available in MicroTSP and Troll 
formats. For more Information, contact... 


24 East Main Street 


Southborough, MA 01772 U.S.A. 
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1992: THE SINGLE EUROPEAN MA .RKET 


‘How | European Business i is Preparing and the Implications for Japan | 
| Asahi Hall, Tokyo, May 25-26, 1989 


Given the increasing importance of the Single European Market to countries outside the European Community, Asahi Shimbun, 
. Frankfurter Allgemeine Zeitung GmbH Informationsdienste, and The Economist Conference Unit have joined together to organise 
`a major conference on 1992 in Tokyo. Topics examined include: the reasons behind the Single European Market: th 
made to date in it's development: how European businesses are preparing to meet the new challenges; and, t le | 

Japan - - especially the o us business community. Distinguished European and Japanese Speakers will I include: 
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Simultaneous translation (Japanese Engi sh) wit be — for all speakers. 


For further details pleas e complete the fom below and retur i to: 
infoPlus Inc. (Asahi Shimbun EC Seminar Secretariat}, 4-1- 13- 105 Azabudai, 
Minato-ku, Tokyo 106, Japan. Tel. 505- 4527 Fax. 589-3922 - 
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vote for you if livi g standards go up. 
Living reset: have indeed gone up— 
especially in the countryside, where farmers 
have benefited from EEC hand-outs (and 
where the state-controlled media have shel- 
tered voters from news of government scan- 
dals). The Socialists will make much of the 
claim that there will be strikes and job losses 
if the right regains power. According to Mr 
Yennimatas, the labour minister 
and a possible successor to Mr Papandreou, 
the Socialists also outdo New Democracy in 
promoting “national independence and 
pride": Papandreou behaviour that has at 
times maddened Greece's NATO and EEC 
partners will win votes at home. 
The conservatives retort that Mr 
Papandreou’s behaviour—in both private 
and public life—is bringing ridicule on 
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Greece. Mr Maks promises to “restore 


normal democracy". In the economy there 
will be liberalism. In foreign policy there will 
be "clarity": no big shift—except for imme- 
diate full diplomatic recognition of Israel— 
but an end to the rhetoric which often made 
Greece seem at best half-heartedly part of 
the West. 

The trouble is that Oreeks do not warm 
to Mr Mitsotakis as they do, or did, to the 
beguiling Mr Papandreou. Nor are the con- 
servatives as persuasive when talking about 
policy as they are when attacking Mr 
Papandreou. They have not, says one well 
placed observer, prepared "even an elemen- 
tary brief for themselves” on how to priva- 
tise parts of the economy or reduce the bud- 
get deficit. New Democracy’s own 
inadequacies help explain why the defeat of 
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the Socialists could be less than crus sis 
Hence the second possible sho 
Greece may be heading for a spell of 1 in i 
ble coalitions. Mr Mitsotakis rules out ana 
liance with Socialist defectors, if sor 
emerge. “I don't want this solution,' 1 
says; “I will insist on a new election.” Mor 
likely is a pact of the left, between the Socia 
ists and a group of communist parties w nic 
may get 10-15% of the vote. The price 
communist support would probably be d 
removal of Mr Papandreou himself. A 
pleasure Greece's allies may feel at his c : 
ture pales beside the prospect of commun 
influence in Athens during the mon c 
when the United States has to negotiate 
new treaty for its bases in Greece or lea 
them. And whatever government em 
in June will probably have to face a f 
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The European experience 





Staying power Average years in office of EEC leaders * 


Big four average ' A 


on 


EEC (12) average* 
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F FAMILIARITY breeds contempt, Eu- 
rope’s leaders should be getting wor- 
ried. Thatcher, Kohl, Mitterrand, 
| Gonzalez . . . you can't get much more fa- 
miliar than that. The current batch of EEC 
leaders have between them been in office 
longer than any previous lot since the sec- 
ond world war. On average the EEC 12 
have been in power for over six years. 
Not only have they been at the top 
| longer than their predecessors, they see 
| far more of each other. EEC summits hap- 
| pen twice a year. All but neutral Ireland's 
Mr Charles Haughey will be at this 
month's NATO summit. In July the leaders 
| ofthe big four (Britain, France, West Ger- 
many and Italy) will see each other again 
| at the annual world economic summit. 
| And French-German, Anglo-French and 
| other summits are forever happening. Is it 
| mere coincidence that the EEC has mus- 
tered the collective will for its bold leap 


towards a post-1992 frontier-free market 
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* From January 1st, rounded up to nearest year — t Britain, France, W Germany & Italy + Greece (1974), Portugal (1975) and Spain (1976) included after first year of democracy 


at a time of unprecedented experience 
and familiarity among its leaders? Maybe 
not, but NATO's current missile muddle is 
proof that frequent consultation is not 
sure to prevent ructions. 

Once before, in 1963, the leaders of 
the big four averaged a touch longer in 
power, when Konrad Adenauer (14 years 
as German chancellor) pushed up the 
score. The late 1960s had de Gaulle, a de- 
cade later came Giscard-Schmidt. The dif- 
ference now is that staying-power is the 
rule, not the exception. Only Italy's lead- 
ers still come and go before you can re- 
member their names (sic transit Goria), 
and even Italy has had the longish Craxi 
interlude. 

Why this longevity in office? One rea- 
son is wealth. The West's economies have 
had the sustained growth which makes it 
easier for incumbent politicians to get re- 
elected (not just in Europe: Ronald Rea- 
gan was the first American president since 
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Eisenhower to serve two full terms). An- 
other reason is the new consensus about 
economic policy. Opposition parties tend- 
to have few really different ideas on how 
to run the economy. So, as long as things. 
are ticking over reasonably well, vot 
opt for the government they know. ! 

Shared years in power and shared po i- 
cies do not necessarily mean good govern- 
ment. In communist Europe at the start o 
1982, with Brezhnev still in power and ex- 
haustion all around, the average time i 
office was 16 years. Happily, democratic 
Europe does not have to fear years c 
Brezhnevite stagnation. In Greece Mr 
Andreas Papandreou (eight years in 
power) could be out in June; Holland's Mi 
Ruud Lubbers (seven years) faces a tough 
election in September; Mr Kohl (seven 
years) may not even survive as chancellor- 
candidate in Germany’s election next 
year. Enjoy the seasoned club of Euro 
leaders before the membership changes. — 


OLEIS 


ES s 


2 py 






























































e on Greece’s next president. 

Optimists see hope amid the confusion 
- would follow anything other than a 
r conservative victory in June. It is that 
it of the Papandreou-Mitsotakis shadow 
ld emerge more modern-minded lead- 
Among the Socialists there are people 
ainted by scandal and uninterested in 
feuds. New Democracy’s rising stars in- 
le the mayor of Athens, Mr Miltiades 
sert, who says "we must eliminate the 
oblems of the past", and the mayor of Pi- 
eus, Mr Andreas Andrianopoulos, who 
ks tailor-made for meetings in Brussels 


talk of 1992. 





new force 


OUR VIENNA CORRESPONDENT 


TER months of calling him a national- 
ist, a charlatan and an upstart, Aus- 
l politicians are changing their tune. 

‘now feel threatened by Mr Jörg 
er, the 39-year-old leader of the small 
-wing Freedom party. On May 8th, af- 


en as the provincial governor of Carin- 
he becomes the party’s first governor. 
The party, founded after the second 
rid war and once a haven for old Nazis, 
aken over by Mr Haider in 1986. Since 
n, it has gained seats in every provincial 
ction. But its most dramatic surge was in 
rch, when Mr Haider managed to break 
‘Socialists’ 40-year-old absolute majority 
the southern province of Carinthia. The 
om party won 11 of the 36 local-assem- 
eats. In doing so, it heavily eroded the 
of the conservative People’s party, the 
tant et partner in Austria’s Social- 
led coalition government. 

The government was taken aback by the 
ult, especially when the hapless Carin- 
an conservatives decided to form a coali- 
n with Mr Haider to keep the Socialists 
. Mr Haider was game. He bargained, 
owing that the People’s party loathed the 
rinthian Socialists, who had run the 
wince like a fief. Despite threats by the 
ocialists in Vienna that they would pull out 
the government if their own partner was 
spared to join forces with the opposition, 
Carinthian conservatives took the risk 
icking Mr Haider as governor. 

By helping to promote Mr Haider, their 
oice has raised eyebrows. Mr Haider is no 
. He is, however, a demagogic populist, 

X at tapping the growing disillusion- 
t among young Austrians who are fed 
h politics being dominated by the So- 
s and the People's party. In particular 
are tired of the Parteibuch system, 

amounts to obligatory membership of 








eeks of backroom deals, Mr Haider was - 








to gain promotion. "They a are e tired too of the 
endless corruption scandals and the power 
of the ubiquitous Beamte ibureaucrat). 
They want change. 

Mr Haider senses all these things. But as 
governor, he will have to prove his mettle. 
He may be a trenchant critic of the system, 
but he is less sure about how to tackle the 
country’s large budget deficit, reform the so- 
cial-welfare system and pacify the Slovene 
minority in Carinthia, whose leader, Mr 
Karel Smolle, described Mr Haider as a man 
who would sell his grandmother. 

Mr Haider is unperturbed. His eyes are 
set on the Ballhausplatz, home of the gov- 
ernment. A general election is due next 
year. If the People’s party, which remains 
disunited, unloved and poorly led, is pre- 
pared to back Mr Haider in Carinthia, what 
is to stop it forming a coalition with him in 
Vienna, next time round? One thing maybe: 
the cautious but well liked Socialist chancel- 
lor, Mr Franz Vranitzky, might turn his eyes 
to the ascending Greens. Now that would 
really change things in Austria. 





Sweden 


Feldt's flip 


FROM OUR NORDIC CORRESPONDENT 


OUGH proposals for indirect-tax in- 

creases to cool the economy have got 
Sweden's minority Social Democratic gov- 
ernment into an uncharacteristic muddle. 
The proposals are a policy U-turn. They 
have already caused the government, and es- 
pecially its influential finance minister, Mr 
Kjell-Olof Feldt, a serious loss of prestige, 
and only divisions between the five opposi- 
tion parties will probably ensure that the 
government does not lose office as well. 

The government is proposing to take 
about SKr20 billion ($3 billion) out of cir- 
culation, some 2% of Gpr, in the toughest 
fiscal squeeze any Swede can recall. It has 
been made necessary, says Mr Feldt, by la- 
bour shortages, inflation and the prospect 
of a worsening current-account deficit if 
nothing is done. The government suggested 
an increase in value-added tax and in em- 
ployers’ payroll taxes. 

But it had miscalculated. Not only are 
all the opposition parties, from the Conser- 
vatives to the Communists and Greens, op- 
posed to the VAT increase. The powerful 
blue-collar trade-union movement, which is 
closely allied to the Social Democrats, re- 
gards the proposals as a stab in the back: the 
effect is to confiscate the wage increases 
which they have just negotiated with em- 
ployers. Rather than face a confrontation, 
risking parliamentary defeat and a new elec- 
tion, Mr Feldt had to drop the proposed 
VAT increase and instead put forward a 








comp | | 
T Swades will pay 1 3% of their ey into 


blocked interest-bearing accounts for a pe- 
riod of 16 months. 

If this were just another unpopular fiscal 
squeeze, the government’s reputation would 
not be seriously damaged. But according to 
opposition leaders, the proposals show that 
what the government has dubbed “the third 
way" in economic policy has failed. When 
the Social Democrats returned to office in 
1982 after an unaccustomed six years in op- 
position, they devalued the kronor by 1696 
and said they were going to beat inflation 
without the rise in unemployment which 
other inflation-clobbering governments had 
experienced. 

They were successful with unemploy- 
ment, which fell from a post-1945 peak of 
3.596 in 1983 to 1.696 in 1988. But they were 


not so successful with inflation. Wages have 


risen faster than in competitor countries, .. 


eating into the advantage gained by the di 
valuation. Hourly wage costs in Februar, 
were up by 8% over the previous 12 months, 


and that was without any of the wage in- 
creases negotiated for this year. Consumer 


prices in the 12 months to March increased 
by 6.596, compared with 4.4% for the coun- 
tries with which Sweden trades most. And 
despite. bara exports of pulp and paper 
and metals, the current-account deficit last 
year was SKr15 billion. 

Mr Feldt had gone out on a limb in re- 
cent months to preach supply-side measures 
to improve economic performance, includ- 
ing lower marginal tax rates to boost the in- 
centive to work, Sweden’s crucial problem i is 
that productivity for many years has im- 
proved only slowly, so that as soon as the 
GDP growth rate approaches 2% a year, all 
the symptoms of overheating emerge. | 

It may be a problem of affluence. The 
Lutheran work ethic, which helped to make 
Sweden one of the richest countries in the 
world, no longer seems to have quite tF 
hold on the Swedes that it once did. Aver- 





age working time for a full-time employee is 


now 1,470 hours a year, probably the lowest 
in Europe. One reason it is so low is that 
average time off work (for all reasons, in- 
cluding the five-week annual holiday) in in- 
dustry is about 2096. Volvo complains that 
sickness absenteeism at its Swedish plants 
last year was 1496. As Swedes are by all the 
standard measures some of the healthiest 
people in the world, the figure suggests that 
the Swedes are becoming a nation either of 
hypochondriacs or of malingerers. 

Yet, after an energetic build-up for sup- 
ply-side reforms, in his latest proposals Mr 
Feldt has nothing to offer. Instead, he has 
proposed measures which will increase the 
total tax burden from 56% to 57% of GDP. 
They are another exercise in demand man- 


agement of a kind which Mr Feldt himself 


has said he no longer believes in. 
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- Britain. But with a Manx Money Market Cheque Account from 
Bank of Scotland (Isle of Man) Ltd you can retain your British 
connections and earn a high rate of interest without the tax 
impositions of the mainland. . 
Your Manx account cheque book* is jdi in the normal 
| way and there is no restriction on the amount you can withdraw 
_ at any one time or the number of cheques you can issue. On 
- deared balances of £3,000 or more you earn interest at Money 
Market rates and even on balances below this you will still receive a 
competitive rate, And, because of Manx tax legislation, interest 
will be paid gross, without deduction of any tax. 
Enjoy all the benefits of a normal current account 


o paying high rates of interest and all from a subsidiary of a major 
a U.K. bank. | 








| "(a charge of £25 is made 
for each cheque book 
| issued) 


"MINIMUM 
. SUBSEQUENT 
DEPO 


MINIMUM 


Complete the coupon and 
enclose your cheque. An 
acknowledgement and 
~ cheque book will be sent 
within a few days, - 





MANX EXPATRIATE ACCOUNT- APPLY TODAY 


To: Bank of Scotland sie of Man) Lid, Bank of Scotland House, PO Box 19, Douglas, isle of Man. 
*I/ We enclose a cheque mode payable to Bank of Scotland (sie of Man) Ltd, for € 


account, please provide details of your bonkers below) 


time fo fime. 


*l am/ We are aged 18 or over. 
Please print 
Surname Fo 


("Please delete as applicable] 


READER 


Nomes 


Meee A HR MM m Timm P i niti e t t e Pr rnt tt P IM ird rra 


| Surmome2 | 


Address [| —— 


E ET TAPER TREES SING. RARIOR ROME — ES DES PES RUE QUERER CREE: 
DONDE Mint RM PVT MEIST 


& 
ZEkLcdusgp os pe doy cQ 


qt mm in s aaa i Aven mrad m Mana e eur ter in a a tenet RYH P I HAE A SEAR ERR NATO AE RORD Cet PELE DES mtata M i me 





| 


MEME VEEE NONE E E CILE E TEIN LS SESA LICEE ETE de NUM à Postcode A e e edd TUN e 


| | Fever "—— — —————— "E SOODE DOENE SE VASE CON E OE OO N VOEE COE OOE E O V A j 
5 This occount will be used Dm personal purposes only (Far joint accounts oli parties must signi. 


Eart tax-free interest on your - 


Account in the Isle of Man 





Bank of Scotland (isle of Man) Ltd, PO Box 19, 


"Office, The Mound, Edinburgh EHT NZ 
Deposits made with offices of B. 


- covered by the Deposit Protection Scheme under. 


Aiae irirna punan e A A AA AA e 


.. minimum £1,000) " Tr 
to be placed on deposit with you in o Manx Expatriate Account. Should the cheque not be drawn on your own bank i 


| "V We decept and agree to be bound by the terms and conditions as set out in your leaflet and as amended from 


1 First a Fa 



























íi No notce of withdrawal 
Aj No withdrawal restrictions _ 


f No maximum balance 


Inte b st Paid e TOSS | 


eon oo floret en hay vary — 

L^ correct at time of going. 

oy press. subjectio | 0. 

"^ minimum balance being: * 

. retained, Upto date ` 

|. rales available by 

| telephoning ile of Man... 
^ (0624) 23074. à 








Applied Rate | : iir ae 


Bank of Scotland Isle of Man) ud wos 
incorporated and is situated in the Isle of Man 
and is a wholly owned subsidiary of Bank of ~ 
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king for change 


came to the La- 
arty. After winning 
“Vale of Glamorgan by- 
ap incon, it unveiled seven pa- 
- pers on policy reforms which | 
: would ditch punitive taxes, 
wholesale nationalisation and 
| unilateral disarmament, Crit- 
-. ics said Labour's attitude to 
nuclear deterrence would rob 
- Britain's weapons of any de- 
terrent value (see page 61). 





. Disappointed by the local- 

` council elections (see page 63), 
‘Dr David Owen mused pub- 
icly on whether he might 
serve under Neil Kinnock. La- 
bour thought not. 





Dear money is reining back 
- Britain's big borrowers. 


A Treasury minister, Mr John 
Major, said the "Ryrie rules" 
on the involvement of private 

_ money in traditional public- 

sector projects had been 

scrapped. He hoped a simpler 
approach would encourage 

» businesses to invest in private 

road schemes, which would no 

longer lead to offsetting reduc- 
tions in public spending (see 

page 14). 





| Out of court 


. The courts reaffirmed the 
“Spycatcher” principle— 
that an injunction against one 
newspaper would block all rel- 
 evant media coverage. Origi- 
nally E down by the appeal 
. Court last July, y, the ruling re- 
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| 
| 
| 


| 
| 
| 
| 
| 


| 
| 
| 


sulted in fines in the high 
court of £50,000 each against 
three papers for publ ind ex- 
tracts from “Spycatcher” 

the face of injunctions s 
ping others. 


The Home Office said elec- 
tronic tagging of accused 
people awaiting trial will begin 
in Nottingham on August 


1 4th. 





Three South African diplo- 
mats were expelled for their 
government's apparent at- 
tempt to sell arms to lovalist 
gunmen ín Ulster in exchange 
for a Blowpipe missile stolen 
from Shorts' in Belfast. 


Poll tax, Poles tack 


A judge told the government 
to stop distributing 21m 
copies of an explanatory leaf- 
let about next vear's introduc- 
tion of the poll tax. Green- 
wich's Labour council had 
complained that the leaflet did 


"Actually, r ve been reconsidering my decision 
to opt out...” 
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not explain that one hódse- : 
hold member might be liable 
for another's unpaid tax. 


A Polish destroyer, the ‘War- 
szawa , paid the first courtesy 
visit to Greenwich by a War- 
saw pact warship for 12 
years. Mooring in front of the 
Royal Naval College, it dis- 
courteously crashed into the 
pier. 


In and out 


Pay offers worth an extra 796 


angered many. Power workers - 


rejected one, the railwaymen 
had one imposed on them and 
journalists protesting at one - 
disrupted BBC programmes. 
Port employers issued writs to 
pre-empt a dock strike. À tube 
strike in London was delayed 
by the courts but unofficial ac- 
tion hit London's rail 
commuters. 


The British Medical Associa- 
tion (BMA) and Mr Kenneth 
Clarke, the health secretary, 
agreed on a new contract of 
employment for the country's 
32,000 general practitioners. 
It will gear each doctor's pay 
more closely to his work. Bo- 
nuses for immunisation and 
screening will need fewer pa- 
tients in inner-city areas than 
elsewhere. 
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of a lady spectator. 




















More than 100 hospital 

hospital groups said they 
might become self-governit 
trusts. The BMA said hospital - 
consultants were coming uns- 
der pressure from hospital- 
managers to tow this line. Tr 
fessors at Guy's hospital i in. 
London said that interest in. 
opting out did not mean any _ 
enthusiasm for it. 


The Bank of England's qua 
terly bulletin attributed a. 
third of the rise in manufac 
turers' factory-gate prices 
since 1980 to fatter profit” 
margins. But margins have 
not yet Aus the peak seet 





The car industry is bullish b 
imports are still growing. 






Mr Nicholas Ridley, the ens 
ronment secretary, warned. 
farmers that the proposed ^ 
tional Rivers Authority will 
stamp hard on pollution... 








The Australian cricket tea 
began its summer tour trad 
tionally, beating the Duches 
of Norfolk’s XI at Arundel 
castle. The Australian capt 
hit a six which broke the 
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Modern times, Labour-style 


VER since he became leader of the La- 
bour party in 1983, Mr Neil Kinnock 
has struggled to rebuild his party's image in 
the eyes of a distrustful electorate. With his 
eputy, Mr Roy Hattersley, he has tried to 


a ^«onvert the party's mishmash of old policies 


into a portfolio of gleaming modern ideas. 
In 1985 and 1986 he rewrote much party 
policy and challenged the far left. At the 
. 1987 general election the voters refused to 
believe that enough had changed. Now he 
has tried again. Labour's national executive 
committee (NEC) has just endorsed seven 
documents, the outcome of a two-year re- 
view of party policy. It was the end of a good 
week, 
On May 4th Labour won a stunning vic- 


TE tory at the Vale of Glamorgan by-election, 
^ Ooverturning a Conservative . majority of 
> -«more than 6,000. On the same day, it took 

` comfort from the results of the county-coun- 





cil elections (see page 63). They suggested 
that many voters who had once supported 
the Conservatives or the centre parties of 
the ex-Alliance were now prepared to vote 


.. Such voters may be impressed by the 


work of Labour's publicity machine. It pre- 
sented the policy reviews with a flourish, 
pointing out that Labour had dropped uni- 
lateralism and old-style nationalisation and 
had embraced the market as the main motor 
of economic activity. When the NEC en- 
dorsed the reviews by clear margins, Mr 
Kinnock could be triumphantly presented 
as the leader of a party that had broken with 
the past. 

The reviews have something for almost 
everybody (see box on next page). There is 
plenty of fashionable “supply-side social- 
ism" and there are some good reforming 
ideas, like the scheme for revamping the 
House of Lords. Neither the old corporatists 
nor the trade unions are left out of ac- 
count—even the British Investment Bank 
makes another appearance—while for the 


dreamier communitarians there is the ex- 


traordinary claim that "our ideal is an econ- 


omy in which enterprises are owned and 


managed by their employees—or by con- 
sumers or local communities". 

This desire to offer something to every- 
body has dangers. There are four policy ar- 
eas where Labour has long been vulner- 








Workers who have a‘ genuine interes 


The very openness of the review 





able--defence, public ownership, 
unions and high taxation. On each of 
the party is attempting to reassure t 
torate. But on each the policy review: 
tains clues to a fatal ambivalence which; 
remains, will be easily exploited by the 
ries. For example: : 
@ Defence. Yes, Mr Kinnock has sais 
he will never again argue for unilateral di 
mament without asking for cuts in Ru 
missiles in return. Yes, Labour will pl: 
existing missiles at the disposal of t 
eral negotiations. But Labour will 
"no first use" policy for those weapon: 
Mr Kinnock has ducked question 
whether he would.ever use them. Th 
policy allows Labour to get rid of its- 
ons in bilateral talks if multilateral ones 
going nowhere. | 
e Public ownership. Yes, "there can 
return to old-fashioned nationalis 
yes, a full market price will be paid 
shares in privately owned utilities t 
bour may buy. But the party still thin 
"the great utilities should be owned 
community as a whole", and wou 
back enough of British Telecom (anc 
haps of the privatised electricity and 
industries) to gain control. 

e [rade-union rights. Yes, the role of ba 
before strikes is of “critical importa 
But "the present industrial-relations 
are in many respects partisan, unfair an 
balanced". Secondary industrial a 
now outlawed, would be allowed for. 
































































































outcome ofa dispute" ; 
Safer behind closed doors 


could prove counterproductive. E. 
sulted in the publication of raw, unan 
proposals which emphasise party: ; dif 
and encourage further public arg 
The Tories would have worked in secre 
they have frequently done in the pas 
produce polished proposals bearin 
leader's stamp of personal authority 
debate would have been a formality 
Labour the public debate is only 
starting. B 
For two years Mr Kinnock has ri 
“Wait until the policy review” to eve 
quest for information on where he 
Now he faces a summer of squat bl. 
the reviews before his party's autum 
ference. If that conference turns into 
between left and right, the Cons 
will be in seventh heaven. 
That may not happen. The left dee 
have an obvious leader to rally 
though Mr Ken Livingstone, me 











f Labour wins... 




























The House of Lords will be replaced 
y an elected assembly. Regional as- 
semblies will be set up. 


ncome tax will start below 20% and 
o up to 5096. A wealth tax will op- 
rate through revised inheritance 
taxes. Tax havens' privileges will be 
reviewed. 


Industry will get a new Department 
f Trade and Industry. Intended to 
€ like Japan's Mri, it will try to spot 
'inners. 


e government will buy enough of 
itish Telecom to control it, and 
y try to do the same with privatised 


lectricity and water companies. 


ome forms of secondary industrial 


ction will be lawful, so long as every 
trike is preceded by a ballot. 


ritain may join the EMS when the 
me and conditions are ripe—which 
resent they aren t. 


o new nuclear power stations will 
built. Most existing ones will be 





rivate landlords will lose the right 
to fix rents. Tenants will have the 





























Employers’ and consumers’ char- 
rs will lay down basic rights. Con- 
mers will get a new ministry. 


Quality Commission will oversee 
ocal-government standards; an Edu- 
cational Standards Council will do 
he same for education. Private 
schools will lose their tax breaks. 


Pensions will rise immediately by at 
least £5 a week for single people and 
£8 a week for married couples. Child 
benefit vill go up. | 


Britain will work towards the simulta- 
ieous disbandment of NATO and 
he Warsaw pact, will oppose mod- 
rnising short-range nuclear weap- 
ns, will cancel the fourth Trident 
ubmarine, declare a no first use 
olicy for its nuclear weapons, and 
ce them at the disposal of any in- 
ernational negotiations that hap- 

n to be under way. | 
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liament, former le | eate 
vc | NEC, 


cil and mem 


serious opponent than the old warhorse of 
the left, Mr Tony Benn, who submitted to 
the NEC a 14-page alternative to the 354 
pages of the policy groups. lt was voted 
down, but it is likely to focus opposition. Mr 
Denn still commands widespread loyalty 
among constituency activists. On crucial is- 
sues like defence, he might well form an alli- 
ance with Mr Ron Todd, leader of the trans- 
port union and its 1m block votes. Last year 
Mr Todd opposed any retreat from unilat- 
eralism. The day after the NEC meetings he 
told Mr Kinnock he would do everything in 
his power to defeat the new defence policy. 
A greater problem is that nobody in the 
Labour party has the authority and ability to 
write the short and definitive statement of 
its policies which is now needed. To achieve 
this week's superficial consensus, it has 
taken refuge in 70,000 words. Distilling 
them is a job that can be done only by the 
party leader. Nobody else would have the 
power to impose the abandonment of cher- 
ished ideas. It is not a job for Labour's clever 
publicity director, Mr Peter Mandelson, 
who has orchestrated the campaign so far, 
nor for that ex-Balliol don, Mr Brian Gould, 
even though he is a member of the shadow 
cabinet and the NEC. In his heyday Lord 


—. 





Labour market 















in could have done it with ease. Mr Mi- 

Foot had the intellect but lacked the 
authoritarian streak necessary for the job. 
Mr Kinnock has the will but not the 
intellect. 

The policy reviews reveal how sadly out 
of touch Labour's best and brightest have - 
become. They have persisted far too long in 
their erroneous belief that the 1980s revolu- 
tion in economic and political thought 
would prove a chimera. They have ignored 
socialist governments overseas, in Spain, 
Australia and New Zealand, who have long 


. since concluded that the best way to make 


companies competitive is not by dollops of 
intervention, but by opening their market- 
place to the-disciplines of free trade. They 
have missed the work of modern social-dem- 
ocratic historians like Mr David Marquand 
or Mr Robert Skidelsky, who have cata- 
logued the inability of the British state and. 
its civil servants to order the country’s eco- .. 
nomic and social life without giving in t 
pressure groups. The state's guiding hanu 
remains Mr Kinnock's ideal. | | 

With the centre parties squabbling, mil- 
lions of Britons want an alternative to vot- 
ing for Mrs Thatcher. This week's review 
may have tempted many to think of voting 
Labour once again. But as they peer more 
closely at what is on offer, it may look like 
the same old machine, with a few new cogs 
in place. 
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The bosses fight for workers 


HOSE who make money out of igno- 
tance have spotted a promising market 

in labour shortages. This summer offers a 
wealth of conferences and reports to feed 
the worries of businessmen who have just re- 
alised that by 1993 the number of school- 
leavers will be a third lower than in 1983. 


. Everybody wants to know whether anybody 


has found an easy way out. 

. When the National Economic Develop- 
ment Office published the frightening fig- 
ures in "Young People and the Labour Mar- 
ket" in July last year, only one employer in 
seven was aware of the problem. A survey by 
Blue Arrow Personnel Services of 2,000 em- 
ployers published last month claims that 
6996 know what is happening. Those who 
are reacting are trying three possible 
solutions: | 
€ Competing for youngsters. The big retail 
and financial companies that rely on a regu- 
lar supply of schookleavers are setting the 
pace. Pay rates for teenagers fell back during 
the early 1980s, when lots of youngsters 
were pouring onto the job market; now they 
are catching up with adult rates. J. Sainsbury 
has just raised its rates for young people by 
up to 40%, Tesco by up to 22%. A firm of 
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accountants has offered a £20,000 signing- 
on fee to two bright schoolboys. 
@ Hiring women. Employers are beckoning 
women into jobs usually done by men. The 
Ministry of Defence’s project Marilyn (Man- 
power and Recruitment in the Lean Years of 
the Nineties) plans to bring more women 
into the army. GEC has been trying to recruit 
more women engineers. | 

Better deals for part-timers should. at- 
tract more women, so Tesco has just offered 
the part-timers it needs for its supermarkets 
holiday and maternity. benefits. British 


Telecom is introducing job-sharing with full- 





timers’ perks. Child-care is another carrot. 
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Midland Bank is setting up 300 creches: the 
Treasury is trying a holiday playscheme; 
Holiday Inn provides evening supervision 
for employees’ children at one hotel. 
Women who go off to have babies and 
do not return are a wasted resource for their 
former employers. To get them back, the big 
banks give career breaks of up to five years, 
guaranteeing or half-promising women the 
same status when they return; Esso, GEC 
Marconi and British Rail are doing similar 
things. That is still rare, however: of the 
companies surveyed by Blue Arrow, 86% 
have done nothing to get their former 
women employees back. 
@ Older workers. “Life begins at 55”, claims 
the new poster campaign mounted by 
Tesco: a greying couple jump for joy. People 
who retired early in the recession now find 
personnel managers knocking on their 
doors. Tesco employed 2,500 over-55s at the 
beginning of this year. By June it expects to 
iave 5,000. "It's worked well," says the 
company happily. "They've got that old 
style of service and they turn up for work." 
J. Sainsbury is offering part-timers aged 
60-65 membership of its pension scheme. 
British Telecom plans to raise the age limit 
for technical apprentices from 19 to 41. 
Even the civil service is going grey. From Oc- 
tober this year the Inland Revenue is raising 
its upper-age limit for recruiting graduates 
from 36 to 52, and in some ministries there 





is talk of raising the retirement age beyond. 


60 and offering 60-year-olds the lump-sum 
part of their pension even if they stay. 
Along with a shortage of young people 
comes a shortage of graduates— not because 
supply will fall but because demand is rising 
as industries which were once unimpressed 
by qualifications increasingly require de- 
grees. According to the Institute of Man- 
power Studies, by the end of the 1990s there 
should be about the same output of gradu- 
“tes, but demand could be up by 30%. 
Some companies are sponsoring univer- 
sity entrants—Norwich Union offers £200 a 
term—in the hope that loyal students will 
turn into employees. Others are learning to 
sell themselves better. Young people want 
careers, not jobs; so personnel managers 
stress training and promotion prospects. 
Wise employers are also looking at how 
they use graduates. Almost 496 of male grad- 
uates and just over 1296 of women work in 
low-skilled clerical and secretarial jobs. If the 
women's percentage fell to the men's, 
45,000 more graduates—equivalent to 
roughly a third of the total leaving universi- 
ties and polytechnics each year—would be- 
come available for more skilful tasks. 
Companies that are doing nothing 
sometimes say they do not have the re- 
sources or the cash. True, some measures, 
like creches, are costly. But others, like 
tempting back expensively trained mothers, 
could save money. 








A graffitist attitude to water quality 


Making a splash on the water rates 


NA ATES is not exactly a new or un- 
known product. Indeed, research 
suggests that 100% of A, B, C1 and all 
other consumers have used it in the past 
seven days, not to add every day of their 
lives. So why is the state-owned water in- 
dustry pouring nearly £1m a week into 
glossy television and newspaper advertis- 
ing? To raise public awareness of a great 
industry, says the Water Authorities 
Association (WAA). To promote its pri- 
vatisation, says the Labour party. 

Who benefits from the campaign? 
The ten authorities’ tied customers will 
not get cleaner or cheaper water, merely 
bigger bills. The authorities themselves 
can hardly increase their sales or market 
share (except by a few megalitres at the 
expense of You Kneau Who), whether 
jointly or singly; indeed after the dry win- 
ter some of them might be glad to be 
asked to supply less, not more. 

True, the industry's image will get a 
new shine—but why does it need one 





Local elections 


Countying it up 


virtually the 


LABOUR got a good press 
out of last week’s county- 
council election results, and 
in some respects it was de- 
served. As our analysis on 
the next two pages suggests, 
whole country marked 


Mrs Thatcher’s tenth anniversary in power 
by recording a clear swing from Conserva- 


tive to Labour relative to the position in 
1979, 
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precisely now? Because we're getting - 
mud thrown at us now, says the WAA. _ 
Cynics, not all in the Labour party, note. 
that now is also the time most conve- — 
nient to the one clear gainer—the gov- — 
ernment, trying get an unpopular bill - 
through Parliament and a better price | 
when the water shares come to market. 
But that is political advertising, says the 
main water union, NALGO, which took a. — 
complaint to the Independent Broad- | 
casting Authority, backed by leaked waa _ 
documents proving the cynics’ point. _ 
Toryism on the water rates, says Labour, — 
in jeering echo of the phrase often used — 
against left-wing local councils. a 

The iBA discussed these complaints — 
(and others) this week, but so far reckons 
the watermen’s burst of self-esteem is, in | 
itself, within the rules, however suspi- : 
cious its timing. It has the issue “under 
review." Labour may ask the courts to re- 
view it, but has not decided. Meanwhile, - 
the propaganda floods on. E 




























General reactions to the results 
though, were revealing in other respects, le 
flattering to Labour. People's expectation 
of what Labour can hope to achieve seem f 
have sunk lower with every passing year. It 
1985, when the shire councils were las 


elected, Labour was slightly further ahead o 
the Conservatives than it was last week 
And where the comparison can be mac e 
our sample of districts reveals that Lak ou 
advanced by just |! percentage points on 
last year's local-election performance. Not 
exactly a triumph, by any but the most un. 
demanding standards. K 

Perhaps the most significant of Labout's 
claims was that it had made progress in the 
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parisons TT Labour's s vote “last 
kand its general-election score in a num- 
f parliamentary constituencies. But La- 
r scored similar successes four years ago. 
some southern towns Labour regularly 
better in local than in parliamentary 






lections failed to match what na- 
on polls had been saying. 

Ories made 77 net gains, ten more 
bour; but they had the advantage 
abour of being more often the main 
wer against vulnerable Democrat in- 
ents. Labour actually made 14 more 
rom the Conservatives than the Con- 
ves did from Labour. True, the Con- 
ves tegained control of six hung 
ty councils; but they failed to capture 
er nine such counties which might 


ion polls. These included Lancashire 
Iumberside, where it was not the To- 
t Labour who won control. 

ie Democrats again frustrated the 
mier predictions of commentators. 
ust about managed to hang on to the 
they registered last year. Their target 
been to restrict their loss to a net 100 
. They did worse than that, but only 
Some of their defending councillors ap- 
O have been helped by a modest 
unt of switching to the Democrats by 
laced Labour voters. But to the disap- 
tment of those hoping to unite the non- 
ervative vote, there was little sign of a 
ocal movement to Labour by third- 
d Democrats. —— 

Nationally, Dr David Owen's party 
d to make any gains. Only three of the 
DP councillors who successfully de- 
ed their seats did so against opposition 
all three other main parties. But the 
continued to demonstrate that it can 
the Democrats’ chances. The 10% of 
poll that SDP candidates scored on aver- 
when facing Democrat candidates came 
olly at the expense of those Democrats, 
ose vote fell 18 percentage points short of 
985 Alliance vote. 

For a real triumph, all the supposedly 
r parties have to hand the palm else- 
; Step forward the Greens. Their aver- 
mure of the vote wherever they stood 
5, almost twice the level they recorded 
iar and far beyond anything they 
ed four years ago. Their increased 
ity seems to have come at the ex- 
ll the other parties. Although 








ons. Looking at the regional variation _ 
abour's performance both in the. 
; dés scores in Table and i in 


For ae au consecutive 


one to them on the basis of national . 














Change in % vote since 1985 


PC* Other CON LAB D/SDP PC* 

18.2 0.8 3.3 +23 ^13 -6.1 - 

us o7 apto a ae 
a NU A a ae ae eer 
TORMENTO NE T MEC a INCOME ONANUS 
mbesie — 3438 — 453 — : 32 "ii ^ ^  &! 487 482 66  - 
i [mabe — 22 48 3X8 08 - A HB 487. 51 — - 
ee —u 8 cH Hu 


mE TETE————Ó —— M— E e Ee ae ene E E CEDE TCA H nd MERE A RN 











“Norfolk —  —— — 418 — a9 Ui 03 ~- 53 418 326 — 89 —— - 
“Northamptonshire —— 452 — 425 — 79 — 13 ——— - 31 438 430 45 — - 
“Nottinghamshire — — 391 — 469 — 104 — 20 >- —— iD +16- +66 86 -~ 
“Shropshire 387 284 192 05 - | Bi -54 O 73 O H3O - 
“Staffordshire 382 — 462 — 126 — 09 č - 21 484 H6 Te 
‘Suffolk oo 437 349 153 . -O 6&1 414 409 30 — - 
Warwickshire — 1 457 — 318 — 161 — 11 A 469 402 79 O : 
SOUTH | 

Avon 423 375 187 06 . 08 +49 435 78 ~~ - 
“Bedfordshire — — — 468 — 337 170 — 01 A Be 
‘Berkshire — 452 244 214 24 - 68 +13 416 82 - 
“Buckinghamshire = 494 — 205 23 — 21 Z - 66 Z  -51  -18  -69 = 
“Cornwall —— 325 89 365 7 č - 214 281. 402 435 č č - 
Devon |. 485 199 230 88 . 587 Oe 
Dose — 459 154 — 318 -- — 69 406 403  -12 —— - 
atsa ea 22 038 O 88 M2 98 018 0 
Gea M4 3 222 0j 0-022 48 à] 051 
“Gloucestershire — — 398 — 238 — 328 02 ——- 35 č ç - +71 00 A - 
Hampshire ^. 456 203 299 1!  — - 30 . 341 06 49 — - 
Hertlordshie — — — 444 — 332 — 191 20 >- 13 468 +42 0  - 
dsleolWigt — — 412 — 42 439 > ——— - 107 420 415 49  — - 
Kent ~O 418 292 222 17] - 51 408 414 493 Z ~ 
Oxfordshire — 428 280 20 01 - R 450 — -11 Ss 
Somerset OO OAI 3 363 — 45 22 *82 32 36 - 
my — 582 3] 2| 18  . 38 38 H4 50  - 
WestSussk—— 444. 143 3716 — 20 —— - W 29 03 441 — - 
“Wiltshire — — — 418 240 262 13 -  &6 448 2 -69 
ENGLAND TOTAL 3 311 207 — 13 4.6 +39 +11 — 60 c 
Clwyd 203 399 — 61 22 34 20 443 — 62 +U 
“Dyfed -~ 26 79 - | 136 509  -16 +37 €5 +38 
Gwent ——— — 250 — 605 — 47 02 | ..96 +63 18 49 
Gwynedd - | 59 218 88 15 190 430 442 432 08 +59 
Mid Glamorgan | 89 568 26 - 208 109 415  -10  -14 +01 
Poy | —— 33 H8  -.  -  - 89 - M3 - - 
“South Glamorgan 334 — 4/4 — 109 39 28 16 405 #7 87 07 
“West Glamorgan —— 121 — 541 — 107 — 11 — 26  — 194 — — -15 —-17 — 38 26 
WALES TOTAL 18.1 — 459 72 12 77 199 432. 42 40 — 14 
 ENGLAND& WALES — 405 — 322 197 — 13 — 0$ 57 +43 408 — 55 03 


This table shows the total votes cast for each party in every county where elections were held in May 1989, and the change in each party's share of the 
total votes cast in that county since the previous county-council elections in May 1985. The D/SDP column shows the change in the total share of the vote 
for SLD and SDP candidates combined compared with the Alliance share in 1985. *Plaid Cymru. 


some of their most notable performances 
were in university towns like Oxford and 
Bath, their success was by no means con- 
fined to them. With twice as many candi- 
dates in the field, they succeeded in 
outpolling the SDP across the shire counties 
as a whole—only by virtue of its higher aver- 
age share of the vote per candidate can the 
SDP claim to be England's fourth party. 
One footnote. Though Labour won 








avert control of Lancashire, it lost its fifth 
safest seat in the county—the Bank Top and 
Brookhouse. division of Blackburn. In this 
largely Muslim division, the Conservative 
candidate, Mr Abdul Bhikha, increased his 
vote from 657 to 2,048. His platform was op- 
position to Salman. Rushdie’s “Satanic 
Verses’’. Labour cannot take the blacks and 
browns for granted. 





local elections, by selected districts — 
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This table shows the voles cast in The Economists sample of English districts where elections were held this year plus three Welsh districts. This year 20 extra non-metropolitan districts have been added to the sample (loge 
the substitution of Oadby & Wi for Leicester). These districts have been added to compensate for the lack of elections in the metropolitan counties and have been selected on similar principles to those used in the ct 


the original sample (see The Economist, May 15 1976), with the exception that some districts which only have whole council elections every four years have been included. 


^ fhe final seven columns compare the results this year with previous local election results in May 1979 (held on the same day as the general election), May 1985.and May 1988. in the case of 1985 and 1988 the table 
average change in the vote won by Con., Lab., and SLD in those electoral divisions fought by all. parties in 1989 and 1985/1988 where applicable. A “*" indicates that no elections were held in that district in 1988, A. 
that fewer than three electoral divisions were fought by candidates of all three parties both times. For May 1979 the final column shows the two-party swing based on all the votes cast in each district. Two-party swing 
Conservative and Labour combined; a plus sign indicates a swing to Conservative, a minus sign a swing to Labour. (f) Maidstone and Bedford are the areas of the former boroi 





‘The familiar star of National 
ralia Bank is already in 
ive Asia/Pacific countries, 
luding 1450 branches and 
offices throughout Australia and 
New Zealand. 

_. One ofthe main reasons 
why we are Australia’s fastest 
growing banking group is our 
commitment to providing a 
complete range of financial 


a These include: 
dvice on business 
ortunities in Australia 


e A full range of foreign X * Correspondent banking 
exchange services @ services 

e International trade finance and National Australia Bank, with 
settlement services over 180 years experience and 

* Deposit taking in all major ranking in the world'stop 100 
currencies banks by assets, has both the 

e Term loans and project finance expertise and the resources to 

e Corporate advisory and meetall your financial require- 
acquisition services ments. Talk with our people at any 

* A comprehensive stockbroking ofthe offices listed below and 
service you'll soon see why we're starring 

e Trade introductory services . all over the Asia/ Pacific region. 


. National Austra | 


Nationa! Australia Bank Limited. 


; Federal pepe of Germany (dre 








































Ansel corporate profits 
“continue to climb. They rose 
by an estimated 19% during 
the first quarter of this year. 
But analysts reckon much of 
this increase was thanks to the 
growing value of i inventories, 
tfeflecting rapidly rising pro- 
di etprices ipt 
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Mr Seiichi Kataoka, Japan’s 
minister of posts and telecom- 
munications, says he will ap- 


retaliatory action following a 
dispute over the allocation of 
radio frequencies to 
Motorola. The American 
firm wants to develop a mo- 
bile-telephone network in 
Japan. 





Vorsprung durch Japan 


Volkswagen announced that 
it plans to spend DM200m 
($104m) on building a distri- 
bution network in Japan. This 
will be followed by a further 
DM400m in the mid-1990s, if 
. Japanese consumers appreciate 


the Technik. 


Mr Edzard Reuter, the chair- 
man of Daimler-Benz, ac- 
knowledged that 1988 was a 
. | difficult year. His company's 
5 | onet profit fell by 4.5% to 

^S] DMI 7 billion. 


Endless sagas 


Britain's Takeover Pace 
forced Consolidated Gold 


: Fields to drop i its antitrust 


peal to GATT if America takes - 
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suit in a New York court, 
which it had used to fight off a 
bid by Minorco. But the bid is 


not over yet. The Panel ac- 


cepted that ConsGold could 


not force Newmont Mining, 
America’s largest gold miner 
of which ConsGold owns 
4996. to drop its own court ac- 
tion. This gives Minorco a 
week to find someone willing 
to buy the whole of Newmont 
or its bid must lapse for at 
least a year. 


Coats Viyella, Europe's big- 
gest textiles firm, offered to 
rescue Tootal from the atten- 
tions of Abraham Goldberg, 
an Australian who owns 25% 
of the Manchester-based tex- 
tiles group. The combined 
firm would have 33% of the 
world thread market. The 
twist: if Tootal spurns the of- 


fer, Coats will sell its 5% stake 
to Mr Goldberg. 


People 





Ernest Mario, an American, 
has been made Glaxo’s chief 
executive after only three 
years with the company. 

His predecessor, a veteran of 
26 years, left in a huff 

after being offered a job 
reporting to Mr Mario. 

This leaves two of Britain’s 
biggest drugs firms—Beecham 
is the other—run by 
foreigners. 


The scourge of insider traders 
and other Wall Street felons, 
Gary Lynch, is to resign in 
July from his job as head of 


THIS WEE! 





enforcement at America’s Se- 
curities and Exchange Com- 
mission. Like his targets, Ivan 


Boesky, Michael Milken and 
others, Mr Lynch is seeking 


more money. 


Debtors 


The IMF may break its usual - 
practice and allow Mexico to 
draw the first slice of a new 
$3.6 billion loan before the 
country has struck a re- 
scheduling deal with its bank 
creditors. 





Fears that the Peronist candi- 
date will win Argentina 's 
presidential election on May 
14th have caused a surge of 
capital flight and the collapse 
of the austral. 


Creditors 


The latest survey by the Bank 
for International Settlements 
shows a sharp rise in interna- 
tional lending by Japanese 
banks. It reveals that 85% of 
cross-border loans taken out 
in 1988 involved obtaining 
cash from Japan. 


Union Bank of Switzer- 
land, the country’s largest 
bank, has come out in favour 
of reform of practices which 
now protect Swiss companies 
from hostile takeover. 


Barclays Bank plans to raise 
$200m by issuing preference 
shares in New York. It will be 
the first non-American com- 
pany to do so. 


| 
| 
out’s $25 billion debt. 
| 
















































Mania questioned 


A study commissioned by t 
Brookings Institution has t 
futed claims by Kohlberg | 
Kravis Roberts, the buy-out ` 
king, that leveraged buy- 

outs build stronger compa- 
nies. The Brookings study ad 
mits that one of KKR’s findin 
is right—buy-outs make roya 
returns for investors. | 





Kohlberg Kravis Roberts has 
putthebulk of RJR . . 
Nabisco's European busi- 
nesses up for auction. The 
is expected to raise around 
billion, almost halfway to the 
$5 billion KKR must find by - 
early 1990 to reduce its bw 


Down under 


Shares in Bond Corporatic 
plummeted after Alan Bond 
announced that its dividend 
payment would be delayed t 
the end of May. Mr Bond - 
raised $290m by selling the 
Bond Centre in Hongkong. 


Rupert Murdoch is getting 
ready to expand, again. He: 
has sold his travel publishe 
Reed, a British publisher, fo 
$825m. This brings the tota 
of his disposals over recent- 
months to $1.6 billion. : 


Of mice and mountai 
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| The Swiss save amen has : 
| fered $10m towards the cos 

of building a 50-metre high 
replica of the Matterhorn at - 
Disneyworld in Florida. 


Advances to Customers 
Customers Deposits 
Total Assets 

Capital and Reserves 
Cash Flow 

Net Profit 

Number of Employees 


The organization behind the figures: 


Powerful international network 


Nearly 120 years of experience in 


1987 
SFr. Million 


71,290.2 
31,2325.9 
146,189.9 
8,760.8 
1,308.0 
652.3 
16,828 


domestic and international business 


General Management in CH-4002 Basel, Aeschenplatz 6, 
and in CH-8022 Zurich, Paradeplatz 6. 


1988 
SFr. Million 


82,872.7 
96,919.3 
154,108.8 
9,107.3 
1,337.0 
675.1 
17,477 


Triple-A rating 


Change 
T 1 6.2% 


+ 


+ 
+ 
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5.490 
5.490 
40% 
2.2% 
3.5% 
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SBV 3989 


Long tradition of customer support 


Leading international reputation 








Swiss Bank 
Corporation 


Schweizerischer Bankverein 


société de Banque Suisse 
The key Swiss bank 
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The money-guzzling genius 
of biotechnology 


g "ALL it a miracle. Or maybe madness. 
Wy Over the past decade hundreds of tiny 
biotechnology firms have sprung up and 
new ones are still being created almost every 
week. Few have ever made a big, profitable 
product. Several hundred new products are 
in the pipeline, but the industry's bosses ad- 
mit these are unlikely to make money for 
years, The cumulative turnover for some 
“0 American start-ups amounts to just $1 

lion. Only one firm—Genentech— makes 


a sustained profit and even that is disap- 


pointingly small. Yet investors continue to 
. pour money into these companies on a he- 
. roic scale—$10 billion so far. How much 
longer can this industry defy gravity? 

The amazing answer is: quite a bit 
longer. True, 24 biotech firms have been liq- 
uidated or gone bankrupt within the past 
` few months. A few struggling firms have put 

themselves up for sale. There have been four 
mergers among better-known start-ups, 
most notably between Genzyme and Inte- 
grated Genetics, which is laying off 200 em- 


—. ployees. Doomsters say that this is only the 
5 beginning; they forecast a massive retrench- 


. ment and a wave of closures. But they are 
probably wrong. Taken together these inci- 
dents affect only a tiny fraction of the indus- 
try. And there are still investors that are 


< e hungry for biotech firms. 


... Without a doubt, biotechnology is one 
of the key technologies of the future. It per- 






mits the transfer of genes, the factors which 
control the synthesis of all proteins, from 
any living organism to another. Biotech- 
nologists can also tinker with genes them- 
selves. For investors, the greatest attraction 


‘is the industry's potential for inventing lots 


of wonderful new drugs, each of which may 
generate yearly revenues of $500m. 


After a decade of research lots of new - 


drugs have been discovered. On the way are 
growth factors, which can help heal gaping 
wounds, or effective treatments for ubiqui- 
tous ailments such as arthritis and heart dis- 
ease. Drugs invented for one disease often 
prove unexpectedly useful for something 
else. For instance, one of biotechnology's 
pioneer drugs, alpha-interferon, was her- 
alded in the early 1980s as a potential cancer 
cure. Now it is clear that the drug is unlikely 
to beat cancer except in some of its rarer 
forms. Yet other important uses have been 
found: it seems good at combatting infec- 
tions such as venereal warts and a form of 
hepatitis. Analysts predict that yearly sales 
could soon reach $500m. Small wonder that 
some 95% of the mostly American biotech- 
nology firms established since 1980 have 
been devoted to healthcare. 

Ever since the industry's birth, 
biotechnologists have used such promise to 
lure cash. The first to take the bait were ven- 


 ture-capitalists, fresh from triumphs in com- 


puters. But biotech proved different: it takes 








ages to get products to market and 
arrivals were not as hot as had been 
These funds still made money becau 
dewy-eyed investors arrived; even withe 
products biotech firms could sti 
brought to the stockmarket. Biotechnolog 
remained the stuff of dreams. 
It still is. Despite the almost total la 
















profits among biotech start-ups, about 
have gone public (a number have ¢ 
pulled off secondary share offerings), 
an additional $4 billion beyond 
venture-capital funding. Vent 
still hand over sums as large as $5m 
vidual academics. Other sources ra 
R&D limited partnerships, where. 
vate investors in America give mon 
ploit tax breaks (the government is p 
these out), to private placements, to: 
from much bigger companies eager t 

























































46 biotech start-ups it surveyed. . 


Somewhere, over the rainbow | 
In the end, biotechnology will make pi 


start-ups may have overlooked is that, 
if it survives, the small frm which i 
new drug will not collect most of the: 
innovation eventually generates, Th 
that will rake in the big profits will b 
already-giant drug companies, with 
huge development budgets and 
muscle. A bright young man in a la 
can no longer hope to emulate Apple € 
puter's Steve Jobs. | 
Most biotech firms have 
mated the expense and time it w 
bring products to market. Ar first 
dicted that their products wo 
through drug-approval systems beca 
were similar to naturally occurring 
stances. Now it is clear that America's Foo 
and Drug Administration (FDA) has d 
to treat biotechnology products as c 
tional drugs. In some cases, such as 
factors, the FDA is demanding even 1 
stringent testing. «on 
More important, during the past de: 
the profitable lifetime of drugs has de 
while the costs of testing and mark 
which must now be worldwide in ord 
recoup big investments, have escalate 
biotech start-ups are, or ever will be, 
afford to develop, manufacture and | 
their new products. Even the big drug 
panies think they may not be big eno 
witness the recently announced merg 
tween SmithKline Beckman and Be 











the companies said was aimed at 
nomies of scale. 

n the next ten years, this is how the 
ch industry will look: - 

ost of the profits will be made by estab- 
large firms that can afford to take 
products to market. Back to alpha- 
eron. Though invented by Genentech 
Biogen, it is sold by Hoffmann-La 
e and Schering-Plough. CD4, a possible 

nent for AIDS, which was first success- 
developed by a tiny outfit. called 
genics, could. be another example. 


































erican firms and Europe 


|! défi is back 


ten co 


MR MICHEL THOMAS'S 
foreign-language centres in 
. New York and Beverly Hills 
charge pupils up to $12,000 
for ten days’ intensive in- 
struction in French, German 
Spanish. Until recently his star pupils 
show-business celebrities like Woody 
n, Ann-Margret and Donald Suther- 
Today his best customers are execu- 
ves from Boeing, Chase Manhattan, Gen- 
| Electric, Shearson Lehman Hutton, 
’ itinghouse and the like. Why the boom? 
he answer's simple," says Mr Thomas. 
992". 
A similar phenomenon is reported by 
sh officials touting for investment in 
nerica. When they bragged about Brit- 
’s comparatively low business taxes and 
improving productivity, American busi- 
en yawned. A “Europe 1992” cam- 
ign presenting Britain as the best way into 








arket of 320m affluent consumers has 


Progenics lacks the money to make enough 
of its product even to supply clinical trials. 
Richer rivals such as Genentech and 
SmithKline Beckman, which also have CD- 
45, may reap most of the rewards. 

@ Only a handful of biotech firms will gener- 
ate annual revenues of $1 billion-plus. They 
include those like Genentech or Amgen 
which have already built up a large sales 
force, For the first time investors are back- 
ing larger firms rather than spreading their 
money among the biotech herd. 

@ Remaining companies will turn into re- 





Bush administration’s tough talk about “Fortress Europe” does not 
rate America. Big American companies see Euro 
a single market by 1992 more as an opportunity than a threat 


’s plan to 


woken them up. The campaign has already 
brought 1,500 responses and firmish plans 
for three big projects involving $500m in di- 
rect investment, creating 4,000 new jobs. 
Anecdotal evidence of intense Ameri- 
can interest in 1992 is confirmed by business 
surveys. When, earlier this year, the Bank of 
Boston polled more than 1,200 chief execu- 
tives of manufacturing companies, most of 
them high-tech, 84% saw the proposed 1992 
changes as a chance to expand their sales 
and operations; 53% said they would 
change their marketing and production 
strategies to exploit the new opportunities. 
And American companies are doing more 
than talk about it. A survey by International 
Media Inc of 200 chief executives of Ameri- 
can companies with average annual sales of 
$1.8 billion found that 60% of the compa- 
nies had already commissioned an internal 
study and 19% an external study of steps 
needed to march into 1992; 42% had 


launched a search for acquisitions or merg- 


| traditional jar 


niet ate 








li düstry and big- 
ger biotech mo A growing proportion of 
drugs are invented by these small, academic 
outfits. Unlike development, research seems 
to work better on a smaller scale. On aver- 


age, it costs some $30m to invent a new 


drug, but $70m to conduct the tests that are 


needed to develop it—never mind market- 


ing costs. The average biotechnology firm 
has formal links of one kind or another with 
six other companies. Not only has this web 
of tie-ups spread costs and ns but it has 

also helped protect many biotechnology 
firms from takeovers. 

Others will concentrate on specialised 
markets. Venture capitalists will now back 
only start-ups with identifiable goals: hu- 
man-gene therapy (turning genes into 
drugs), drug design and so on. | 
e And the losers? Ultimately sense will pre- 
vail. Many biotech firms will 
ticularly once the courts clarify chronic con 
fusion about what constitutes a biotech 
patent. Because many biotechnology prod- 
ucts resemble naturally occurring proteins 
and genes, patent officers have found it diffi- 
cult to decide what is patentable. But once 
they sort that problem out, the high hopes 
of scores of smaller companies currently 
working on similar products will go up in 
smoke. Along with them will finally go many 
investors' expectations of mega-returns. 
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ers and 4196 a search for joint ventures. 

The surge in Ámerican interest and in- 
vestment in the EEC represents an extraordi- 
nary change. In the early 1980s many Amer- 
ican businesses saw Europe as the clapped- 
out old world. They had been by far the 
biggest investors there in the 1960s, but no 
longer wanted to know. In the three years to 
1984 total American investment in the EEC 
actually declined as companies retrenched 
(see chart on next page). Ámerican compa- 
nies' rapid change of mood is due to a num- 
ber of factors. 

The protectionist charges. and counter- 
charges traded between ; Washington. and 





































| The case for hyperinflation 


Argentina is on the verge of full-blown hyperinflation. Might this be a 


blessing in disguise? 


| T FIRST sight it seems ridiculous to 
[. £ Margue that it might do a country 


^f^ good to have, like 4 gentina, a collapsing 


| currency and a month 
more than 4096. ' 
annual rate of 6,0009 


lation rate of 
uivalent to an 

gh. enough to 
‘definition of 
tedly, it is a 
he fact is chat the 
"which has re- 

t convincing success 


did so from a 


ooked even scarier. Its 
veraged 12,000% during 
~ 1985, and touched monthly peaks that 
* were much higher. 

Many other Latin American econo- 
mies have tried repeatedly to deal with 
high-but-not-hyperinflation. Success has 
| usually lasted only as long as direct con- 
 trols were clamped on prices and wages. 

Argentina's austral plan, for example, was 
| introduced in June 1985 when the coun- 

- trys annual inflation rate was more than 
|. 100096. By the middle of the following 

. year wage-and-price controls had brought 

>that down to less than 100%. When they 
were lifted inflation began to soar again. 

_ A big part of Bolivia's success was an 
exceptionally severe programme of fiscal 
reform. The government cut its spending 
and raised its tax revenues. (The latter was 
partly thanks to the rapid fall in inflation; 
with prices rising at 10,000% a year, de- 
lays in collecting taxes squash their real 
value.) The budget deficit fell from nearly 
30% of ODP in 1984 to 9.196 in 1985, the 
year of the "New Economic Policy", and 
. to 2.9% in 1986. With the deficit cut, the 
| engine of inflation was starved of fuel. 

Argentina’s various  anti-inflation 
plans have all failed to make such a lasting 


. [ Bolivia's: budget deficit 
-as % of GDP 
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Sources: Kiguel and Liviatan, IMF; EIU Country Credit Risk 


dent in the budget deficit. The authors of 
a recent paper*, however, argue that fiscal 
policy is not the whole answer. 

Starting in 1982, Mexico's govern- 
ment began an adjustment programme 
that cut the budget deficit from 10% of 
GDP to 2% of Gppr by 1983. This pushed 
the economy into recession: real GDP fell 
by 596 in 1983. The programme success- 
fully eliminated the country's external 
deficit (which had been its main goal). In- 
flation, however, rose from an annual rate 
of about 3096 in 1981 to more than 9096 
in 1983. Brazil had a similar experience 
with an IMF-backed programme in 1983- 
84. The budget deficit fell from 8% of cpp 
in 1982 to 3% in 1984. The external defi- 
cit fell from 996 of GDP in 1982 to 4% in 
1983, and moved into surplus in 1984. 
But the annual inflation rate rose from 
9096 in 1982 to more than 20096 in 1984. 

Why might hyperinflation be easier to 
cure than high-but-stable inflation of the 
standard Latin American sort? Countries 
with chronic inflation learn to live with it. 
Contracts are set in the belief that prices 
will rise by so much over the coming pe- 
riod. With inflation at, say, 2096 a year, it 
might be feasible to reset such contracts 
once a year; at 10096, it will have to be 
done several times a year; and so on. The 
higher the inflation rate, the shorter the 
contract period must be if relative prices 
are not to get hopelessly out of line. 

These contracts build a significant de- 
lay into the system. Inflation cannot re- 
spond quickly to a tightening of fiscal pol- 


icy because contracts, in effect, try to 


consumer prices 11,750 
% increase on previous year - 
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freeze inflation at its present rate. A 


given time some contracts will be ex 
ing, so anti-inflation policies do begin. 
work straight away. But the longer t 
contracting period, the greater the iner 
in the process. With hyperinflation, . 
contrast, the system for making contr 
in domestic currency breaks down alt 
gether. The contracting period, in effe 
shrinks to nothing. Under these circum 
stances, a severe tightening of policy ca 
have a sudden, large effect. | 
Witness Bolivia. It introduced its an 
inflation plan in September 1985. Pr 
had gone up by nearly 60% in the pr 
ous month. They were stabilised with 
week. In the following month prices a 
ally fell by 296. And note that Bolivia 
not use direct price controls. — =- 
One other factor makes hyperinflatic 
easier to beat than chronic inflatio 
When governments embark on a stabilis 
tion programme it is vital that their prom 
ises to cut public spending are believed. 
Otherwise, people will behave as though 
inflation were not going to fall, which be 
comes a self-fulfilling prophecy. High-bu 
stable inflation, though extremely dama, 
ing, is tolerable. This puts promises t 
reduce it in some doubt, especially if tho: 
policies are going to be painful. — 
Hyperinflation, on the other hand 
intolerable. At the limit, money ceasés 
mean anything and transactions are cot 
ducted in foreign currency, or by bar 
As the economy opts out of the dome 
monetary system the government ha: 
chance to start afresh. In the midst o 
real crisis (as opposed to the countl 
phoney crises that preceded it), the go 
ernment is more likely to be believed. If 
election and a change of government is i 
the offing at just the right time, so muc 
the better. Argentina has hyperinflati 
and an election on May 14th. 


*“Inflationary Rigidities and Orthodox Stabilisa 
Policies". By Miguel Kiguel and Nissan Liv 
World Bank Economic Review, Vol 2, No Ro ] 
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ssels have raised awareness about the im- 
rance of the Community’s market to the 
nited States. Its 12 member countries 
ent $75.9 billion last year on importing 
goods from America, or more than twice as 
uch as Japan ($37.7 billion). The sales of 
merican affiliates in the EEC are put at six 
es America’s direct exports there. 

Also putting Europe in the limelight is 
attention recently focused by American 
nomists on America’s record in pro- 
tivity growth (see chart). American busi- 
smen found it harder to talk dismissively 
ut Eurosclerosis when confronted with 
better productivity growth rates in the 
Os of competitors in Britain or Italy, Eu- 
e's super-achievers. 


TS troubles compounded by the 
A Lockerbie disaster, Pan Am, Ameri- 
ca's eighth-largest airline, wants to merge 
with Northwest, its fourth-largest. Pan 
Am has lost money in seven of the past 
eight years (piling up total losses 
of $1.8 billion) and has suffered 
a big decline in market share. 
The explosion of Flight 103 over 
Scotland last December killed 
259 passengers and crew. It also 
made Pan Am’s chronic woes 
much worse. IBM's controversial 
advice to its employees to fly non-Ameri- 
can airlines struck many other travellers 
as common sense and they have defected 
to Pan Am's foreign competitors in 
droves. As a result, Pan Am lost $151.1m 
in the first quarter of this year. 

- Who would want to merge with such 
a loser? Won't Northwest drop any take- 
over or merger offer from Pan Am 
straight into the circular file? The answer 
is no, for three main reasons. First, be- 
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In addition, the lapanese rush to invest 
in Europe has forced American business- 
men to look to their European laurels. Brit- 
ain, for instance, is now the host to 100 Japa- 
nese manufacturers, compared with only 
one (zipper-maker YKK) in 1972; that re- 
mains tiny compared with the American 
presence, but is growing fast. Watching a 
similar move into the EEC by big firms from 
Switzerland and Sweden, both EEC non- 
members, has prompted American firms to 
become more pan-European. 

Financial firms are in the forefront. 
They are thrilled that the European Com- 
mission is veering away from its old insis- 
tence on reciprocity (do as you are being 
done by) and back to national treatment 


| 
cause Northwest has been looking fora | 
"white squire” (sic) ever since it received | 
an unsolicited takeover bid in March | 
from an oil billionaire, Mr Marvin Davis. | 
Second, because there is serious money | 
behind Pan Am’s move. Those inter- | 
ested in backing an all-cash bid by Pan | 
Am include Prudential-Bache, Equitable | 
Life Assurance, Mr Morton Meyerson, | 
the former president of Elec- | 
tronic Data Systems, and three | 
Texan moneyweight champi- | 
ons: two Bass brothers (Sid and | 
Lee) and Mr Richard Rainwater. | 

Third, and most crucially, | 
Northwest will not reject a Pan | 
Am approach out of hand be- | 
cause Pan Am and Northwest would bea | 
good fit. Pan Am is primarily an interna- | 
tional carrier, with a pronounced Euro- | 
pean and Latin American bent. North- | 
west is primarily a domestic airline but 
has a strong presence in the Pacific. | 
Trustbusters at America's Justice De- | 
partment are poised to take a tougher 
line against airline mergers. But they will 
find it difficult to block this one if it gets. 
beyond the talking stage. 












y establish a free market in fin 
cial services, banking and insurance. 

Citicorp, America’s biggest bank, aims 
to establish a strong presence in all 12 mem- 
ber countries. To an extent, it is already the 
most “European” bank in Europe. It has 
bought distressed banks when the opportu- 
nity occurred, snapping up Banco de 
Levante in Spain, Banca Centro Sud in Italy 
and Banque Sud Belge in Belgium; and, in 
KKB, it owns a large West German consumer 
bank. American Express sees great opportu- 
nities too, at least in continental Europe 
where consumer financial services like 
charge cards and unit trusts are far less de- 
veloped than in America or Britain. 

Some of America's biggest companies, 
already experienced in serving a continen- 
talsize market at home, are better posi- 
tioned for 1992 than are their European. 
competitors: in cars, for example, Volks... 
wagen, Fiat, Peugeot and Renault are a 
strong in their national markets but nonc 
has the Europe-wide strength of General 
Motors or Ford; ditto in computers and of- 
fice machines, where mM, Digital Equip- | 
ment Corporation and Unisys are all Eu- 
rope-wide companies. T 

American Euro-giants want to secure 
fair treatment in tenders for public con- | 
tracts and to avoid being handicapped when 
the commission sets EEC-wide product and 
safety standards. America's high-tech com- 
panies are particularly keen to join EEC- 
backed research projects, but so far the com- 
mission has been deaf to their pleas. 
European competitors are opposed to IBM 
joining JESSI, a government-backed Euro- 
pean research project on semiconductors. 
They note that they are excluded from 
Sematech, America's government-backed 
semiconductor-research consortium. | 

For medium-sized American companies 
with sales of $100m-200m a year, 1992 hol^* 
fewer attractions and not a few dange 
Such firms fret over whether they should 
continue exporting from the United States 
to Europe or set up operations in the EEC, 
about whether they will lose market share in 
the EEC to Japanese competitors, and about 
whether the advantage of a broader home 
base will eventually make rejuvenated Euro- 
pean firms more competitive in the Ameri- 
can market. ; 

A Pennsylvania firm that specialises in 
floor coverings and. insulating materials 
notes that a divided European market 
means it can charge far more for its wares in 
West Germany than in France. It worries 
about what might happen if its West Ger- 
man customers can easily buy more cheaply 
in France. For obvious reasons the firm pre- 
fers to remain anonymous, but its worry is 
shared by many in corporate America’s sec- 
ond. division—and in Europe's. Price 
discrimination is profitable for them, too. 


an- 
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indonesia and Japan 


Donors’ kebab 


S PROPER Javanese and Japanese gen- 
tlemen, both Indonesia’s president Mr 
Raden Suharto and Japan’s embattled prime 
minister Mr Noboru Takeshita smile a lot, 
use indirect speech and avoid direct conflict. 
But the usual polite smiles were more than 
usually strained when Mr Takeshita visited 
Indonesia this month. He brought with him 
an aid package of $2 billion in soft loans and 
$110m in grants and technical assistance. 
Despite such apparent largesse, Mr 
Takeshita disappointed his host—who was 
expecting larger grants and a lower interest 
rate on the soft loans—and so aggravated al- 
ready growing tensions between the two 
Asian nations. 
The Japanese might be forgiven for 
` inking the Indonesians a trifle ungrateful. 
st year Japan helped Indonesia out of a 
tight spot. Low oil prices had clobbered In- 
donesia's export earnings, unemployment 
was rising fast, and repayments on Indone- 
sia's $50 billion foreign debt were soaking 
up 40% of government revenues. A finan- 
cial squeeze threatened to choke off the 
country's promising economic reforms and 
its laudable effort to diversify into non-oil 
exports. 

Japan stepped in with an ample and 
well-timed aid package of $2.3 billion of soft 
loans and $100m in grants, lowering the in- 
terest rate on the loans to 2.7% from 3% in 
previous years. But Japan's support was not, 
and never has been, entirely disinterested. 
The Japanese have invested heavily in the 
country, with some $545m of direct invest- 





ment in 1987 alone. Indonesia is Japan’s 
main supplier of liquefied natural gas and a 
substantial supplier of oil. Last year Indone- 
sia ran a trade surplus with Japan of $6.4 bil- 
lion. About 30% of all commercial lending 
to Indonesia comes from Japan. 

These strong ties with Japan have been a 
bulwark of Indonesia’s economy, but they 
are also a source of resentment. After all, 
few enjoy being dependent on another's 
generosity. Late last year, a row blew up over 
Japan’s biggest investment in Indonesia, the 
joint-venture Asahan aluminium smelter in 
Sumatra, when the smelter’s Indonesian 
manager suddenly ordered that all ship- 
ments to Japan be stopped because he 
claimed that Indonesia was not getting its 
fair share of the smelter’s output. The move 
inflamed Japan's deep-seated fears of supply 
disruptions to its raw material imports and 
Japanese investors reacted angrily. The 
quarrel was patched up in December, but 
hard feelings remain. 

Yet despite recent frictions both Indo- 
nesia and Japan need each other and neither 
wants their relationship to go sour. Accord- 
ing to Japan’s Ministry of International 
Trade and Industry, Japan’s direct invest- 
ments in Indonesia were a healthy $304m in 
the first half of 1988. Indonesia's ability to 
attract other investors could also cool tem- 
pers. Investment from the rest of the world 
has climbed dramatically, bringing total new 
foreign direct investment to $4.4 billion 
from $1.5 billion in 1987. In addition, an aid 
donors’ conference scheduled for June will 
probably pledge about $4 billion in aid this 
year (including Japan's contribution). 
Thanks to its economic reforms, Indonesia 
remains a donors' darling. 








A short sword for Takeshita, from Suharto? 
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America-Japan trade 


MITI the 
magnanimous 


TOKYO 


APAN'S lame-duck government—due to 
resign shortly along with the prime minis- 
ter, Mr Noboru Takeshita, over the Re- 
cruit affair—is finding it difficult to respond 
to American accusations that Japanese bu- 
reaucrats have connived to keep the door 
bolted firmly against 54 American products 
and communications services, One result of 
the scandal in Tokyo is the unseemly row 
now brewing between Japan's own trade and 
telecommunications officials, as each group 
seeks to defend its prerogatives. 
The international trade and industry 
minister, Mr Hiroshi Mitsuzuka, wants MITI 


to have sole authority for getting Japan off 
the hit list announced by Mrs Carla Hills, 


America's trade representative. But that 
means doling out contracts and licences to 
American firms that the Ministry of Posts 
and Telecommunications (MPT) has already 
offered to friends at home. The posts and 
telecommunications minister, Mr Seiichi 
Kataoka, is determined not to reverse earlier 
decisions just to accommodate MITI. He may 
have to change his mind. 

Despite the confusion, a plan is slowly 
emerging in Tokyo about how to respond to 
the American threats of stiff trade sanc- 
tions. Ultimately Japan may lodge a formal 
protest to the General Agreement on Tariffs 
and Trade. More immediately it will proba- 
bly offer concessions in three "symbolic ar- 
eas" of trade friction— semiconductors, 
supercomputers and mobile telephones. 

MITI is stepping up informal efforts to 
persuade Japan's big chip users—especially 
firms in the motor industry without their 


own in-house chip plants—to buy inte- 
grated circuits from American suppliers. — 


Additional funds are also being found to 
help Japan's universities and government 
agencies acquire more multi-million dollar 
supercomputers from the United States. 


That still leaves the hardest nut to 


crack—telecommunications. American 
pressure is intense. The loudest complaints 
come from Motorola, which claims it is be- 


s > |: 
ing excluded from the lucrative Tokyo and 


Nagoya markets for cellular telephones, 


which account for an estimated two out of 


three of Japan's 230,000 mobile phone 
subscribers. 
Nippon Motorola, the American firm's 


local subsidiary, is already reckoned to have — 


a 20% share of the mobile-phone equipment 


market. But the business is only just starting 


to take off. Japanese electronic giants, in- 
cluding NEC and Matsushita, are eager to en- 
ter the fray. When they do, they will have a 
natural advantage over any foreign firm. To 
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irket their products Lande 


e winner of a network franchise with ac- 
ess to broadcast frequencies because most 
uipment is sold by network operators, not 
gh-street shops. 

Until recently the partly government- 
ed Nippon Telegraph and Telephone 
P) had been the sole supplier of cellular- 
ne services in Japan. In January 1987 the 
istry split Japan into two regions, allow- 
g NTT to keep its franchise in both, while 
E ring a licence to one independent sup. 
ier for each of the two regions. 

No prizes for guessing which firm got 
lum Tokyo-Nagoya region: the one us- 
apanese equipment, Japan Mobile 
nications, which started offering its 
“phone service last December. Daini 
len, the operator offering Motorola's 
is planning to launch a cellular phone 
ie in the Osaka area in mid-July, priced 
lower than the rival NTT service. 
Motorola has been complaining that it 
miss out on $2 billion of mobile-com- 


Quibble, quibble 


Y AWYERS in Hongkong are an afflu- 
as ent breed. They live in expensive 
ats; wear genuine "designer" watches 
esser mortals in the colony wear fakes); 
1 drive luxury cars. Might all this be 
inged by a little competition? 

. Probably not—but lawyers are unwill- 
ip to take the risk. The Hongkong gov- 
"ment recently released a “consulta- 
ve document” proposing that foreign 
iw firms be allowed to set up in Hong- 
ong and hire local lawyers. Pari passu, 
lawyers might say, local firms could 
ire foreigners. According to the govern- 
it, this will "strengthen Hongkong's 
tion as a major international, finan- 
land commercial centre”. 
Hongkong’s Law Society objects. It 
es that foreign lawyers—anyone not 
alified in Hongkong or Britain—will 
e tempted to advise on Hongkong law 
espite being ignorant of it. The society 
also claims that prices will rise because 
foreign firms will offer big salaries to at- 
tract local lawyers and then pass the cost 
on to the consumer. This will make it 
ard to recruit more Chinese lawyers to 
overnment service before the colony's 
ransfer to China in 1997. 

The government replies by noting 
hat, since 1971, foreign law firms have 
been allowed to operate in Hongkong to 
idvise on foreign law. There are now 25 
uch firms and 130 foreign lawyers. True, 
he new rules would allow them to hire 
ocal lawyers. to advise on n Hongkong 


e Motorola need to ally themselves with 





munications business over the next -decade 


if it is barred from Tokyo and Nagoya. Mr 
Richard Younts, president of Nippon 
Motorola, has been lobbying for a spare five 
megahertz slice of the 800 megahertz band 
used in the congested Tokyo-Nagoya region 
by cellular telephones. Give it them, mutters 
mitt. Shan’t and can’t, replies the telecom- 
munications ministry, whose officials have 
urged Motorola to come back in two years’ 
time when today’s analog cellular-phone sys- 
tems have been replaced by more efficient 
digital ones. 

Such arguments cut no ice in Washing- 
ton. Motorolas chairman, Mr Robert 
Galvin, who has clout in the White House, 
has been campaigning vigorously to per- 
suade the Japanese government to give 
American communications-equipment sup- 
pliers the same treatment that Japanese 
firms enjoy in America's open market. The 
buzz around Tokyo is that by May 27th— 
with or without a government—MITI. will 
have assembled vet one more package of 
market-opening measures to head off Amer- 





law—but under the disciplinary powers 
of the Law Society. Strict rules on the 
number of local partners needed to prac- 
tise locally would stop foreign firms hid- 
ing behind local figureheads. 

With luck the government believes all 
this can be made law by the autumn. If so 
it will be a victory not just for compe- 
tition but also for three vears of lobbying 
by American law firms, such as Coudert 
Brothers, which are operating in Hong- 
kong but cannot advise on Hongkong 
law. The victory, however, may be Pyr- 
rhic: soaring office rents in the colony 
are beginning to drive away the interna- 
tional business the government's propos 
als are meant to attract. 














ican reprisals. against a long list of Japanese 
exports. Veteran observers of Japan’ s bu- 
reaucrats predict that, with MtTI's strong en- 
couragement, the telecommunications min- 
istry will magically find some spare channels 
for Motorola. 





Short Brothers 


Propellers or jets? 


OOMING sales of civil aircraft has 

made aerospace the flavour of th 
month for companies looking for an excit- 
ing diversification. When state-owned Short 
Brothers, a competent but loss-making 
Northern lreland aerospace concern, was 
put up for sale by the British government, 
21 companies considered buying it. But after 
a closer look at this risky business, most of 
those interested sobered up. Only two firm 
bids have been made, both from companies 
already in the aircraft business. | 

One offer is from Holland's Fokker, in 
partnership with a British electronics giant, 
GEC. The other is from Bombardier, a Cana- 
dian engineering group which manufactures 
mass-transit systems, ski-mobiles and: aero- 
planes. Ás negotiations near a conclusion, 
the Canadians are favourite. 

Fokker is interested in Shorts aads 


- because the Belfast company is a partner in - 


Fokker's 100-seat jet, supplying the. wings. 
Fokker could use Shorts to increase its own 
strained production capacity. But the Dut 
company is also negotiating with Lockhecu 
and Rockwell to start a second production 
line for the same jet in America. And with 
output of the jet now sold until 1995, even if 
Bombardier won control of Shorts it would 
be unlikely to sever the lucrative connection 
with Fokker. . i^ 

. The British government xeu like a 
new owner to provide as much work as pos- 
sible for Shorts, Northern lIreland's biggest 
manufacturing employer, and to pour in 
badly needed new investment to keep it 
competitive. The government has already 
taken over the company's £390m ($650m) 
of commercial debts as part of a capital re- 
construction and could even add further 
sweeteners. On May 10th Shorts an- 
nounced 700 job losses to reduce costs. Even 
then it will be difficult enerate Shorts. 
But Montreal-based B ie 
it can be done. 


In 1986. Bombardier. “tought ailing 



















In Singapore 
where else 
but the 
Shangri-La. 





[he peace and tranquility 
of a landscaped tropical 
garden. The elegance and 
grace of the East 
It could only be the 
Shangri-La Singapore. One 
of the world's leading hotels 
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Š Shangri-La hotel 
SINGAPORI 


A NHANCRIELA. INTERNATIONAL HOTI 





SHANGRI-LA HOTEL, 22 ORANGE GROVE ROAD, SINGAPORE, TEL: 737 3644. TLX: 21505 SHANGLA RS FAX: 733 7220/733 1029 
SHANGRI-LA INTERNATIONAL: BANGKOK (2) 236 7777 + HONG KONG (5) 810 7782 * KUALA LUMPUR (03) 230 6248 
SHANGRI-LA INTERNATIONAL HOTELS ond RESORTS: CHINA + FUI * HONG KONG * MALAYSIA + SINGAPORE * THAILAND 





For all the tax-free reasons in your life. 
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If living or working abroad, buying a tax-free Volvo is the convenient, 
trouble-free way to save money. And get one of the world’s great cars 
into the bargain. All the advantages are yours. 
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| To Volvo Tourist & Diplomat Sales. No 1 Y "p | 
| Customer Avenue S-405 08 Góteborg. ANE ADVANTAGES —€——À— II | 
Sweden. Telephone: «46 31 591300. Fax: OF Bu | TN Address "E Country of final use 
| +46 31535535. Please send me the "Y A 
Volvo Tax-Free Guide and more infor- Zip Code —___ 
| mation about OThe Volvo 200/700 Cin VOLVO 
series DThe Volvo 300 series OThe EUa 4 Tourist & Diplomat Sales 
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l'or 
businesses 


on the 
way up 





If you're in a growing business, you know 

that information plays a vital role in sustaining 
that growth. Information doesn't just keep you 
up to date, it helps you get ahead — to see new 


opportunities and manage from strength. That's 
what the AS/400"" is all about. 


The IBM A3/400 family of business computers 
is the essential tool for companies with strong 
upward momentum. It has growth built right 
into its design, allowing you to start small and 
add computing power easily as your business needs 
expand to new applications and additional 
workstations. From a couple of users to a couple 
of hundred users, you build logically, without 


re-writing your applications or re-training vour staff. 


That powerful growth idea is making the AS/400 
one of the most successful computer families in 
the industry. And it's an even better story today 
with the addition of new models and new 
capabilities. Larger companies can now grow 
even farther with the introduction of the new 
top-of-the-line B70. And smaller companies 
will find more expansion potential in our 
popular B10 and B20 models. Our product 
family keeps growing because businesses like 
yours keep growing. 


We’re in the results business 


ASCMO ew trademark of HM Corporation 
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ole extat 


Wa like to tell you 


the whole AS/400 story. 
To get a free brochure 
describing the entire 
family and how it can 
help your growing 


business, rip the strip 


and clip your business 


card. Send it to: 


IBM World Trade Asia Corporation 
Advernising/Promotion Centre 
Level 32, One Pacific Place 


88 Queensway, Hong Kong 
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All is not gold 
that glitters. 


As every tourist knows, gold is a metal 
that its possessors often want to sell at 
any cost, literally. And that the cautious 


S 


traveller wouldn't buy just anywhere 
And then there is real gold. Quality- 
controlled by authorized experts. Turned 
out by a small number of qualified refin 
eries. Argor-Heraeus SA, a subsidiary of 
UBS, is one. It not only employs several 
sworn-in assayers thoroughly familiar 
with Switzerland's rigorous precious 





Worldwide network of UBS 

Europe: Frankfurt, London, Luxembourg, Madrid, Monte Carlo, Moscow 

North America: New York, Chicago, Houston, Los Angeles, San Francisco 
Cayman Islands, Calgary, Montreal, Toronto. Latin America: México, Panama 
Bogotá, Caracas, São Paulo, Rio de Janeiro, Buenos Aires Middle East 

and India: Abu Dhabi, Bahrain, Beirut, Tehran, Bombay. Far East: Hong Kong 
Osaka, Tokyo, Singapore, Taipei. Australia: Sydney. Africa: Johannesburg 
Head Office: Union Bank of Switzerland, Bahnhofstrasse 45, CH-8021 Zurich 


AYRRema 





metal laws. It also pioneered highly effi 
cient production methods that give envi 
ronmental protection top priority as well 
If you want to trade in gold, Zurich is 
oneofthe world'sleading places to do so 
Or contact the experts: UBS, the largest 
Swiss bank with an international network, 
one of ot iy a few AAA banks worldwide 


UBS. The bank of experts. 













s Union Bank 
! of Switzerland 





Canadair from the Canadian government 
for C$120m. It has easily recovered that in- 
vestment. In the year to January 31 1989, 
half of Bombardier's sales of C$1.4 billion 
($1.1 billion) came from aerospace and more 
than C$40m of its net profit of C$69.6m. 
The company has delivered nearly 200 of its 
Challenger executive jet, which represents 
6096 of its aerospace business. And the com- 
pany recently won $1.6 billion of work from 
the European Airbus consortium. 

Whoever wins control of Shorts, one ca- 
sualty is likely to be the company's scheme 
to develop a new 50-seater jet airliner provi- 
sionally called the rix. Fokker has replaced 
its hugely successful Friendship turboprop 
with the Fokker 50. This too is a 50-seater, 
and, like others built by competitors, it is 
powered by propellers. Fokker reckons that 
because most 50-seaters are used on short re- 
gional and commuter routes of around 300 
miles, jet engines would save only minutes 

ut use a lot more fuel. 

Bombardier, in contrast, reckons there 
is a market for 50-seater jets. But it too 
would cancel Shorts’ Fx because it has plans 
for a cheaper 50-seater of its own called the 
Regional Jet. This will cost just C$275m to 
develop because it is based on a stretched 
version of the firm's Challenger jet. 

Bombardier reckons passengers do not 
like to sit in turboprops for much more than 
an hour, so a smoother, jet-powered small 
airliner could be used to develop new ser- 
vices over sparsely travelled routes up to 
1,700 miles. Mr Laurent Beaudoin, Bombar- 
dier's chairman, says that success will de- 
pend on being first to the market. By deriv- 
ing its new aircraft from an existing one, 
Bombardier says it can deliver the first Re- 
gional Jet in 1992 —1ong before the Shorts 
aircraft could have left the runway. 

Bombardier claims it already has orders 
for some 60 of its new aircraft. It expects 
eles to top 400. Shorts could be offered 

ork on the project as part of any purchase 
of the company. And with the FIX out of the 
way, Bombardier's jet would be less risky. 
Only one airline has said publicly that it is 
buying the jet: DLT, a regional airline partly 
owned by West Germany's Lufthansa, wants 
up to 12. But DLT is hedging its bets—it is 
also buying a number of Fokker 50s. 





French tourism 


A summer 
romance 


PARIS 


p tourist industry in France is trying 
to get back its place in the sun. The lead- 
ers are two of France's most enterprising 
travel firms: Club Méditerranée, which in- 
vented the sport-and-sun holiday package, 
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Eager for joint ventures 


and Nouvelles Frontiéres, a cut-price air- 
travel firm. The two are teaming up ahead of 
1992 to confront the giants of European 
travel, Britain's Thomson and West Germa- 
ny's TUI. In terms of customers, the com- 
bined force of Club Med and Nouvelles 
Frontiéres would be Europe's third largest 
holiday firm. On May 10th Club Med's 
shares reached a record high on speculation 
of another alliance: a share swap with Brit- 
ain's Trust House Forte hotels group. 

Club Med is putting FFr60m ($9.3m) 
into capital-short Nouvelles Frontiéres in re- 
turn for a 3496 stake in the firm. Each com- 
pany will have directors on the other's 
board. The two companies have also formed 
a new joint subsidiary, owned 50-50, to run 
their combined network of 70 ticket agen- 
cies and a chain of hotel-clubs contributed 
by Nouvelles Frontiéres. With a budget of 
FFr300m, the subsidiary plans to increase 
the number of agencies to 150 in two vears 
and to expand the hotel chain. A quarter of 
this budget will go on computers. 

Club Med's boss, Mr Gilbert Trigano, 
owes his success to guessing—and shap- 
ing—mass fashion in holiday-making. What 
started in 1950 with a camp of army-surplus 
tents in a Majorcan pine grove is now a 
FFr6.3 billion enterprise with over 100 holi- 
day villages in more than 25 countries. Last 
year Club Med had 1.7m customers and 
made FFr306m profit. Along the way, its 
matey style has changed. Use of “tu” is no 
longer required. Though the Club still 
stresses sport, it also offers hiking and sight- 
seeing packages. 

The head of Nouvelles Frontiéres, Mr 
Jacques Maillot, is another consumer hero. 
He is the French leader of the campaign 
against price-fixing by Europe's big and 
mainly stated-owned airlines. His company, 
which has no planes of its own, put the 
world within cheap reach of 1m customers 





last year. Yet with profit of only FFr1.5m on 
FFr3.2 billion turnover for the 12 months to 
September last year, Mr Maillot needed 
money to expand. 

What the two firms bring each other be- 
sides size is not entirely clear. They say they 
are looking for more reliable air carriers but 
do not want, for now, to buy their own fleet. — 
The eventual aim may be a link-up with Brit- 
ain's International Leisure Group, run by 
Mr Harry Goodman. Its subsidiary, Air Eu- 
rope, has 30 planes and is expanding. 

Messrs Trigano and Maillot typify a 
change in France's tourist industry, once 
dominated by hoteliers content to lure holi- 
daymakers with French food, wine and sa- 
voir vivre. Many French now want to see 
Bali or the Antarctic rather than Antibes, 
and foreigners are less besotted with France. 
By the 1980s Italy and Spain had overtaken 
France as tourist draws. In 1986 French re- 
ceipts from foreign tourists fell from FFr71.4 
billion to FFr67 billion. | 

Last year's receipts are put at a healthier | 
FFr80 billion. France is again ahead of Italy. 
in foreign tourists. Yet it is no longer com- | 
placent. The French industry realises it is in. 
a battle with British and German tour-oper- 
ators whose expertise lies in taking people | 
away from bad food or bad weather. Brit- — 
ain's Thomson had 5.2m customers last 
year, West Germany's TUI 2.8m. Firms this - 
big get 3096 better discounts on hotel book- 
ings than do smaller rivals. 

These countries are a long way ahead of 
the French in the use of travel agencies. - 
Some 7096 of British and 2596 of German 
holidaymakers book through an agent. Only 
196 do in France. The French are trying to 
catch up here too. Havas Tourisme and 
Wagons-Lits teamed up in March to create a 
travel agency big enough, they hope, to take 
on the northerners. 
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or, Mr Michel Camdessus,‘has said that 
institution is ready to release money to 
se countries that have undertaken 
per economic reforms even if they have 
‘to reach an agreement with a critical 
ss of their bank creditors. The World 
nk will probably follow suit. 

: Decisions on how and when to disburse 
me of the $3.6 billion the mF has agreed 
end Mexico will be taken either later this 
)onth or in early June. At about the same 
me the World Bank will take a similar deci- 
on on three adjustment loans totalling 
5 billion. Neither institution, however, 
be happy about preceding the bankers, 
o have already thrown out Mexico's re- 
t for interim financing. Some of the 
d's members fret that it would be taking 
great a risk. So there will be pressure on 
banks to reach an agreement—fast. 
Both multilateral institutions have been 
assing how they can help the debt-re- 
yn process along. In theory, some 30% 
:e $3.6 billion IMF loan to Mexico could 
sed to support debt-reduction schemes 
h as guarantees of interest payments on 
bonds) along with a similar percentage 
he World Bank's $1.5 billion financing. 
ractice, both institutions may have to be 
h more cautious. Countries like West 
rmany, Britain and Holland are con- 
ied that taxpayers’ money may be used 
hat some will see as a bail-out of the 
ks. And they worry that if World Bank 
ney is committed to dodgy debt-reduc- 





































































'EXICO is not the only Latin Amer- 
f Å. ican country trying to persuade its 
;xankers to take a hefty discount on the 
money they have lent. Bolivia is 
finalising the second stage of its buy-back 
of commercial-bank debt. This time it is 
combining the buy-back with a 
privatisation. 

- Bolivia's first buy-back came in 1987 
when 50 of its 131 bank creditors agreed 
to take discounts of 89% on their loans. 
They were happy to get something: Bo- 
-livia had stopped paying interest on its 
-$600m worth of commercial-bank debt 
^in 1984. After compounding the unpaid 
interest, the debt had risen to around 
$900m just before the buy-back, which 
got rid of $317m of it. Bolivia bought the 
loans from commerical banks with grants 
from Switzerland, Holland and Sweden 
as well as, bizarrely, cash from Brazil and 
Peru among others. 

- Having rescheduled its official debts 
through the Paris Club last year, and 
‘since it is still a net taker of funds from 
he World Bank and the Inter-American 








ut to change. The Fund’s managing di- 
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tion schemes, its AAA rating in the capital 
markets could take a battering. 

America's Internal Revenue Service 
(is) has thrown another obstacle in the 
path of the Brady plan. By limiting banks 
ability to set losses on foreign loans against 
their domestic profits, the iRs could deter 


them from taking part in debt-reduction. 


programmes. American bankers are hoping 
that Mr Brady will lobby hard for a reversal 
of the new rule, which could lose them as 
much as $20 billion in foreign tax credits. 
The Mexican loan negotiations will 
probably be concluded within the next 
month or so. Neither the Americans nor the 
Mexicans can afford to let them drag on. 
America is anxious to give Mr Salinas as 


i 
| 
| 

| | | 

Development Bank, Bolivia feels in a po- | 

sition to get rid of more of its bank debt. | 

Earlier this year it reopened its offer to 

buy out the banks at 11 cents in the dol- | 

lar. It claims to have got rid of another | 

20% of its debt. Among the banks to | 

take up the offer was Bank of America, | 

Bolivia's biggest creditor and the chair- | 

man of the steering committee on Boliv- | 

ian debt. | 
Bolivia has now come up with a new 
idea and (perhaps) a better price to clear | 
out the rest of its creditors. It hopes to | 
raise $15m by selling part of its state- | 
owned power utility to — Cobee | 

(Compania — Boliviana d'Energia | 

Electrica), the Canadian-controlled com- | 

pany that supplies La Paz with electricity. | 

The cash raised should be enough to | 
buy back around $120m of foreign debt. 

The Canadian firm will also help Bolivia | 

to export electricity (provided by natural 

gas) to Brazil. This deal gives Bolivia a | 
double boon: not only will it get the cash | 
to buy more of its debt but it also gets | 

foreign technology and management. l 








- much support as possible to ensure stability 


envisages some $28.5 


years. In a strai 
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in a country with which it shares a 2,000- 
mile border. And Mr Salinas wants to strike 
a bargain before the tripartite economic 
pact between his government, the unions 
and business expires at the end of July. 

The chances are that Mexico will not re- 
duce its debt by anywhere near the amount 







it would like. The resources committed to- 







the Brady plan are too modest to achieve its 
ambitious target of reducing debtors' inter- 
est payments by $7 billion a year. Mr Brady 


3.5 billion (including $4.5 
bilion from Japan) being committed to 
debt-service reduction over. the next three 
ht buy-back of debt in the 
secondary market at a price of, say, 40 cents 
on the dollar (near to Mexico's present 


level), this would reduce gross debt by $71 _ 
billion and net debt by $43 billion, giving an 
annual interest saving of only $4.3 billion at 


an interest rate of 10%. 
But Mr Brady's sums are not the on 


cause for scepticism. A minimum 30% re- 
duction in debt-service payments is needed 


just to compensate for the increase in dollar 
interest rates over the past 14 months. 


. Moreover, if the $28.5 b llion earmarked for 


debt reduction is spread over a large number 
of debtors and throughout the whole three- 
year period, the chances are that the 
amount of debt relief obtained by individual 
countries will be too small to do any good. 

Mr John Williamson of the Institute for 
International Economics in Washington 
suggests that a large chunk of the resources 
should instead be devoted to model debtors. 
By rewarding these countries, he argues, fi- 
nancial folk would encourage others to fol- 
low their example. Mexico, which has done 
more than most to put its economic house 
in order, would not complain. 





Bank capital 


End of an era 


TH the exception of Lloyds, which 
has not had a rights issue for 15 years, 
British banks have tended to use sharehold- 
ers (rather than retained profits) to provide 
the capital for expansion. Barclays, which 
has pestered its shareholders more than 
most, is showing signs that this demanding 
habit may at last be coming to an end. 
Barclays is issuing $200m of non-cumu- 
lative preference shares to, it hopes, Ameri- 
can individual investors. These securities 
are a hybrid between debt and equity, with a 
fixed dividend and lower voting rights than 
ordinary shares. Importantly for Barclays, 
they will count as “tier one" capital under 
the capital-adequacy rules of the Basle super- 
visors, due to come into force in 1992. By 
then, banks will have to have tier one capital 


(usually paid-up equity capital or reserves) 
































HE syndicated-loan market has trans- 
formed itself over the past five years. 


.. loans to countries such as Brazil and Mex- 
| ico. The international debt crisis that be- 
. gan in 1982 put an end to that. To make 
matters worse, some creditworthy sover- 
- [| eign borrowers such as Denmark, 
^| switched to cheaper floating-rate notes. 
Others moved into fixed-rate bonds, us- 
ing interest-rate swaps to convert them 
into funds costing less than LIBOR, the rate 
| at which banks lend to each other. Mean- 
while a new class of borrowers has turned 
to syndicated loans: companies. 
According to the OECD, over $127 bil- 
lion was raised in the syndicated-loan 
| market in 1988, 3996 more than in 1987. 
Less than $20 billion was for sovereign 
| borrowers. Corporate borrowers, espe- 
| cially those looking to finance takeovers 
or to refinance debt incurred in previous 
| acquisitions, have become avid fans of 
| syndicated loans. | 
: — Predators like syndicated loans be- 
| 
| 
| 
| 





cause they can be used to raise funds 
quickly and discreetly; bond issues need 
prospectuses. Lenders like acquisition-re- 
lated loans, because they carry better fees 
and spreads than other forms of lending. 
While the average spread on Eurodollar 
loans is around 0.5% over LIBOR, loans for 
leveraged buy-outs in America can bring 
as much as 3%. | | 
Business in this area has been brisk. 
The OECD estimates that syndicated loans 
associated with (mainly American) merg- 
ers exceeded $34.5 billion in 1988, over 
30% of all new borrowing on the interna- 
tional capital markets. The corresponding 
figures for 1987 were $8.3 billion and 12% 
respectively. This year figures will be even 
higher. The banks that underwrote the 
loans enabling Kohlberg Kravis Roberts 
to buy RIR Nabisco in late 1988 for $25 
billion—America’s biggest leveraged buy- 
~ out yet—have only just started to try to 
]. sell bits of their $14 billion loans to Euro- 
pean and Japanese banks. — 

British companies were big users of the 
` syndicated market last year, raising money 
for a shopping spree in America. Grand 

Metropolitan, a hotel and leisure group, 
borrowed $6 billion in order to buy a food 
and restaurant firm, Pillsbury. Beazer, a 
construction company, borrowed $2.3 bil- 
lion for its takeover of Koppers, an aggre- 
gates and chemicals firm. 

Increased demand for mezzanine fi- 
nance has given the syndicated-loan mar- 
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i Traditionally, banks made syndicated. 


Three years ago, the market for syndicated loans—those in which banks 
_ band together to lend—was dying. No longer 





ket added impetus. As a high-yielding 
loan with an overall return above that of a 
conventional bank loan and pure equity, 
mezzanine debt is attractive to investors. 


Already a common component of lever- 


aged deals in America, mezzanine finance 
is increasingly being used for management 
buy-outs and buy-ins in Britain. 

Two big British deals announced this 
year involve lots of mezzanine finance. 
The all-but-concluded buy-out of Magnet, 
a kitchen-maker and retailer, includes 
£190m ($340m) of mezzanine debt. And a 
£1.77 billion consortium bid for Gateway, 
à supermarket chain, has a £375m chunk. 
New investors such as Drexel Burnham 
Lambert's First Britannia Fund are lining 


up to take a stake in syndicated portions 
of mezzanine debt. | | 
While loans linked to mergers and ac- 
quisitions are increasingly in demand, the 
multiple-option facilities (Mors) that were 
popular with borrowers last year are no 


longer so hot. In a MOF, a syndicate of 


banks commits itself to lend (when re- 
quested) a standby line of credit at an 
agreed maximum spread over LIBOR. In re- 
turn, the banks receive a fee whether or 
not they actually lend. 

Companies like Mors because they 
usually come cheaper than conventional 
loans. When the company wants to bor- 
row, instead of drawing on the standby 
line it can invite banks to bid in a compet- 
itive tender, and so can drive margins 
down. But the Mors’ days are numbered. 
Most large companies that wanted them 
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has set up its own $6 billion facility. 


ica has slowed recently, bankers hope 





have already set them up, and lend: 
not in the mood to provide more of 
unprofitable assets. Banks worry th 
standby line will prove to be too cl 
when credit is tight. | 

Moreover, stiff competition has driv 
facility fees on Mots for top-quality be 
rowers down to between 0.05% ai 
0.062596. Margins have been squeez 
too; blue-chip companies like ict pay i 
terest at less than LIBOR, which is rough 
what wholesale money costs for a. la 
top-quality bank. Another disadva 
of MOFs is that they carry a 50% 
weighting under the Basle superv 
new guidelines for assessing the risk 
of a bank's assets. Those banks th 
tinue to set up MOFs usually do so b 
they think they can cover the loss 
more-profitable business with the s; 
borrower, p 

American and British banks still do 
nate the league table of loan arrang 
Japanese banks that threatened to fill 



















top slots only two years ago have slip 
in the rankings and only Sumitomo Ba 
continues to bid aggressively for 
Some borrowers are even arrangin 
own loans. Grand Metropolitan Fin 


Most market participants are 
tiously optimistic about the future o 
syndicated loan. Although the fu 
pace of leveraged buy-out deals in A 


lending will be replaced by loans to E 
pean companies eager to increase : 
size and chances of survival in the comi 
European single market. Higher 
project- and asset-finance deals also 4 
keep the loan arrangers busy. just. 
equipping the world's airline industry be 
tween now and 2000 could cost more thai 
$200 billion. b 
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er of banks’ capital can come in the 
of so-called "upper tier two" capital. 
s includes things such as property that 
een revalued but not yet turned into 
3 capital through a scrip issue. "Lower 
two capital is largely made up of long- 
debt. —— A 

rclays can include the preference 
as tier one capital for two reasons: 
lo not have to be rx and if 
ays fails to pay the annual (fixed) divi- 
m the shares of 111/596, the investors 
ot claim it back at a later date. Investors 
nlikely to lose sleep over that possibil- 
clays i is rated AAA by the world's two 
redit-rating agencies, a title no longer 











lays is issuing the preference shares 
t manage its capital better. Around 
of its £105 billion ($190 billion) of as- 
rein foreign currencies, mostly dollars. 

es trying to clear up the definitions of 
onstitutes bank capital, the supervi- 
ave also agreed that banks’ assets 
d have globally standard weightings 
kiness. Currency risk is one item 
now have to include. Since Barclays’ 


on-dollar-based banks, Midland and 
Irish, have also started to queue up to 
this new sort of capital. 

he bank is also planning to securitise 
ll as paper and thus get off its balance 
) a small slice of its £7 billion mortgage 
olio. At the moment, it has been 
it by a provision in this year's finance 
larclays had hoped to shift some assets 
s balance sheet and on to that of a 
losely-held company. The small com- 
would then have financed these assets 
ling bonds. The problem is that 
y-held companies cannot set their in- 
.payments off against tax. Once this 
ity has been sorted out, the bank may 
to do similar things with some of its 
billion of credit-card assets. 

British banks are beginning to realise 
heir balance sheets are dangerously out 
. Securitising assets and raising odd 




















ks are overcapitalised. Most are well 
id of the requirement that total capital 
at least 8% of risk-assets—a figure 
ear the Bank of England might raise. 

ich capital depresses a bank's return 
pital and makes the share price slug- 
nis in turn makes the smaller banks 
able to takeover. | 

Barclays' finance director, Mr Brian 
, is already musing about further ways 
iodernising his balance sheet. To start 
g back the bank's shares in two or 
yeats' time would do wonders for the 


price. First, however, the bank must 




















o at least 496 of their assets. À further 


by. any American bank-holding - 


e capital is in sterling, a rise in the. 
of the dollar could cramp it. Two 


15 of capital should help to modernise _ 
Far from being undercapitalised, the 





get rid. Shiner am its ; third-world loans. 


the end of 1988 the unreserved part of the | 


bank's developing-country loans stood at 
£1.5 billion, or 1896 of its capital compared 
with over 50% two years earlier. Mr Pearse’s. 


intention is to halve 1988's figure again. 
Once that is done, wait for the bank’s share 


to rise as the market starts to sense a buy- 
back, perhaps paid for with dollar-denomi- 
nated non-cumulative preference shares. 





Currencies 


Mysterious dollar 


TE dollar continues to defy economic 
logic. It has gained 9% against both the 
yen and the D-mark since the beginning of 
this year, and on May 9th almost touched a 
two-year high of DM1.92—22% up from its 
low at the end of 1987. 

Central banks, which had been inter- 
vening fairly heavily in the week before, sud- 
denly seemed to step aside as the dollar 
breached DM1.90—previously seen as the 
upper limit under the Louvre accord of Feb- 
ruary 1987. The markets are now confused 
whether the Group of Seven has raised its 
trading range for the dollar, or whether the 
central banks are simply trying to keep them. 
guessing before pouncing again. The 
Bundesbank, for one, may be losing faith in 
the power of intervention. Its foreign-cur- 
rency reserves have already fallen by 30% 
since the end of 1987. 

On the face of it, investors should surely 
be selling, not buying dollars. The improve- 
ment in America’s trade deficit has stalled 
this year, interest-rate differentials have 
moved against the dollar in the past two 
months, while the news on May 5th of a 
smaller-than-expected increase in employ- 






































int suggests that / merica's economy is at 


] last. slowing. and. that the. next move in 


American interest rates is more likely to be 
down than up. But while the American 
economy may be losing steam, inflationary. 
pressures remain strong. The 12-month rate 
of increase in hourly earnings rose to 3.9% 
in April, while the wage settlement at Beth- 
lehem Steel—worth about 8% this year—fu- 

elled further fears. The Federal Reserve is 
likely to keep a tight grip on monetary policy 
for some time to come. | 

Meanwhile, monetary policy remains 

relatively loose in West Germany and Japan. 
Japanese short-term interest rates are no 
higher than they were in mid-1988. And the 
interest-rate premium on dollar assets still 
remains attractive to investors. In the six 
months to the end of April, American gov- 
ernment bonds outperformed all the other 
main markets. 


No longer hedging 
A second factor behind the dollar's 
strength, according to Nomura's economists 
in London, is the recent reluctance of Japa- 
nese investors to hedge their dollar expo- 
sure. After big currency losses in the three 
years to 1987, institutional investors hedged 
many of their dollar investments last year. 
Embarrassingly, the dollar rose. So this year 
they have reduced their hedging, helping to 
support the dollar, 

But has the dollar risen merely to fall 
later? Believers in purchasing-power parity 
(PPP) contend that it had previously fallen 
below its long-term equilibrium and so its 
rally i is unsurprising. They argue that Ameri- 
ca's current-account deficit simply reflects a 
shortage of domestic savings as a result of 
heavy government borrowing. The budget 
deficit must therefore be cut; but a cheaper 
dollar is not necessary to reduce the trade 
deficit. 

Most economists, however, believe that 
the PPP is only an equi librium in the very 
long run. Meanwhile, if America is to reduce 
its current-account deficit significantly, the 
dollar needs to fall by 10-2096 in trade- 
weighted terms to give industry a competi- 
tive edge. Even these economists admit, 
however, that by itself a lower dollar would 
do little to cut the trade deficit. Without a 
cut in the budget deficit, it would simply 
push up inflation. 

If America’s current-account deficit is to 
be reduced smoothly, the dollar needs to fall 
most against the currencies of countries 
with the biggest external surpluses. Other- 
wise countries which already have current- 
account deficits will face a disproportion- 
ately large share of the burden of adjustment 
as America’s deficit falls. Their deficits will 
swell while Japan’s and West Germany’s sur- 
pluses remain large. a 

The snag is that since Decitilier 1987 1 
the dollar has risen most against the « curren- 
cies of countries with extermal surp y | 








The Royal Bank 
of Scotland 
Clearing banking and financial services 


frome aver 850 branches throughout 
the LIK and weráeas 








Merchant backing, 
development capitat 
stackhroking and securities 


hire purchase, contract hire 
ang iravel. 











FINANCIAL HIGHLIGHTS 

Results for the half-year Half-year Haif-year Year to 
to 31 March 1989 io 31.3.89 to 31.3.88 30.9.88 
Profit before taxation £171.0m £137.3m £309.2m 
Profit wise. — 2... MN 
ordinary shareholders £1092m DRG 5m £192.5m 
= MM s 5m £20,594.2m £21,659.9m 





Leasing, factoring, instalment finance, 


CMDIRECTLINE) CAPITAL : 
(Ne INSURANCE) HOUSE CITIZENS FINANCIAL LORDU P INC 
Insurance underwriting investeent US ragionat bank holding company 
covering motor home Management based in Rhode Island : 


and credit insurance 












a Profits increased by 24.5% to £171.0m 
m Total assets increased by 23.0% to £25.4bn. 
a Dividend raised by 13.2% to 6.0p 


s Earnings per share increased by 23.2% to 37.2p 





A ct aa MIROR ME dede i STRESS eee R MAG HE T 


Dividend cover (times) 6.2 5.7 4.8 





Profit before taxation amounted to £171.0 
million and this highly satisfactory performance is 
reflected in a 13.2 per cent increase in the interim 
dividend to 6.0p. 

The Royal Bank of Scotland produced a 
strong performance with pre-tax profits up 24.3 per 
cent on last year, in spite of the reintroduction of 
a pension fund charge of £10.9 million. 

bii a: our merchant and invest- 
ment banking division, also performed very 
creditably owing to s corporate finance and 

development capital activity. 

The Group Insurance Company, Direct Line, 
"maintained its excellent progress; RoyScot Finance 

Group has progressed its consolidation programme 
while Capital House Investment Management traded 
profitably. Citizens Financial Group in the USA has 
done well in its first three months of trading as part 
of the Group. 


Extract trom the statement by the Chairman, Sir Michael Herries. 


We have continued the active develop- 
ment of our unique alliance with Banco Santander 
Group. Our corporate and institutional customers 
have already begun to enjoy benefits from this 
alliance through introductions to our colleagues in 
Banco Santander. We have aiso received several 


valuable referrals and our respective merchant 
banking arms have participated jointly in a 
number of large corporate finance and develop- 
ment capital transactions. Joint initiatives are 
being progressed on a number of other fronts 
and we are confident that the tangible benefits 
from the alliance will continue to increase 
steadily, | 

The first six months of the financial year 
has been a period of continuing growth for our 
Group in more difficult trading conditions, Our 
policy of diversification and business development 
leaves us well placed to maintain our position in 
the financial sector with a view to enhanced returns 
for our shareholders. 
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his financing has been arranged privately. 
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INNOVATIVE French bank, 
mpagnie Bancaire, is seeking to 
hat the market for franc-denomi- 
-Eurobonds is alive and well. It is 
< | the first French financial firm to take ad- 
-| vantage of the lifting of the last exchange 

| controls affecting French banks’ foreign 

operations. This month, it announced a 

~~ FFr700m ($110m) issue in the Euro- 

į market —— 

— Until January, when the French trea- 
sury lifted the exchange restriction, 
French banks could lend francs to non- 
residents only up to the limit of their 

[| Eurofranc deposits. That kept the mar- 
| ket small. Officials worried that allowing 

! French residents to buy franc Eurobonds 

might create a big market in offshore 
francs. Lifting this control has meant 
that the spread between the price of do- 
mestic francs and Eurofrancs has now all 
but disappeared. 

Compagnie Bancaire is one of Eu- 
rope's leading non-deposit-taking credit 
companies. Though created and 4896 

owned by Paribas, its management is in- 
dependent. It is already well set for 1992 
with successful operations in most of the 
main European countries. It reported a 
. net profit of FFr1.5 billion in 1988. The 
group has four main activities: con- 
sumer, housing and business lending, 
and life insurance. These are carried out 
by subsidiaries which in turn have a lot 
of independence. Getting funds mostly 
by borrowing on the money markets, 
Compagnie Bancaire is ever on the look- 
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“he 22% against the D-mark and 34% against 
. è Swiss franc. It has risen only 11% 
~ “against the pound, while it has fallen against 
the Canadian and Australian dollars—three 
countries with big external deficits. 





‘Aslan Development Bank 
Japanese sway 


BEIJING 


«> AAT THE annual meeting of the Asian 
AT X Development Bank (ADB) in Beijing on 
Aay 6th-7th the hot ve was whether to go 

along with a controversial Japanese proposal 


“to set up an Asian variant of the World 


~~ Bank's private-sector arm, the International 
- Finance Corporation. It would be called the 
Asian Finance/Investment ea on 
Fic), and the ADB would hold wh y a 30% 
take, with the balance taken mainly by Jap- 
‘private-sector banks and securities 






























































out for new sources of cash. 
. The issue, which was managed by 
Crédit Lyonnais, is for FFr700m of six- 
year Eurobonds with a coupon of Fo. 
The bonds yielded 8.7796, or 0.43 per- 
centage points above equivalent govern- 
ment bonds. The issue was swapped at 
once into sterling for Compagnie 
Bancaire's British subsidiary, UCB, which 
finances housebuilding. These pounds 
represent about 16% of Compagnie 
Bancaire's foreign-currency needs for 


1989, which it puts at FFr10 billion. 


houses. Mr Jiro Yamana, deputy president 
of Daiwa Securities, has been tipped as 
AFIC's prospective head. 

Despite support from many regional 
members, European and American dele- 
gates criticise the proposed AFIC as being 
structured heavily in the Jápanese interest. 
As the plan is debated in ¢oming months, 
the Japanese influence is likely to be diluted. 
But Japanese bankers and brokers, who 
were in Beijing in force, protest that Japan 
has first been pressed by the Americans to 
recycle its trade surpluses and then to make 
the ADB give more support to the private sec- 
tor. It is just sour grapes, they say, to com- 
plain when Japan does both—and out of 
date to expect Japan to do it in any way 
other than its own. 

They have a point. Though the Ameri- 
cans say they want Japan to take on an inter- 
national role that matches its growing eco- 
nomic power, they find it hard to accept 
that this is bound to dilute their own influ- 
ence. America and Japan are the ADB’s big- 





 sistant secretary, Mr Charles Dallara 






gest eee with 15% of th a 
each, and have been engaged in a í 
struggle for control of bank strategy, 

Mr Masao Fujioka, who will retire 
November after eight years as the. b 
president, has been a thorn in th 
cans’ side. He has argued that govi 
should play a leading role in Asia's d 
ment and that the bank should provid 
port through old- fashioned  bigzprc 
loans—a view popular with many.of 
bank's ron members (and Japanese i; 

















tor. Md all E whil e es s sway ov 
bank's money and management. has 
creased as Japan has sought to find w 
recycle its external surpluses. —^— ^ 
The man pencilled in to succi 
Fujioka is Mr Kimimasa Tarumizu, : 
former high-ranking official fro 
nance ministry (the job has always gi 
ministry man). He has a reputat 
smoothing ripples rather than . 
them. When he was at the Japanese em 
in Washington he developed frien 
with senior American officials. And 
Tarumizu is accustomed to smoothing 
tions between Japan and America. 
Guidelines for the 1990s are mean 
come from an American-prompted inde 
dent review of the ADB's operation - 
ducted by a panel headed by Mr Sal 
Okita, a former Japanese foreign mini: 
presented a report in January. To 
Fujioka’s delight the report said the 
should maintain its emphasis on lend 
governments, especially to alleviate p 
and to protect the environment. But 
acknowledged the need for more suppo 
the private sector in the region's more j 
perous countries. This does not se 
have been enough to placate the Americ 
Mr Nicholas Brady, who as treasury s 
tary is the ADB's American governor, 
notable absentee from the Beijing m: 
the American team was led instead by 
























what was taken as a mild snub. 


Kleinwort Benson 


That uncertain - 
feeling. 


HAREHOLDERS in Kleinwort Ber 
Britain's biggest merchant bank, € 
be forgiven for wondering whether a 
tion is now a laudable quality for investi 
bankers. Kleinwort's push ínto secu: 
trading—largely by beefing up the Lonc 


broker, Grieveson Grant, that it bough 
fore Big Bang in October 1986—succu ; 

















- hefty discount to Kleinwort's 


FIN 


i of last year. Over that half- 


- turn on its £810m of capital— 


- per share. Last week, the bank 


- minder of its poor showing 


Utg 


to the cut-throat British equi- 
ties market in the second half 


year, Kleinwort's securities 
business lost more than £45m 
($76.5m). So the whole bank 
made pre-tax profits in 1988 of 
just £17.7m—a paltry 2.1% re- 


against £51.6m a year earlier. 
As: a result, Kleinwort's 
share price, currently 293p, is 
running close to a four-year 
low. Unlike the share prices of 
rival British banks, such as 
Morgan Grenfell and S.G. 
Warburg, that represents à 


net asset value of around 365p 
had an uncomfortable re- 


when Standard & Poor's cut 


- the top-notch credit rating on 
its American commercial paper. Critics say 


that Kleinwort should now follow the exam- 


-— ple of Morgan Grenfell and cut and run 


from the equity and gilt-edged (British gov- 
ernment-bond) markets. 
That will not happen soon. Unlike Mr 


— John Craven, the head of Morgan Grenfell, 


Jonathan Agnew, who became Klein- 


— wort's chief executive at the beginning of 
— [989 after a year's grooming, is staking his 


reputation on the now unfashionable vision 
of an integrated investment bank. Mr Ag- 


= new is adamant that a securities side will, 


eventually, be essential for making money 


— by distributing the products generated by 


—— other bits of the bank—eg, new share issues 
for takeovers and debt issues from corporate 


restructurings. 


i — Selling overseas 
But Kleinwort Benson has been humbled by 


.- . s> 
— its forays into overseas securities markets. 


l — Last year it sold 25% of its Chicago primary- 


* - dealership in Treasury bonds (and all its 


-. debt) to Fuji Bank, for $39m, and will proba- 


bly sell the remainder as soon as the Federal 


— Reserve allows. This year, it shut down its 


loss-making business selling American equi- 


— - ties to British investors, and shrank its inter- 


national-bond operations by sacking 33 


_ staff. And unlike S.G. Warburg, Barclays de 


Zoete Wedd and James Capel, it does not 


|. want the cost of buying stockbroking firms 


on the European continent. 


Kleinwort's overseas operations are now 
largely those which showed promise even 
before the bank's drive into new markets 
three years ago. They include a Los Angeles 
swaps business which has thrived on the 
back of new dollar issues by, mainly, Mor- 
gan Stanley and Goldman Sachs; it now 


- — concentrates more on in-house tricks such 





as swap-arbitrage. And Kleinwort has a 
money-minting outfit in Tokyo which sup- 
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...and Agnew 


plies London with new con- 
vertible and warrant issues for 
Japanese companies, That 
business has probably been 
Kleinwort's most profitable 
one this year, and is the divi- 
dend for 20 years’ wooing of 
Japanese firms. 

Kleinwort Benson's suc- 
cess now rests on Mr Agnew's 
ability to turn London round. 
His sometimes-divisive prede- 
cessor, Mr Michael Hawkes, 
and the former chairman, Mr 
Bobby Henderson, presided 
over a near-threefold increase 
in staff, to 3,300, in just three 
years. As the bank's businesses 
grew, much well-connected 
dead wood rose to the manage- 
ment tier below Mr Hawkes. 
That frustrated younger and 
more go-go directors and fos- 
tered some squabbles between 
different fiefs within the bank. For instance, 
the international capital markets group 
complained that corporate finance, which 
was coming up with new structured deals, 
was treading on its patch. 

Mr Agnew and the chairman, Mr David 
Peake (who married into the Kleinwort 
founding family), have thinned some of that 
wood and streamlined the bank's manage- 
ment structure. Until last year, Kleinwort 
oddly had no central risk-control commit- 
tee, to monitor the whole group's risks, nor 
a head of group credit. And it was only at 
the start of this year that the head of equi- 
ties, Mr David Clementi, a former corpo- 
rate-finance whizzkid, joined the group 
board. His counterpart in debt securities, 
Mr Nelson Abanto, a former Goldman 
Sachs director who came last December, 
joined at the same time. 

After taking as much management time 
as money, Kleinwort says it now has its 650- 
strong securities operation on an even keel. 
In the past year, it has shed 200 staff, mostly 
in the back office. But Kleinwort has been 


expensively recruiting analysts and sales- 





men, mainly for its British equities business, 
which employs around 400. As a result, 
Kleinwort's reputation for research has 
leapt. If the firm's British equities business is 
to cover its annual £30m-plus of costs, it will 
need to see a commensurate rise in its cus- 
tomer share of British equities, currently 
around 596. That puts Kleinwort Benson be- 
hind first-leaguers like James Capel, War- 
burg Securities, Barclays de Zoete Wedd and 
uss Phillips & Drew, each with over 7%. 


Hungry for deals 


Meanwhile, long-standing relationships are 
counting for most of Kleinwort's revenues. 
Old-fashioned corporate finance, where 
Kleinwort has a bluechip reputation, 
earned the bank perhaps £12m last year— 
on hardly any capital. It also has the biggest 
banking book of any British merchant bank, 
with some £3 billion of loans outstanding. 
But some of those loans in North America 
and Australia turned sour last year, whic 
helped push Kleinwort's investment-ban.. 
ing revenues from £71m down to £46m. 
Yet unlike most American investment 
banks in the City, which no longer like to be 
seen as transaction-hungry outfits but now 
prefer to build longer-term relationships, 
Kleinwort is swimming the other way. lt 
wants to use its old contacts to generate 
more deals—eg, leading and syndicating le- 
veraged buy-outs and other corporate 
restructurings, such as the £93m buy-out 
last year for British Fuels. The men who 
built up such skills in Kleinwort's successful 
North American operations have now risen 
to the top of London's banking division. 
Since margins on straightforward lend- 
ing are now thin, such a strategy makes 
sense in Britain's budding market for buy- 
outs and the like. The one danger is that the 
new market might be nipped in the bud by a 
high interest-rate recession. If Kleinwort 
Benson’s bankers and corporate financiers 
can generate a wealth of deals for its secu 
ties traders to distribute, the debt and equity 
outfits will be granted a stay of execution. 
And Mr Agnew will be vindicated in his 
model of a modern major merchant bank. 





Bankruptcy funds 


Preying on the busted 


NEW YORK 


The true predators of Wall Street are hard-beaked specialists who have a 
nest-egg of more than $3 billion to buy bonds, debts and stocks of busted 
companies. The pickings are no longer easy, but they can still be rich 


OUGHLY 12,000 American companies 
filed for reorganisation under chapter 
11 of America’s bankruptcy laws in 1988. 
This year almost 20,000 are expected to do 
so. Among them, hope the specialists who 
invest in bankrupt businesses, will be some 


big failed leveraged buy-outs. Between 1984 
and 1988 American managers exchanged 
équity for more than $212 billion of debt to 
take public companies private. Says one cor- 
porate vulture: "Harvest time is coming." 


Many of his breed were hatched by the 
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Scimitar Guaranteed Fund Ltd is a new guaranteed 
investment product. The Fund combines the potential 
for significant capital growth by investment in the 
futures markets, with the security of a “money-back” 

guarantee provided by Standard Chartered Bank. 


@ Excellent prospects of capital growth - a potential 
return of over 25% per annum based on pro forma 
analysis of past performance*. 


è Managed investment in the high performance 
futures markets where profits can be made in both 
rising and falling markets. 


€ Four highly successful futures management 
companies have been computer selected to manage 
the trading portfolio. — 

è Cargill Investor Services Inc, the international 
futures broker, will act as clearing broker. 

e Minimum; investment of US$25,000. (US$10,000 


via the free nominee service). 


o Maturity, July 1996. (Early redemption facilities 
available). 


This advertisement does not constitute an offer of shares. Purchases of starsi in t Scimitar Guaranteed Fund Lid can only be made on the basis of the Prospectus (dated 10th May 1989 
-. *Past performance is no guarantee of the future. | 
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RETURN OF INITIAL CAPITAI AY 
STANDARD CHARTERED BANK | 


offei foni 10th Maj until tl 30th June 1989. "Monés j 
received before the closing date will accrue interest. 














Fora Copy ‘of the Prospectus and further information T 
please contact: 


Scimitar (Bermuda) Ltd. London Portfoli E 


Rosebank Centre, Services: 

PO Box HM1540 101 Neptune House, ^ 

14 Bermudiana Road, = Marina Bay, 

Hamilton HM08, Bermuda Gibraltar | 

Tel: (809) 2993882 Tel: (350) 79120. 

Fax No: (8 09) 295 6759 Fax No: (350) 78428 E 
Name: 





| Address: 





SCIMI 









Country: 





| Telephone: | 
| lt is essential to include your telephone number in 
case Prospectus needs to be couriered. 
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Je eatople — a Viren 


xe who bought 
dle from) bust railroads at the.turn of 
century. They still like to cultivate the 
tsider image—secretive, working from 
dy offices that look more like news- 
ms than money-making parlours. Until 
ntly, they viewed their investments as 
nother form of venture capitalism, and 
d it all their own way. Wall Streeters 
rned up their noses at making money 
m near-dead companies. No longer. 

[n America, as elsewhere, a company in 
rouble that has failed to do a deal with its 
sreditors can call in the liquidator. But in 
America. there is a halfway-house: a com- 
any that senses it may run into problems 
in file à bankruptcy petition with a court 
r chapter 11 of the bankruptcy law. 
gives it protection from creditors and, 
important, time to attempt to trade its 
yut of trouble. 





apter 11, the court gives it a fixed time 
ly four months) to draw up a 


Anette, 


ganisation plan. If the plan is accepted 
y the creditors and the judge, the company 
start afresh, sometimes under new man- 
agers appointed by the court. To protect 
heir rights, creditors form committees, typi- 
ally (in order of seniority) one for the se- 
ured lenders, one for the unsecured, one 
or the preference shareholders and one for 
he equity holders. That is the theory; in 
actice it is less orderly and the spoils less 
tably distributed. 

Each bankruptcy is different, but there 
broadly two ways that corporate vultures 
ce money out of them. The easiest is to 
-a chapter 11 company's debt, shares or 
claims. Quoted or unquoted, these 
sually be bought at a huge discount to 
value when the company files; as the 


ipany recovers, so too does the price of 





bonds in (and made ds 


Once a company is under the protection | 









debt and then forcing through a 
reorganisation plan that swaps the debt for 
equity in the new company. Once it is out of 
chapter 11, the investors continue to run 
the company or sell it. | 

The oldest hands at this game include 
bankruptcy boutiques that invest their own 
money but also run investment partner- 
ships. Among them are Whitman Heffernan 
& Rhein, Balfour Investors and a small team 
attached to Neuberger and Berman, a Wall 
Street broker. Firms that manage "recov- 
ery” money solely for outsiders include Op- 
penheimer, T. Rowe Price, and Mutual 
Shares (the only mutual fund to do so). 

Thanks partly to Wall Street’s indiffer- 
ence in the past, many of these firms boast 
of returns consistently greater than 35% a 
year. "Five years ago if a firm went into 


"s 


chapter 11, the typical fund manager just 
dumped the stock or the bonds", says one 
old hand. For example, when LTV, a steel 
company, filed for chapter 11 in 1986, the 
price of its first mortgage bonds fell to half 
their face value, even though they had the 
first claim on a plant worth many times that 
sum. Shares in A.H. Robins, a drugs firm, 
traded at $5.50 when it went into chapter 11 
in 1985; when it emerged, the price was 


$29.13: 


Wall Street has now taken notice. Mr 


Chriss Street at Seidler Amdeck, a specialist 
broker, guesses that five years ago bank- 
ruptcy partnerships and funds raised less 
than $100m a year; alongside them there 
was a $1 billion “pool” held by arbitragers, 
private investors, clients of a few retail bro- 
kers who specialise in bankrupt stocks and 
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the odd pension fund. In the past year the — 
partnerships have raised at least $300m and 
the pool has swollen to $3 billion. 

The supply of bankable bankruptcies 
has not grown as fast. Of the 20,000 firms 
expected to file for chapter 11 this year, 
many are too small or too peculiar to inter- 
est the vultures. A fair guess is that only 
around $2 billion-worth of interesting bank- 
rupt bonds and stocks are available. 

Most of the new money is flowing into 
bonds, which has substantially narrowed 
the discount available. The bonds of two big 
recent chapter 11 bankruptcies—Eastern 
Airlines and Allegheny International, a 
kitchenware and electricals company—are, 
for specialists, depressingly close to face 
value. The same LTV mortgage bonds that 
provided such a good meal for the vultures 
two years ago are now trading above par. 

Newcomers have made the market more 
efficient; more money has meant more li. 


 quidity, so the bankrupt buck is harder tc 


make. Recently a parcel of LTV corporate 
bonds with a face value of $20m was 
snapped up in ten minutes; five years ago it 
might have taken a month to: sell them. 
There is also a trend towards solving bank- 
ruptcies more quickly. Texaco's spell in 
chapter 11 lasted less than a year. 


Hunting elsewhere 
With so much money sloshing around, some 
specialists have turned to what they like to 
call the more intellectual end of the market: 
trying to dominate creditor committees and 
to run firms. Whitman, Heffernan & Rhein 
and Balfour Investors bought different types 
of debt in Public Service of New Hampshire, 
a bust public utility. Both of these specialists 
made money on the deal (perhaps $50m 
each). But nothing is guaranteed. Balfour In- 
vestors lost $10m because it bet on the 
wrong sort of bonds in a Texan oil-drilling 
company. 

If the vultures can see a fatter profi 
ahead, they are even prepared to become 
banker-managers. A group of investors 
wants to inject more money into Todd Ship- 
yards and then take over the firm. Balfour 
has had a hand since 1986 in running 
Publicker, a distiller that lost its kick. Most 
intriguingly of all, creditors of Fruehauf, a 
troubled trailer maker, formed a chapter 11- 
style committee and suggested a 
reorganisation plan—even though the com- 
pany has neither filed nor defaulted. They 
precipitated the sale of the rump of 
Fruehauf to Varity, a Canadian farm-equip- 
ment company. 

Such “intellectual” gains have kept the 
old vultures happy. In time they expect Wall 
Street to lose interest in their business. But 
with investment banks and brokerage 
houses struggling to make a dollar in any 
corner of any specialised market, they 
should not count on that happening soon. 
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EQ UILDINGS, like people, can be sickly. 
^ Discomfort, allergies and microbes 
_, Sem to thrive in some of them, their occu- 
pants forever suffering from minor ailments 
- such as lethargy, headaches, dry throats and 
stuffy noses. When this sickliness was first 
diagnosed in the early 1980s, many dis- 
missed it as hypochondria, grumbling, or 
rely the effect of work. Sick-building syn- 
umome, as it came to be known, is now 

. widely accepted. But its nature and cure are 
still in doubt. : 

, The worst building ailment, Legion- 

- naire's disease, is not counted as part of the 

. syndrome. Its cause, the Legionella bacte- 

. tium, is too specific. Sick-building syndrome 
_is not caused by an infection or by poisoning 

. from illegal levels of toxic substances. It is 
altogether more mysterious. 

.. . Americas Environmental Protection 
-Agency reckons that 20-35% of office work- 
ers suffer from poor air-quality at work, 
which is often associated with the syn- 
drome. A study by a British consultancy, 
Building Use Studies, found that 8096 
of workers suffer from at least one of 
the syndrome's ailments. The Danish 
Building Research Institute in Co- 
penhagen has reported similar find- 
ings. All agree that the symptoms of a 
"^k building's inhabitants are the 

., . eas those in all buildings; there 

"ate simply more cases in a sick one. 

As with most research founded 
on interviews, the figures are open to 
~ dispute. But as societies get more liti- 

_ gious, architects and engineers can- 

. not afford to ignore them. In 1987 a 
Californian man who collapsed while 
at work and suffered brain damage 
won $643,000 from his office's archi- 
tects and engineers in an out-of-court 
settlement. Fighting the syndrome 
can also be good business. ACVA At- 

. lantie, an air-conditioning firm in 

Fairfax, Virginia, thrives on main- 

“taining ventilation systems for com- 

. panies that want to reduce absentee- 

ism, increase productivity and protect 

~ their employees. 

^ What causes the problem? Ameri- 

ca's National Institute of Occupa- 

tional Safety and Health has investi- 

xd 529 sick buildings; in about a 
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half of them it puts the blame on inadequate 
ventilation. In a quarter of the rest, contami- 
nants from inside or outside the building 
were affecting their occupants. Microbes ac- 
counted for only 5% of sick buildings, and 
volatile substances and particles from fab- 
rics for about 4%. The rest were a mystery. 
Such simple diagnoses should be treated 
with caution: the institute has not checked 
whether its recommendations have cured 
any buildings. There are puzzles in all at- 
tempts to allot blame. Take, for instance, a 
study conducted by Mrs Sheena Wilson of 
Building Use Studies, Dr Alan Hedge of 
Cornell University in New York, Dr Peter 
Sherwood-Burge of Solihull Hospital near 
Birmingham and Dr Jon Harris-Bass, an en- 
gineer. The team interviewed 4,373 workers 
in 46 buildings in Britain and found that, in 
the nine buildings which workers rated the 
most healthy, there were windows that 
could be opened, while the nine sickest 
buildings all had sealed windows. Yet in an 
air-conditioned building—at least according 
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to Dr Sherwood-Burge—the air is often 
stale, as measured by carbon-dioxide le 
than in a naturally ventilated one. | 
The British study also found that people 
tend to blame their discomfort on the air's 
dryness. Yet measurements of humidity 
showed that a sicker building (and thus ; 
“drier”? one as far as its occupants are con- 
cerned) might be more humid than © 
healthy counterpart. Similarly, passive 
smokers say they suffer more from minor ail- 
ments at work than non-smokers who are 
out of smoke's way. But they also tend 
blame all their ills on smoking. If smi 
alone were to blame, those who live 
smokers, or drink in smoke-filled. b 
would also suffer from sick-building 
drome. Smoke is merely the most re 
identified cause of their suffering. 
Despite the caveats, the British 
Danish studies do reveal something: t 
the syndrome has a number of causes, E. 
alone is insufficient to explain sick-build 
syndrome. Together, over long periods, t: 








work their mischief. According to- 
Hedge, the typical guilty building. 
often—though by no means always— 
It was built in the 1970s. It has low ceil 
low-frequency strip lighting, and lots of 
(poor lighting often goes with heada 
has air vents in the ceiling, badly positi 
extractors (eg, near a garage) and plen 
people and synthetic materials 
it. More public-sector building 
to be sickly than private ones, the 
they are no worse than private 
when they occupy different floo 
the same building. | 
A sick building is also likel 
have open-plan offices stuffed - 
computers. More significantly, it 
cupants suffer because they have 
control over the temperature, hun 
ity, air flow and lighting of their 
roundings. Clerical staff fare wors 
than professionals, professional 
worse than managers. Át all grades 
women suffer more than men. 

































































Preventive architecture ; 
So much for diagnosis. What of thi 
cure? Tangled in a web of symptoms 
the best weapon is common: sense 
Older buildings (and public-sect 
ones) might be sick because they 
poorly maintained. Air-conditio; 
equipment is often inaccessible ai 
organisations misguided: some tr 
save money by running their venti 
tion at levels that are too low, —— 

The American Society of He 
ing, Refrigerating and Air 

















































































































litioning Éusinderk (ASE mie. which sets 
e building standards that guide state legis- 
ators, says that the flow of air through a 
ilding should be increased to 30 litres per 
econd per person (Isp) in smoking areas, 
5 Isp in conference rooms and ten Isp 
sewhere. The recommended limit used to 
be ten lsp in smoking areas and five Isp else- 
where. Eventually, ASHRAE wants to raise 
the standard in smoking areas to 50 Isp. The 
“society's counterparts in Western Europe 
are likely to follow ASHRAE's lead. 

- C Far easier than curing a sick building is 
to build it healthily. A conference on 
-healthy buildings in London last month 
_ heard how that might be done. One way is 
to remove the vapours given off by synthetic 
materials, such as formaldehyde, benzene 
nd toluene, before people move in. An ex- 
eriment by Dr John Girman of the State 
aboratory of California in Berkeley found 
yat baking a building for three and a half 
ays at 32-3842°C reduced the levels of or- 
anic chemicals in the air by 94%. (It is too 
atly to say whether this success can be re- 
eated.) Although the levels of these chemi- 
als are within normal safety limits, they 
ay still be harmful. Such limits are deter- 
ined by short-term exposure to a single 
hemical, not exposure to a cocktail of 
hemicals over months or years. 

Dr Hedge found that lighting pointed at 
ye ceiling reduces glare. Preliminary results 
uggest that it also increases productivity by 
6%. Dr Arnold Wilkins of Cambridge 
Iniversity finds that high-frequency lights 
hich flash on and off 32,000 times a sec- 
nd, rather than the 100 flashes a second of 
rdinary fluorescent lights, halve the fre- 
uency of headaches. 

< Air-conditioning manufacturers can im- 
ove their designs. As they do so, they are 
nding control back to the worker. Venti- 
ion housed in a ceiling tends to push pol- 
utants and dust—which naturally rise with 
iot air—back into a room. Floors in mod- 
rn buildings are often raised to allow cables 
© pass underneath; some ventilation sys- 
ems wisely use this space to carry air con- 
 ditioning too. For instance, with “task” air 
systems, built by Tate Access Floors, an 
"American firm, each person gets his own 
vent and can control the flow and direction 
of air emerging from a module in the floor. 

^- A more sophisticated device called a 
"personal environment module" will be 
launched by Johnson Controls of Milwau- 
kee in June. This takes worker-control to its 
“extreme. A computer and some other gad- 
- gets let each employee control not only the 
ir flow but also its direction and tempera- 
re. A panel heats the worker's legs and 








m mask his own and others’ prattle. All 
his is managed by the computer, which re- 








eet; he can adjust his own fluorescent and. 
ncandescent lights. And a pink-noise gen- 
erator (which produces unobjectionable 
sound at a wide range of frequencies) lets - 





 qpembers what its owners like. Wher 


body leaves his desk a motion sensor turns 
everything down to save energy. In trials of 
the system, workers and their managers said 
that comfort and productivity increased 
greatly when they felt they had some control 
over their surroundings. However, personal 
environment modules will cost about $1,000 
more per unit than conventional lighting 
and air conditioning. 

The most radical building-doctors rec- 
ommend a new approach to office construc- 
tion. They think E buildings should be 
designed for the people who work in them, 
not for developers or design awards. Win- 
dows should open-—safety, climate and at- 
mospheric pollution permitting. Offices 
should be spacious, well lit and well venti- 
lated. Two shining examples were cited at 
the London conference: the headquarters of 
an airline, Scandinavian Airlines System, 





^£old fusion 
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Both of these remarkable buildings are ar- o 
ranged like streets. NMB's is a series of ten 
towers with the street snaking between them _ 
at ground level. Meetings take place not in. 


boardrooms but cafes and restaurants. Both. 


give as much natural light as possible. Their 
plans and elevations avoid the rectangles 
and squares of ordinary office blocks. 

Such structures can cost far more than a 
conventional towerblock—though they can 
be cheaper than they look (the NMB build- 
ing, for instance, is made of prefabricated 
modules). Before managers and property de- 
velopers scoff at such fussy extravagance, 
they should consider one thing: employees 
say that minor ailments at work reduce their 
productivity by a fifth. That could cost their 
bosses far more than a fancy building. 
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Reports of my death 


OW for the backlash. Physicists have 
not taken kindly to the two chemists 
who claim to have tamed nuclear fusion. 
Last week a meeting of the American Physi- 
cal Society in Baltimore, Maryland, gave the 
physicists a platform from which to criticise 
that work, done in Utah by Dr Stanley Pons 
and Dr Martin Fleischmann. They seized 
the opportunity, taking issue with all the 
Utah pair's conjectures and observations. 
Despite thís, cold fusion is far from 
dead. The original work certainly looks 
worse now than it did before. But some still 
claim to have seen the same thing when re- 
peating the experiment. And the possibility 









of less dramatic forms of cold fusion remains 
halfway respectable, even among physicists. 

Dr Pons and Dr Fleischmann passed an 
electric current through heavy water, thus 
detaching atoms of deuterium—a heavy 
form of hydrogen. The current pulled deute- 
rium atoms into an electrode made of palla- 
dium. There they allegedly fused to form 
heavier atoms and give off heat. This heat - 
was the main evidence of fusion, but the 
Utah pair cited other things too. They saw 
neutrons—which should be given off in 
fusion—and gamma rays, which are pro- 
duced by the neutrons. They saw helium 
and tritium (another sort of hydrogen), 


which are both produced in fusion. 


None of this satisfied the Baltir 
meeting. The most thorough critique € 
from the California Institute of Technology 
(Caltech). Scientists there looked for fusion 
products, neutrons and gamma rays. They 
found only what they would expect from 
natural "background" effects. Others have 
pointed out that the neutron detector used 
in Utah was a poor one. A group from the 
Massachusetts Institute of Technology 


- found that the spectrum of gamma rays re- 
ported by Dr Pons and Dr Fleischmann 
-- does not match the spectrum that should be 
. given out by neutrons slowing down in wa- 


ter e is what they thought they saw). 
That leaves the heat. Two speakers at 


_ Baltimore pointed out that if the liquid in 
^ the fusion cell was not being mixed, some 


bits could be hotter than others. Measure 


the wrong bit and you find too much heat. 


The Caltech scientists reproduced this ef- 
fect by removing the stirring device from - 


. their cell. They got abnormal temperature | 


readings. 
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est fixture recisely determines the capabilities of integrated circuit chips with 
frequencies up to nine gigahertz. Developed by Hughes Aircraft Company, it provides clear electrical 
characterizations of gallium arsenide chips, which operate six times faster than chips madeof . 

- silicon. Accurate information about how these chips perform under a variety of conditions is requir 
-~ before a circuit can be designed. The new test fixture can be used to generate data showing | 
... component performance characteristics such as voltage, current, and frequency as functions of 
pO stress. 




















; vill a xenon ion i thrusters: in the five to ten kilowatt power range. An ear an 
ation of this technology is electrically- powered orbit transfer vehicles that could be used for 
-© possible U.S. Air Force and. Strategic D Defense Initiative applications. Future technology 
_ development will concentrate on the multi-kilowatt to one megawatt power range for potential 

be — applications. - 
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This week in Los Angeles the chemists 
attempted a comeback at a meeting of the 
Electrochemical Society. Dr Pons produced 
a video of a dye being added to one of the 
' fusion cells. The dye spread out evenly in a 
matter of seconds, implying that the liquid 
was being mixed pretty well. The two admit- 
ted to flaws in their report, but stand firmly 
by their heat measurements. 

They had some support. Dr Robert 
Huggins of Stanford University has run sim- 
ilar experiments using both heavy water and 
normal water. Normal water contains little 
deuterium, so it should not produce fusion. 
Dr Huggins gets heat from the heavy-water 
cell, but not from the other one. Critics 
point out that some electrochemical effects 
will differentiate between deuterium and hy- 
drogen because of their weights. Dr Huggins 
does not think that such effects can explain 
his surplus heat. He also thinks that many 
other teams have failed to find extra heat 
because their samples of palladium and 
heavy water are not pure enough. 

Other groups also provided evidence. 


— Some of the most intriguing came from 


three teams at Texas A&M University 
—a bastion of electrochemistry. They have 
- seen excess heat, but not enough to rule out 
- effects other than fusion. They have also 
- seen neutrons and—most significantly of 
all—they have seen relatively large amounts 
of tritium being produced. 

These are the sort of results that can en- 
thuse a hardened physicist who is moved 
only to scorn by the Utah work. One prob- 
lem with that work was the scarcity of neu- 
trons: so much heat, if given off by fusion, 
should have been accompanied by a lethal 
torrent of them. So the Utah group has to 
invoke unheard-of new sorts of neutron-free 


— fusion. But low levels of fusion, not enough 


- to produce heat but enough to produce neu- 
trons, have been reported by Dr Steven 
— Jones at Brigham Young University, also in 
— Utah. At first blush, the evidence from 
Texas seems compatible with his work. 

In a different experiment, physicists at 
Italy's Nuclear Energy and Alternative En- 
ergy Laboratory in Frascati, led by Dr 
Francesco Scaramuzzi, also detected neu- 
trons. Dr Scaramuzzi put shavings of tita- 
nium, a metal which, like palladium, can ab- 
sorb hydrogen, in a steel jar filled with 
deuterium gas. Then he cooled it down and 
put it under pressure. In three of his eight 
experiments, twice when adjusting pressure 
and once when adjusting temperature, he 
produced a lot of neutrons. It is a neat ex- 
periment, more attractive to physicists than 
messy electrochemistry. 

Apart from the Italian team's method, 
the number of neutrons also distinguishes 
its work. Dr Jones detected only a few times 
the background level of neutrons; the Ital- 
ians saw up to 150 times more, over longer 
periods. And the findings are not confined 
to one laboratory. A group in Genoa has de- 


94 


tected neutrons using the same method 
—though only briefly. 

Dr Scaramuzzi's experiment puts him in 
the physicists’ camp. Despite the chemists’ 
rearguard action, it is the physicists’ 
fusion—which produces neutrons and neg- 
ligible quantities of heat—that at present 
holds the high ground. Even that is thought 
absurd by many. But chemists’ fusion, the 
strange process which creates plentiful heat 
and too few neutrons for theories to ex- 
plain, seems more absurd still. 





Eating and hormones 


Diet like a pig 


OST slimmers want to have their cake 
and eat it; appetite leads to conflict- 
ing desires as well as a bulging waistline. The 
ideal treatment for overeating would be a 
way to switch off the desire to eat—which 
has been something of a holy grail for drug 
companies ever since the early 1970s, when 
it emerged that a hormone called cholecys- 
tokinin (CCK) played a role in limiting appe- 
tite naturally. Now a herd of fat pigs seems 
to be bringing the grail closer. 

America’s Department of Agriculture, 
and Codon, a biotechnology firm in San 
Francisco, have signed a three-year contract 
to develop a vaccine that would block CCK 
and so make pigs even more piggish. Prelimi- 
nary experiments at the department's re- 
search centre in Nebraska have shown that 
pigs injected with the vaccine ate an average 
of 22.5 pounds more feed and gained 11 
pounds more weight than a group of similar 
but unvaccinated pigs over a 77-day period 
(the usual time from weaning to 
slaughter). 

The vaccine is made by combin- 
ing a portion of the CCK molecule 
with another substance that the im- 
mune system recognises as foreign 
and so sends out antibodies to attack. 
These interfere with the natural CCK. 
The idea is not necessarily to produce 
fatter pigs, but to get them fat more 
quickly, so as to slaughter them 
sooner. The agriculture department 
now wants to confirm earlier studies 
of CCK and to prepare even more 
powerful variations of the vaccine. 

If pigs can be tricked into not 
knowing when they are full, can the 
same trick—or, more helpfully, the 
reverse—be played harmlessly on 
people? Several researchers think 
that, as a minimum, stimulating or 
blocking CCK in the digestive tract 
will be part of any effective solution 
to eating disorders. 

At the National Institute of Men- 
tal Health (NIMH) in Bethesda, Mary- 


land, researchers are investigating 


Two feeds and. four feeds 


CCK levels in patients suffering from bu- 
limia, a form of binge-eating, to determine 
how their levels of the hormone vary from 
those of normal people. In earlier tests at the 
University of California at San Francisco, 
researchers found that CCK in the upper 
small intestine was stimulated by eating. But 
they also found that after a meal bulimics 
had levels that were lower than normal. 

Researchers at the NiMH and at Duke 
University in Durham, North Carolina, are 
guardedly optimistic about the chances of 
increasing fat people's CCK levels in order to 
curb their appetites. So far, however, animal 
tests have succeeded in lowering appetites 
only for short periods. 

There are other problems. There is no 
easy way to administer any drug that stimu- 
lates the production of CCK. It cannot itself 
be given in pill-form, since it breaks down in 
the stomach after a few minutes. The alter- 
native is injection. In the long term it would 
probably also have unpleasant side-eff 
on the pancreas and possibly lead to ga 
stones. Such long-term problems are irrele- 
vant for livestock since their lives are pur- 
posely cut short in the slaughterhouse. 

[n the past two decades enough labora- 
toty work on CCK has been done in culture 
dishes and on rats and monkeys for re- 
searchers to think that the basic research on 
the hormone is complete, and that they can 
now concentrate on how it works together 
with other hormones. Dr Rodger Liddle of 
Duke University speculates that CCK may 
have a say in much more than human appe- 
tite, since it is found in abundance in the 
brain and may be linked to depression. If re- 
search on CCK does not help people stop eat- 
ing, perhaps it will help them to become less 
depressed about it. 
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loc ib. market intelligence viewed from a global perspective. 
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| i V 7] FT SWIFT on the Wang VS is better than 
Introducin S on SWIFT from an ordinary supplier because it 
, has been designed to meet the future needs 
the Wang 9. It S à of financial services and to accommodate 
the transition to SWIFT Il. 


| system VOU Can bank On. Together with Wang's other solutions that 


help simplify everything from branch banking to 





SWIFT on the Wang VS is good news for international transactions, SWIFT on the Wang 
members of international financial and bank- VS reflects Wang's commitment to the financial 
ing service institutions. Designed to facilitate community. 
integration of your VS financial applications What's more, it's from the company that 
with the SWIFT system, and distribute that . makes it work. Wang. 
information through the SWIFT network to For more information and a demonstration, 
locations around the world. call your local Wang subsidiary. 


SWIFT on the Wang VS is unique because it 
combines the information processing strengths 
of the Wang VS with a comprehensive new 
standard of branch processors for your inter- 
national offices. So now you can integrate your 
communications systems, data processing, 
and office automation with SWIF T. 
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BOOKS AND ARTS 


.7. 


oeeking still to place the blame 


UNE Mission IMPossiBLE? By Jean-Claude Favez. Lausanne: Editions Payot; 431 pages; 


SFr40 


FACING THE HOLOCAUST iN BUDAPEST. 
Institute/Martinus Nijhoff; 492 pages; SFr54 


Henri Dunant 


By Arieh Ben-Tov. 


THE KILLING OF SS OBERGRUPPENFUHRER REINHARD HEYDRICH. By Callum MacDonald. 
Macmillan; 240 pages; £14.95. Free Press; $22.95 


FT HIS newspaper seldom reviews books in 

French; but Jean-Claude Favez, a former 

or of the University of Geneva, covers a 
subject of such importance to humanity, as 
well as to diplomacy, that his should be an 
exception. The question he considers was 
what Swiss Red Cross officials could have 
done to try to prevent, or at least to miti- 
gate, the horrors of the Nazi concentration 
camps. He was allowed to see any of 
the files of the International Commit- 
tee of the Red Cross (icrc) that he 
asked for. As his title indicates, he 
doubts whether they could have done 
much more than the little they did. 

The ICRC is a purely private body, 
exclusively staffed by Swiss citizens; 
Switzerland has long pursued a policy 
of neutrality. To these two formida- 
ble obstacles to strong diplomatic ac- 
tion, Hitler added a third, soon after 
his Nazi party came to power. The 
German national committee of the 
Red Cross was gleichgeschaltet— 

Y over by devout Nazis. To every 
quiry that reached them from the 
ICRC at Geneva, the Nazi Red Cross 
officials in Berlin at first sent bland 
and anodyne replies; then lied, as 
they were trained to do; and in the 
end, in consonance with the doctrine 
of Nacht und Nebel (night and fog) 
in which all the doings of the con- 
centration camps were to be 
shrouded, sent no replies at all. 

The ICRC was also concerned that 
if it rubbed the Germans up the wrong way, 
it might imperil its traditional work for pris- 
oners of war and for refugees. Of the princi- 
pal belligerents, the Soviet Union had never 
signed the Geneva Convention, and prison- 
ers captured from its armies were allowed to 
die by the millions. The icrc did not want 
the same fate meted out to French, Ameri- 
can and Commonwealth prisoners of war. 
C. J. Burckhardt, who became president of 

.the ICRC in 1944, had met Heydrich, the ar- 
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chitect of the Final Solution, and taken his 
measure: he foresaw trouble, but felt his 
hands were tied. Reasonable men could not 
believe that a highly cultivated state would 
take to genocide. It did. 

Mr Ben-Tov's book complements Mr 
Favez's, from a different angle. He confines 
himself to the work of the ICRC in Hungary 
and, having lost many members of his own 





family in the Holocaust, he writes with feel- 
ing. He maintains that the ICRC acted with 
far too much reserve until far too late; but 
that in the end it helped to save the lives of a 
quarter of a million Jews. Similarly, in the 
agonising closing stages of the war in Ger- 
many, Mr Favez is able to record Red Cross 
activity that saved lives by tens of thou- 
sands. Millions were already dead. 

If responsibility for the camps can be 
laid at the feet of any one man, that man is 





Reinhard Hevdrich. Few violent deaths can 
have been better deserved than his, and few 
have had so severe a price exacted for them: 
several thousand executed, and two villages, 
Lidice and Lezaky, razed to the ground. The 
motives for killing Heydrich, the exact 
course of the plan to execute him, and how 
his killers were tracked down have now been 
unravelled in an excellent book by Callum 
MacDonald, a history don at Warwick 
University. 

The main motive for the attack was po- 
litical. The Czechoslovak government in ex- 
ile in London wanted to catch up with the 
Polish government in exile, which had been 
getting plenty of kudos for organising resis- 
tance activity from afar. Benes, the Czecho- 
slovak president, and Moravec, his intelli- 
gence chief, between them thought up the 
plan, and chose the men to carry it out: two 
strong young bachelors, Kubis and Gabcik, 
with not too many relatives on whom repri- 
sals might fall. The Special Operations Exec- 
utive trained and armed them, and the RAF 
carried them to work. 

From the moment they para- 
chuted in—during the night of De- 
cember 28 1941—practical troubles 
beset them, not all foreseen under 
training. Gabcik hurt a foot on land- 
ing and could hardly walk; they 
turned out to be many miles from 
their intended dropping zone; Nazi 
security was much fiercer than they 
had anticipated; their forged papers 
were no good. By luck and hardihood 
they survived. On May 27 1942, at 
last, Gabcik stepped out from a tram 
stop in front of Heydrich’s car when 
it slowed down at a hairpin bend in a 
Prague suburb, and levelled a Sten at 
it. The gun jammed. Heydrich drew a 
pistol, and was halfway out of his car 
when a bomb thrown by Kubis went 
off, wounding him in the stomach. 
He died on June 4th. 

The two young men bicycled 
away into hiding; were betrayed to 
the Germans by a so-called friend, for 
Im gold crowns; and killed them- 
selves at the end of a six-hour shoor- 
out with the ss. Hitler and Himmler insisted 
on a terrible revenge, which brought 
Czechoslovak resistance almost to a halt for 
the rest of the war. But Benes's standing 
among the exiled governments improved, 
and the world was so shocked at the fate of 
Lidice that he was able after the war to de- 
port 3m Sudeten Germans from Czechoslo- 
vak soil. Most of their farms are said still to 
lie fallow. 
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Discos AND Democracy. By Orville 
Schell. Pantheon; 384 pages; $19.95. Ran- 
a dom House; £11.95 
—  CHiNA's REGIONAL DEVELOPMENT. Edited 
—. by David Goodman. Routledge; 204 pages; 
—. £32.50 and $66.50 


Er 
B A es many books, said Mao Zedong, pet- 
H rify the mind; but when so much of the 

-old Maoist dogma has been dumped on the 

= rubbish heap of history, readers need all the 

— guidance they can get on the state of mind of 

_ the Chinese body politic. And although 

Orville Schell cannot say how many of the 

old ideas live on in modern China, it is a 
~ pleasure to join him on his passage through 

— the confusion. 

Mr Schell writes like the Tom Wolfe of 
_ Beijing, piling metaphor on metaphor to 
—. produce an entertaining blur. He notices 
that as the paint fades on Chinese walls, the 
— . old Maoist slogans re-emerge: a symbol of 
how quickly politics too can change. He de- 
scribes how each new discovery gets dragged 
into the continuing struggle to shape Chi- 
nese reforms, as people worry about 
whether golf, or bikinis, or body-building 

ever been analysed from a Marxist per- 

. spective. And “foxhole disco" (the name for 

rock 'n’ roll in the Chinese armed forces) 

somehow crops up in the details of why the 
general secretary of the Communist party 

was purged in 1987. 

Only a brief period of Chinese politics 
(parts of 1986 and 1987) is covered in this 
book, but it reveals a nation with several 
_ mid-range stops missing on its scale of politi- 
- cal debate. When political leaders talk of 
"socialism with Chinese characteristics”, it 
. is clear that even the Chinese do not know 
what they mean. To use another of Mr 
Schell's metaphors, China is like a hall of 
mirrors, where the thin become fat and for- 
. mer radicals, without much warning, be- 
— Come today's conservatives. 
= This impressionistic approach has its 
faults. Mr Schell puts too much emphasis on 
intellectuals; and despite the vastness of 
China, he ignores the regional differences 
that spring from reform. It is here that Da- 
vid Goodman’s book, although written in 
turgid prose, makes an invaluable contribu- 
tion, showing how much can be missed 
when China is treated as a single state. 
Much to the annoyance of the slower- 

. moving parts, some regions of China al 
. ready have average incomes approaching 

— the levels of booming Taiwan or South Ko- 
= rea. Shanghai's GNP per person is five times 
. the national average. Farther down the 

coast, Guangdong province accounts for 
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New structuralism 


some 2096 of all Chinese exports, as much as 
China's 18 central and western provinces 
combined. Among the 18, Heilongjiang 
province, on the Soviet border, is now en- 
joying a trade boom, as it does whenever re- 
lations cool with the West but improve with 
the Soviet Union. 

As they enter the 1990s, China and Eu- 
rope stand in sharp contrast. Europe, facing 
1992, seeks a larger unity; China needs to 
decentralise. As the reforms take hold, it be- 
comes a more deeply divided society. The re- 
sulting political confusion, to adapt another 
of Mr Schell's images, is a mixture of Confu- 
cian pragmatism, Stalinist ruthlessness and 
Hollywood biblical. Mr Mikhail Gorbachev 
should hold on to his hat. 





The Daniloff affair 


A pack of papers 


Two Lives, One Russi. By Nicholas 
Danilof. The Bodley Head; 307 pages; 
£12.50. Houghton Mifflin; $19.95 


N AUGUST 23 1986 the epi arrested 
Gennadi Zakharov, a Soviet physicist 
attached to the United Nations in New 
York. He was in the act of buying secret pa- 


-pers from an American contact. A week 


later the KGB arrested the bureau chief of 
US News & World Report, Nicholas 
Daniloff, in Moscow. He had just been given 
a packet of documents by a Soviet acquaint- 
ance. The documents, of course, were not 
quite those he had expected. 

It looked like a straight tit-for-tat, an im- 
pression strengthened, a few weeks later, 
when the two prisoners were exchanged. Mr 
Daniloff is vehement that it was not: he was 
a hostage, not a spy. His interesting book 


seems to prove it. 


~ 


^ [^ YE 





It was almost unheard of for the Rus- 
sians to arrest a western journalist, and un- 
precedented for them to charge him, as they 
did Mr Daniloff, with espionage (a crime 
which carries the death penalty). Even more 
disturbing was the timing—on both sides. 
In the summer of 1986 a summit was on the 
cards. It seems extraordinary that both the 
FBI and KGB should so carelessly have risked 
its cancellation. 

The most plausible theory, at the time, 
was that both agencies had acted off their 
own bat, without consulting their superiors. 
Mr Daniloff denies this. In particular he al- 
leges that the State Department had given 
the Justice Department the green light for 
Mr Zakharov’s arrest. But he can provide no 
convincing explanation of his own. 

The second "life" in Mr Daniloff s book 
is that of Alexander Frolov, a distant ances- 
tor who, as a junior officer in the Ukraine in 
the 1820s, had briefly flirted with the 
spirators who became known as the De .. 
brists. When their rising failed in 1825, he 
was arrested and sentenced to 20 years' hard 
labour in Siberia. He returned to European 
Russia only after the amnesty of 1856. Mr 
Daniloff sees a parallel between his own ex- 
perience and Frolov's; but it scarcely holds. 
In the two weeks he spent in the Lefortovo 
prison, Mr Daniloff had access to his family, 
excellent medical care and a media cam- 
paign in his favour. Frolov spent his 11 
months in the Peter and Paul fortress in soli- 
tary confinement. Nor do three weeks in the 
American embassy compound stand com- 
parison with Siberia. 

Both stories had a happy ending, but 
their political consequences were far differ- 
ent. The Daniloff affair (which Mr George 
Shultz had once compared, as an outrage, to 
the Soviet invasion of Afghanistan) was no 
more than a hiccough, and the Reykjavik 
summit followed. The Decembrist consnir- 
acy, on the other hand, polarised the 
sion between Russian society and the state 
that led to the fall of the dynasty in 1917. As 
it happened, although Mr Daniloff does not 
mention it, one of the three generals who 
finally persuaded Nicholas Il to abdicate, 
that February, was his grandfather. 





John Updike 


The loathly glass 


SELF-CONSCIOUSNESS. By John Updike. 
Andre Deutsch; 257 pages; £12.95. Alfred 
Knopf; $18.95 


N A period when books about novelists— 
Graham Greene, J. D. Salinger, 
Maugham, Steinbeck—threaten to become 
more popular than novels themselves, John 
Updike has trumped the biographers. The. 
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Interest Rates: 
How Much Higher? 


Why do Forbes, The Wall Street Journal, Business | 
 Weeb Money and Barron's quote financial 
- forecasts from Young's World Money Fore- 
"cast? The answer is Richard C. Young's "unique 

analytical approach" to forecasting and his 


Li * "T a 
uncanny accuracy. Now in its eleventh year, 


Young's World Money 
Forecast is one of the 
most widely read busi- 
ness and investment 
forecasting services. 


A three-issue introduc: | 
tion is yours for next to 
hing. You will receive Young's latest forecasts | 
interest rates, gold, currencies, the stock | 
market and the U.S. economy. Just send this ad 
| along with 1 and your name and address to: 


Young Research & Publishing, Inc. 
Federal Bldg., Thames St., 4 RI. 02840 
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h less a book and more a i 
i professional study essential | 
to political and strategic | 

| planners in all countries... 

an invaluable reference | 

for many years..." 

DEFENSE & FOREIGN 

AFFAIRS JOURNAL 


The most comprehensive analysis of the| 
subject ever to be made publicly available. 


Written by Tom Cutler, ex-Chairman of | 


NATO's petroleum planning committee, and | 
published by PETROLEUM ECONOMIST. 


The book covers the military demand for 
oil in all its aspects: the strategic signi- 
ficance of jet fuel ground, naval and 

-| aviation fuel specifications; an analysis of 
[the role of petroleum in war and the 
-| military markets for oil. 

4 FREE DESCRIPTIVE BROCHURE with 
:| full list of contents is available from the 
| publisher. Attach your business card or 
| letterhead to this advertisement and send it 
ofto PETROLEUM ECONOMIST, 25/31 
| ironmonger Row, London ECIV 3PN, 
E = or fax request to 01-253 1224. 





WHATS NEW! 


j Are. you professionally con- | | 


| | in print anywhere else in the | 


| sample 
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bankers and | 







mation, long before it appears 


world. 







Send now for a full set of | 
issues to: Latin | 
American Newsletters, De- 
partment 9A08, 61 Old 
Street, London EC1V 9HX. 
Telephone 01-251 0012; Fax 
01-253 819 


Call us for Books 
of American 


Publishers 
1-203-966-5470 


Worldwide 


1-203 966-4529 
1-800-255-2665 


Toll Free US. 

. Atcurrent exchange rates books of 
American publishers will probably 
cost you less. Call for information. 
BOOK CALL is your personal book- 

Store at the end of the phone. Our 








A 
| x, experienced booksellers will help you 


with all of your special needs. 


S? Charge to Amex, MasterCard, Visa 
or send Stateside check 
Ga We ship anywhere in the worid 
e Gift wrapping available 
e Mail orders welcomed 
NB € Corporate orders invited 
f € Open 24 HOURS every day 
Y 
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FREE monthly new title forecast m. 


available—the perfect way 


to keep up with the news 
| 
| 
| 
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about the latest u. S. books. 





« 59 Elm Street 
New Canaan ME 
CT, USA 06840 || 
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| Africa’s Adjustment 


| This report offers evidence that the economic prospects for 


|] recent trends are putin the longer perspective ofthepast 15 |] 
i 1 to 20 years—or when Sub-Saharan Africa is disaggregated 
| into important country groups—the crisis seems less 


- || cerned with what happens in | | 
| | Latin America? Obtain a com- 
|| plete political, economic and 
| | business panorama of the area | | 
from the single source used by | 
| | governments, 
| strategic planners. Then you 
| know you have the latest infor- 


| alarming and the road to recovery more obvious and 
| manageable. This report details three important signs of 


| | tbe problems that continue to plague the region. i 
[D ISBN 08213-11972 (English), ISBN 0-8213-1202-2. Pos 


| | in Africa 
| | Case Studies of Projects, Programs, 
| and Policies 


| | Thisreportcomprisesseven case studiesofdevelopmentin $ 


| ISBN 0-19-520784-X, £22.50 (hardcover only} 
Published for the World Bank by ~ 


| Clare Market, Portugal Street, London WC2A 2A8 


| | complete detalis below and return ad as order form. 













and Growth in the 1980s 


Sub-Saharan Africa are better than often supposed. When 


















growth and recovery since 1985 and also examines manyof po 









(French), £5.00 — 
Successful Development 











Africa, including: 
@ controlling rainfall runoff i in Burkina Faso 
(O4 conibating river blindness i in West Africa 
@ gravity-fed piped water systems in rural Malawi 
@ developing horticultural commodity exports in. 
Kenya 

Q creating an export processing zone in Mauritius - 

@ a balance of payments and structural adjustment 
program in Ghana 

@ macroeconomic management of commodity 
booms in Botswana 


ISBN 0-8213-1 163-8, £9.00 


Industrial Adjustment 


in Sub-Saharan Africa 
Edited by Gerald M. Meier and 
William F. Steel 


This book examines economic strategies, experiences, and. 
reforms in industrial adjustment. The authors focus on: 
policies that governments can control rather than on the. 
unfavourable international economic trends. The articles 
include excerpts from a wide range of studies, many from. 
previously unpublished World Bank reports. Included are 
case studies from Cote d'Ivoire, Ghana, Mauritius, 
Nigeria and Zambia. 


























































Oxford University Press 
Please mail to: THE ECONOMISTS’ BOOKSHOP 


Mark number of ae required beside each title above, 


Cost of books f 


Postage: (1 book £1.95 + 75p foreach — £ 
additional book) 


Registration (£1.40 if required) £ 

TOTAL £E 

C | enclose my cheque payable to The Economists’ 
Bookshop 

[3 Please send me a proforma invoice ; 

(J Please charge my Access/American Express/Visa card. | 


Card No: 
Expiry date: 
Name: 
Address: 
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US customers oniy send orders to World Bank Publications, PO 
Box 7247-8619, Philadelphia, PA 19170-8619, USA 
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Tunisia: Exploring Opportunities for 
International Business in the 1990s. 


[ames [nternational is proud to announce 
a Roundtable with Prime Minister Hédi 
Baccouche and the Government of Tunisia on 
this theme. 


The Roundtable — to be held May 30-June 1 at 
the Tunis Hilton — comes at a most opportune time 
for international companies assessing business 
opportunities in Tunisia. Political stability has 
allowed the government to concentrate its energies 
on economic and financial reforms in an all-out 
effort to attract foreign investment and to promote 
Tunisia as a viable base for manufacturing and 
exporting. 

The strategy is sound. Tunisia's proximity and 
access to the EC markets, the newly developed 
potential within the Maghreb Community, and 
export opportunities in the Middle East and Africa, 
are good reasons why international business and 
the Tunisian Government should meet to talk. 
What we hope will result is a better understanding 
of the investment climate and trade possibilities. 

For further details and registration kindly contact: 


. Susan Maybud Official Carner 
Business International SA m» 1o ht biped | 


12/14 Chemin Rieu, 
1208 Geneva, Switzerland 
Tel: (022) 47.53.55; 
Tix: 422669; 

Fax: 47.81.18 


Business 


Tunis aif 


International 


GLOBAL BUSINESS INFORMATION AND ADVICE 
A MEMBER OF THE ECONOMIST GROUP 
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author of "Couples", “Rabbit Redux", 
“The Witches of Eastwick” and nine other 
novels has now turned to himself, and takes 
the fashion for intimate revelations of a nov- 
elist's life just about as far as it can go. Oth- 
ers may invite readers in to see what goes on 
in the novelist's bedroom. Mr Updike in- 
vites them into his bathroom. 

One of the six chapters is about his 
"loathed hide", his psoriasis. This, he ex- 
plains, is a metabolic disorder that causes 
the epidermis, which normally replaces itself 
at a gradual, unnoticeable rate, to speed up 
the process markedly and produce excess 
skin cells. ("You are forced to the mirror, 
again and again...Shaving mirrors and 
rearview mirrors in automobiles are merci- 
less, whereas the smoky mirrors in airplane 
bathrooms are especially flattering and 
soothing. ’) 

Psoriasis is so unsightly that Mr 
Updike’s dread of being seen in a bathing 

: cased him to avoid swimming lessons 

t boy. He married young because once he 
found a comely girl who could live with his 
skin he could not risk losing her. The dis- 
ease ruled him out of the army and explains 
his hawkishness on military matters. He 
thinks that two fellow-authors, Norman 
Mailer and Philip Roth, both ex-soldiers, 
have “paid their dues” and so earned the 
right to be doves in a way he has not. 

He is just as confiding about his God, 
his narcissism, his stammer (the subject of 
another chapter) and his neurotic fears. 
This extraordinary unburdening could be 
an ordeal of the sort well known to guests at 
Californian parties, when, shortly after the 
introductions, a fellow “invitee” talks about 
his piles or his wife's sexual inadequacies. 





. Honest John 
THE ECONOMIST MAY 13 1989 


sc» = ee = A m 4 am» — JR "A — = 


Yet Mr Updike gets away with it, perhaps 
because he is such a fundamentally honest 
man in matters both small—and large. 
"What small faith 1 have", he writes, “has 


given me what artistic courage | have. My 


Turner's paintings 


theory was that God already aes every- 
thing and cannot be shocked. And only 
truth is useful. Only truth can be built upon. 
From a higher, inhuman point of view, only - 
truth, however harsh, is holy.” z 


Under the herring nets 


INCE Turner’s death, in 1851, the inter- 

pretation of the terms of his will has 
caused much dispute. The painter himself 
wanted a Turner Gallery for'the nation, 
with all his pictures in it. As it is, the new 
Clore Gallery at the Tate contains about 
100 of his landscapes and seascapes; but for 
some Turner fans, this is not good enough. 
Arguments have now been refuelled with 
the publication of "An Historical Account 
of the Will of JMW Turner" by Selby 
Whittingham, founder of the Turner Soci- 
ety and an obsessive scrutiniser of the testa- 
mentary small print. 

Turner had a lively interest in how 
paintings should be displayed, a concern 
shared by many of his contemporaries. Dur- 
ing his travels in Europe he visited modern 
art galleries, including that in Berlin in 
1834, and in England he paid great atten- 
tion to the Dulwich Picture Gallery, de- 
signed by Sir John Soane, which was to in- 
spire his own. From 1805 he had a gallery in 
his house in Harley Street where, for the du- 
ration of the Royal Academy exhibition 
(then held at Somerset House), he held an- 
nual shows of 15 or so of his recent works, 
mostly oil paintings, which were for sale. 

In 1810 he moved to an adjoining prop- 
erty where, in 1821, he made further alter- 
ations to his new gallery. Here he displayed 
what he considered to be his best oil paint- 
ings of before 1824, as well as some pic- 
tures—for example,"The Fighting Temer- 
aire"—swhich he had bought back in an 


attempt to amass a representative collection 


of his work. Unlike many artists, Turner ' 


thought it important that each painting 
should be seen in the context of his life's 
work. As he once remarked to Ruskin, 
“What is the use of them but all together?” 

Turner's gallery, 55 feet long, 19 feet 
wide and bare of furniture, was larger than 
those of most other artists or even some of 
the greatest collectors of the day. He went to 
great pains, as the Rev William Kingsley de- 
scribed, to get satisfactory lighting: 


| am glad to be able to say what was the colour 
of the walls of Turner's gallery & it was Indian 
red, neither pale nor dark. lt was the best 
lighted gallery | have ever seen & the effect got 
by the simplest means; a herring net was spread 
from end to end just above the walls & sheets 
of tissue paper spread on the net, the roof itself 
being like that of a greenhouse. By this the light 
was diffused close to the pictures. 


It is not only hanging and lighting that - 
bother Turner's modern curators, but 
groupings and themes. Turner intended 
that his paintings should be seen in the con- _ 
text of the earlier schools of European paint- — 
ing represented at the National Gallery. To 
this end, he stipulated that "Dido we 
Carthage" and "Sun rising through Va 
pour” were to hang between Claude’s gran- — 
diose “Seaport with the Embarkation of the 
Queen of Sheba” and “The Marriage of - 
Isaac and Rebecca". Modern curators prefer - 
to arrange galleries in national schools, al- 
though neither method is perfect. The - 
Clore arranges its Turners under themes, - 
mostly for the convenience of visitors enter- 
ing the gallery through doors at opposite - 
ends of it. | 

Any selection of paintings implies limi- 
tation, both by the people making it and by 
contemporary fashion. Only a certain num- | 
ber can be shown; the rest must be relegated 
to a reserve gallery. Even in the best of all — 
possible worlds, all the Turners could not be 
hung together in the Clore. They would — 
have to be rotated, as Turner himself proba- 
bly intended. And ironically, it is in the ree — 
serve galleries, with their unembellished de- _ 
sign and terracotta walls, that the paintings 
come alive in the way Turner would have 
wished them to. í 





Culture in Hongkong 


Or penal 
servitude? 


HONGKONG 


66T F ONLY we had snow we could turn it. 
into a ski-run.” So goes the popular 
verdict in Hongkong on the bizarre, cres- — 
cent-shaped building thrusting up on the — 
Kowloon waterfront ahead of the official 
opening in November. In fact, it is the colo- - 
ny's controversial new cultural complex— - 
or, perhaps, its $68m white elephant. For in. 
money-mad Hongkong, does anyone need | 
culture? | 
The cultural complex is the eboi J 
phase of an ambitious building programme — 
on the site of the old Kowloon railway sta- 
tion. The first phase was a distinctive, dome- — 
shaped space museum; the development will — 
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eventually embrace an art museum and for- 
mal gardens. As for the cultural centre, it 
— will boast a 2,100-seat concert hall, which 
will be the home for the Hongkong Philhar- 
monic Orchestra and will house a 93-stop, 
8,000-pipe Austrian organ, the largest in 
— South-East Asia; a 1,750-seat grand theatre 
(suitable for plays, dance, films and opera); 
— and a smaller studio theatre to accommo- 
. date between 300 and 500 people. 

Inside, everything about the centre will 
be the latest and best. The oval-shaped con- 
cert hall is finished in oak, with elaborate 
. acoustic "curtains" made of wood and sus- 
pended from the ceiling. The grand theatre 
is as bigas La Scala, with an orchestra pit for 
— ]10 musicians, and the studio offers adapt- 
able theatre-in-the-round. But this is less a 
palace than a prison of culture; the place has 
. mo windows. Why? So that audiences are 
.. not distracted by anything so mundane as a 
— glorious view of the harbour. Another ges- 
. ture, in its best puritan tradition, from 





















BRADOOCK 


ONY BUBA is a 45-year-old inde- 

pendent film producer who was 
| born, raised and still lives in Braddock, 
|| Pennsylvania. He has made 15 films since 
he started his career in the mid-1970s; all 
- except one are about Braddock. His 
| work has been favourably received at 
film festivals and has earned him a 
Guggenheim grant. But when it comes to 
choosing subjects, Mr Buba always turns 
to the once-thriving steel town, popula- 
tion 5,000 (formerly 20,000) that col- 
lapsed during the 1970s and where one 
person in three is unemployed. 

Mr Buba’s closeness to Braddock al- 
lows him to cast acquaintances as charac- 
ters. As these people tell their tales, they 
also tell the story of the town’s decline. 
Some of his films are straight documen- 
taries; others are more adventurous. His 
latest, "Lightning Over Braddock” re- 
counts the trials of a documentary film- 
maker trying to produce a fictional film 
about one of his former subjects. The 
film begins soberly enough, with a narra- 
tor telling the story of Braddock’s col- 
lapse. But a surreal sequence follows, 
shot at night, with one character from 
Mr Buba’s earlier films playing the accor- 
dion while another stands on a roof, 
singing. From that moment on, docu- 
mentary and fantasy run side by side. Mr 
Braddock likes that. “History [has] al- 
ways been a scholar that comes in and 
writes about it," he told the Pittsburgh 
Press. "And that’s what people think life 
was like. Since none of it is ever all true, I 
figure I might as well create my own." 





















A quintessence of rust 





plans to go to California. 






Hongkong’s Chinese-run Urban Council. 

That, perhaps, is an error of taste, but 
there are plenty in Hongkong who say that 
the cultural centre as a whole is an error of 
judgment. Some 4,350 seats must be filled 
every night: nearly 1.6m in a year. Yet there 
are only 5.5m people (officially) in the whole 
colony, most of whom care not a fig for 
“Hamlet” or the ballet. Purely Chinese pro- 
grammes would go down better: local audi- 
ences will flock in to see Peking Opera per- 
formances or to hear their favourite pop 
star, Anita Mui. With more events like 
these, the executive director, Mr Wayne 
Maddern (formerly deputy head of the Syd- 
ney Opera House), might come somewhere 
near his revenue target of $1.7m a year. Fail- 
ing Miss Mui every week, he might fall back 
on conventions and conferences. The Chi- 
nese restaurant in the complex can seat 600, 
and there at least you can enjoy a panoramic 
view of the harbour. 





And acid rain, too 


Another reason Mr Buba remains in 
Braddock is that he has become “a big 
fish in a little city." Indeed, his star has 
risen as Braddock's has declined. He has 
become a sort of "miniature USX"', mak- 
ing decisions about who works in the 
city. But he is no big-time producer; he 
drew on a variety of sources, including 
his own money, to assemble the $40,000 
to make “Lightning”. 

Mr Buba says there are still plenty of 
Braddock stories to tell. His next project 
is a flm on the closing of local ethnic 
churches. And, unlike the autobiograph- 
ical character in "Lightning" who asks a 
priest to forgive him for wanting to make 
a Hollywood musical, Mr Buba has no 





Opera 


The thunder of 
the gods 


ROME 
A MOST parents know, children can be 
quite cruel, even tyrannical. La Scala's 
enfants du paradis, the denizens of the up- 
permost balcony of Milan’s famous opera 
house, are no exception, at least when up on 
their perches. Queueing for the few avail- 
able tickets, sometimes overnight, they seem 
a clubby but ordinary lot, buxom music-lov- 
ers of both sexes; but when the singing 
starts, they can turn beastly, as Maria Callas 
used to find whenever she mis-hit her notes. 

For reasons only a team of psychoan- 
alysts might be able to explain, the loggione 
gang has had it in for Katia Ricciarelli from 
the start of her generally triumphant ca 
as a soprano. For four years, Miss Riccia 
has had no trouble by-passing La Scala; but 
last week she defied the fates and took over 
the leading role in La Scala's version of Ver- 
di's "Luisa Miller", a role she has sung and 
recorded almost as if she held the monop- 
oly. The people on the perches were ready 
for her. After each aria, blamelessly sung, 
she got cat-calls and whistles (a sign of disap 
proval in Italy) from the loggione. The rest o: 
the audience was lukewarm towards the pro 
duction too, but tended to blame the con 
ductor and the set designer. 

The loggione gang was interviewed or 
television during one of the intervals 
flushed and beaming as football supporter: 
after a winning match; and a few of them 
were lurking about for a final insult as Mis: 
Ricciarelli left. As it happened, the singer": 
husband, Pippo Baudo, was with her, and hi 
admits giving one of the hecklers a kick it 
the seat “as any husband would." 

One of Miss Ricciarelli's sins is. 
three years ago she married Mr Baudo, e 
lys top television presenter an 
undisputedly the most popular and best 
known man in the country. Another is he 
willingness to appear on television in lighte 
vehicles, such as "The Merry Widow". I 
the end, she sang one more performance c 
"Luisa" last Friday, before a somewhat le: 
boisterous audience, cursed them, and sai 
she would never set foot in that "dustbin 
again. 

The jury in the loggione had writte 
their verdict when they bought their ticket 
They are still something less than 
formalised claque, applauding or hissing fc 
pay; but it is not impossible that some of th 
protests were orchestrated with bank not: 
from a rival singer or agent. Such things ai 
not uncommon in the bitter rivalries b 
tween high-flying trapeze artists in ar 
circus. 
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| taught at Regent’s College, London, leading to the 

^sdegree of Master of Science in Management. The 

| Program Director will provide academic and adminis- 
< trative leadership, and teach in the program. 


Jo The University. As seeking a senior academic with 
fications and experience in an appropriate field 
nagement. A graduate degree is required, 
rably a PhD. Knowledge of US higher educa- 
«tion is essential. This position is available starting this 
summer. Salary range £23,000-£26, 000 per annum. 


|. The closing date for applications is May 31, 1989. 
] Send CV and names of three references to Dr 
| Irwin Price, Associate Vice President, c/o Boston 
T University, Regent's College, Inner Circle, Re- 
E gent s Park, London NW1 4NS. 










— . Planning and Economic Development 
- The West London Economy is on the 
upturn... 


Help us ensure local people and enterprises benefit. Can you take responsibility. 
| for our new initiatives? 
| 'A&8m Venture Capital fund. 


* Ambitious property developments in Park Royal. 
* West London ile a Ar Network. 


* Training and Childcare projects linked to local firms. 


ASSISTANT CHIEF OFFICER 


£20,355 - £21,210 p.a. ind. (under review) 
Ref: 459 PED 


INVESTMENT PROJECT OFFICER 


£19,056 - £19,924 p.a. ind. 
Ref: 460 PED | 


Application forms obtainable from Director of Personnel, 
Ealing Civic Centre, 14-16 Uxbridge Road, 
London W5 2HL. Tel: 01-840 1995. 
Please quote appropriate reference. 
. Closing date: 26.5.89. 









T r its graduate management program, which is 


| ‘Applications are invited for a three months Visiting Fellow- . : 





and political trends for over 60 countries. Its forecasts. 


| The Economist 
Intelligence 





-CASSA D DI RISPARMIO - 
| DI VENEZIA : 
— VISITING FEL LOWSHIP 






ship funded by the Cassa di Risparmio di Venezia tenable at 
the Economics Department, Ca’ Foscari, University of- 
Venice, during 1990. l 


The Visiting Fellow is expected to conduct research at the 
Department in any field of economics — including ec 
nomic history and economic geography. A small amount o 
teaching (in English) will be required. Ability to communi 
cate in Italian, although not necessary, will. be a 
advantage. 









For further particulars (including financial arrangements) 
write to: Professor Gianni Toniolo, Direttore del Diparti- 
mento di Scienze Economiche, Università di Venezia, Ca’ 
Foscari D.D. 3246, 30123 Venezia, Italy {tel- 39-41- 
5238931 or 5227861 — fax 39-41-5238307). E 


Applications should be received no later than 30 Septem 
ber, 1989. 












ECONOMIST/EDITOR: AFRICA 
The Forecasting Unit of the Economist Intelligence 
Unit and Business International forecasts economic. 






are published in two series of reports. The Business. 
International Forecasting Service is aimed primarily at 
corporate end-users and emphasises the impact on. 
the business environment. The Country Risk Service. 
focuses on the analysis of developing economies and 
their external debt and is aimed essentially at banks. 


The Unit is seeking an economist/editor with experi- 
ence of analysing economic and political trends in — 
African countries. He or she will work mainly on — 
quarterly reports of the Country Credit Risk Service. 
The position is graded at the Senior Economist level, 
for which the present salary range is £16, 500 to - 
£18,000. The preferred age range is mid to late 205: A. 
sound understanding of macroeconomics and a de= 
monstrable ability to write clear and concise English. 
are essential. Familiarity with the use of PCs and 
knowledge of a second European language are ` 
desirable. | 


Please write with a full CV to lan Riley, —S! 
Unit, The Economist Intelligence Unit, 40- Duke: 
Street, London W1A 1DW. 























| Business 
EN International | 
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The Queen’s University 
of Belfast 
LECTURESHIP IN ECONOMICS 


. Active research interests and an ability 
to teach standard mainstream econom- 
-Je principles essential. 


<This lectureship is available under the 
_ initiative of the University Grants Com- 
.. mittee New Academic Appointments 
: Scheme (NAAS) from 1 September 
:..1989. Although there is no age limit on 

: individual appointments, as NAAS is 
_ intended to Create career opportunities 
for young academic staff at an early 
: stage in their careers, the UGC has 
dicated Ih that the average age should 


preferably be under 35. 






























£15,105-£19,311, 
USS. Generous relocation package. 


from the Personnel 











versity is an Equal 
Employer. 











CORNELL UNIVERSITY 


SENIOR RESEARCH 
J.. ASSOCIATE/ECONOMIST 


Cornell University is seeking qualified candidates for the position of Senior Re search 
Assaciate/Economist to eh and implement research on the effects of macroeconomic 
policies on household living standards and food security in Africa. The position will 
involve development and co-ordination of country case studies as well as cross-country 
integrative research activities. Extensive interaction with host country officials and donor 
agency representatives will be required. Oversight of primary data collection efforts and 
establishment of project field offices may be necessary. The successful candidate will 
have a PhD in economics, agricultural economics, or à related field, extensive experience 
in quantitative analysis, and proven capability in econometric modell ing. Fluency in 
French is strongly preferred. Ken background in macroeconomics and/or familiarity 
with demand analysis desirable. This position will be located in Washington, DC with 
frequent travel expected. 
Send letter of application, curriculum vitae, and three references to David E. Sahn, 
Dany Director/CNSP, Cornell University, 2033 M Street, NW, Suite 333, Washington, 
a 20036. ids ) 






























































































Management group. 


- class modern facilities and is expanding rapidly. 


Professor Paul Marsh, Faculty Dean 


is Tel. 1012 262 5050 Oet 2 230) Fax (01) 724 7875 


Salary scale: Lecturer A £9,261- 
£14,502 (minimum at age 27 or over, 
£11,682), or, should a suitably qualified 
applicant be presented, Lecturer B: 

with eligibility for 


Further particulars may be obtained 
Officer, The 
Queen's University of Belfast, Northem 
ireland BT7 1NN. Telephone (0232) 
245133, ext 3040, or Fax (0232) 
247895. Closing date: 2 June 1989. 
(Please quote ref 89/ECON.) The Uni- 
Opportunity 


London Business School, Sussex Place, Regent's Park, London NWI ASA, UK i 


University of Warwick - 


Warwick Business School. : e boa x 


FINANCIAL OPTIONS 
RESEARCH CENTRE 


Research positions are available i in the 1 


newly created Financial Optior 





search Centre, for a period of two-three 
years in the first place, under the direc- — 
tion of Professor Stewart Hodges. Up ` 


; Coláiste na_ 
| hOllsc 





; UNIVERSITY COLLEGE GALWAY 






TURESHIP IN 


to three positions are available for re- f- 


searchers to join a team doing applied 
research on financial options. 


Applications are invited from well quali- 


fied candidates, preferably with re- 


search experience, and- skills and 


knowledge in at least two of the follow- 
ing areas: 


stochastic methods, statistics, comput- 
er programming/numerical analysis, or 


. derivative instruments. 


Salaries will be on the Research IA 
scale: £9,865-£15,720 or Research 1l 
scale: £14,500-£19,310 depending on 
qualifications and experience. 

Application forms and further particu- 
lars from the Personnel Office, Univer- 


sity of Warwick, Coventry CV4 7AL (tel - 


0203 523627) quoting Ref 40/4A/88/43 
(please mark clearly on envelope). 
Closing date for applications 2 June 
1989. 


An Equal Opportunities Employer. E 





Chair in Operations 
Management 


London Business School invites applications for a new Chair in Operations 
Management. The successsful applicant will be expected to teach on the 
School's MBA and executive programmes, to conduct high quality, applied 

research, and to contribute to the leadership of the Operations 


The School is seeking candidates with an international outlook and | 
reputation, and who have a strong research, publications and teaching record, 
as well as close linkages with manufacturing industry and service businesses. 

The salary is competitive, and opportunities for consulting will be 
available. LBS has a superb location in Regent's Park, central London, has first 


Applications accompanied by a curriculum vitae and the names of. 
three referees should be submitted by Thursday, 15 June 1989 to: 


up "gaa in Cashiers, No. Carolina. Long 
dq E & short term rentals. = maid service. 













| Applications are invited for the 
f above fulltime post. Salary 
Í Scale £12,070 x (9 = 
£16,578. Closing date for re- 
ceipt of applications is 15 June 
| 1989. Further information may 
| be obtained from the Registrar. 
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[| UNIVERSITY OF ST ANDREWS - 
. | DEPARTMENT OF ECONOMI 


Research Assistan: 


| Applications are invited for a 
one year research assistantship |. 
‘to work on a project funded by | 
ICI and involving collaboration | < 
with the Departments of Phar- : 
macology and Surgery, Univer- | 
sity of Dundee Medical School. . 
"The project, under direction of 
Dr M. Malek (St Do 
| and Dr P. Davey (Dundee 
involves evaluation of the eco- 
nomic cost of hospital acquired 
| infection following ed | 
The post will be based in 5t 
Andrews but may involve some - 
travelling to "Dundee. The 
starting date will be 1 August, 
| 1989. Starting salary is at the |] 
rate of £8, 675 per annum on` 
. the 1B scale. . 


Candidates should have a — d 
Honours degree in Economics: 
with some background or inter- 
est in econometrics and/or | 
health economics. Further ^ — 
formation on the Project: 

be obtained from Dr Males a: | 
St Andrews. Telephone 0334 | 
76161, ext 545. 

Applications {two copies) with the 
“names of two referees, should be 
the Director of Personnel 


d Service to 
idrews, Fife KY16 9AJ 
| to arrive e not laer than 2 June, 1989, 
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ENLEY — THE MANAGEMENT COLLEGE — 
c fin conjunction with Brunel University) 


GING TOMORROW'S 







: Phil'or D: grec in Management Studies. ] . 

] Resea portunities include: Applications of Information bere] Marketing of 
[| Technology Based Services, ODORE Based irse, Pas Simulation, Capital Project 
; Appraisal in. Rapidly Changing Industries, Project K anagement. Financially Based 

| Performance Measurement. Associated research proposals will also be considered. | 
< SERC funding may be available for full-time UK students. Suitable applicants will afso 

] have the opportunity to develop their teaching skills. 

| Applicants are invited by 26 June 1989, specially from candidates with at least a 2(1) 

1 Honours Degree in a relevant subject. — ] : Ms 

| Please reply in writing with CV to Mrs Pauline Ralph, Research 

. Henley — The Management College, Greenlands, Henk 























Accredited by the Middie States — | 
| Association of Colleges and Schools | 


B : 


. Hotel 
; institute 
Sd. * for 
“ue” Management 
Montreux 
Switzerland 


HOTEL 
MANAGEMENT, 
TOURISM 
DIPLOMAS IN 
ENGLISH 


qp Hotel Courses: 2, 3 year 
| Swiss and US Diploma. | 
| @ Tourism Course: 1 year Swiss 

] ^" andinternational Diploma. 

tb. Intakes: January, September. 


| Details: 
| , HIM, A 
d CH 










: STUDENTSHIPS to suitably qualified applicants to study for a - 


rch Programme Secretary, 
, Heniey-on-Thames, Oxon RG9 JAU. 













WHAT DRIVES FINANCIAL MARKETS? - 
The Financial Markets Workshop 
—taught in-house | j 
Announcing a comprehensive training course giving new insightintowhatlies 
at the core of financial market volatility, 
The course has been designed to train newcomers to financial markets, 
suffering from information overload, to distil from the masses of information 
now published onthe economy those indicators which are market sensitive.in fo 
particular indicators affecting bond, equity and currency markets are Po 
stressed. 


Participants will be tested on their understanding of the key indicators by a 
market simulation exercise. 

Further details from Box No 3659, The Economist, 25 St James's Street, 
London SW1A 1HG. Telephone 01-987 1302 or Fax 01-537 31 28. 


































































with a unique 
perspective on Europe 


If you're taking a Master's in international business, why not take it in the 
‘heart of Europe? 

We olfer an intensive, twelve-month, fulltime programme, in English, 
to graduates with at least three years’ professional experience. 

Our faculty is drawn from ten different countries. 

And our location in the centre of Paris helps attract participants from 

e al Over the world. 
The melting pot that results will give you a new vision of Europe as a 


An MB | 














single entity. 
Just the perspective, in fact, that employers are crying out for 













For further information contact 


EMIB ADMISSIONS OFFICE, 

EAP - ÉCOLE EUROPÉENNE DES AFFAIRES 
108 BOULEVARD MALESHERBES, 

75017 PARIS 

TEL: 4754. 65.00 (EXT 6796) 

TELEX: EAPFRAN 640611 ~ TELEFAX: 42.67 46.19 



















| for =xecutives (MPE) 
An exciting, intensive experience designed to develop 
LEADERS FOR THE 21ST CENTURY who (1) think strategi- 
-cally (2) advocate needed organizational change (3) sup- - 
port teamwork and employee growth and (4) are confident 
operating in a global marketplace. — 

Join other top-performing managers in major world- 
wide organizations, from Australia to Zimbabwe, when we 
celebrate MPE's fortieth year of excellence in executive 
education. | 


1989 Session: 





Sept. 17-Oct. 20 
To make a reservation or obtain more information, 
please contact: - 


. Richard M. Headley Telephone: (412) 648-1610 or 1603 
.. Director - MPE Telex: (Int'l) 199126 - 
University of Pittsburgh Fax: (412) 646-1693 - 


- Pittsburgh, PA 15260 


Specialised training in Man- FOF 
darin Chinese for internation |. | 
al business. Contact Mr Jian- | — 
| quin Wang, Box 217, Sewer: ] E i 
| Building 3, Beijing L Lo 
Institute, Beijing, China. Fees po 
for Summer Term US$2,200 in- | | posi 
cludes housing in air-condi- | | teachers w ora wide 
tioned shipboard hotel, meals, | | Home | i gu s s “es ! 
and tuition. Locat i the- sfe of Office, 12-18 Royal. 
city of Shekou, in the She 
Free Economic Zone, Learn 
practical Chinese in China's 
international nm | 


@ Production Management 






CHINESE WORI D -YOUR OWN LANGUAGE - 


TRADE CE N. : RE. E 1 Calling. company executives short ot] : 


|. timet (We know you need to leam — 
j language rapidly.) Live in your teach- - 
| er's home in UK, USA, France, Germa- |. 
; italy Tae: Up to 25 hours ] - 
ate lessons, full board and constant f.. 
tact with your teacher, his 1 
d friends. Fluency is often: 
only one or two weeks 
































































|  MAKES LEA IRNING REN ; 
A WONDERFUL AND UNIQUE E 


For adults. 8.30am-5pm. 8 levels: Beginner. 
LODGING. IN PRIVATE APTS, AND 2 ME ALS INUL 
Next 4-week immersion course starts 5 June, 8 duly LI and ali year: 


INSTITUT DE FRANCAIS—EE13 
33 Av. Gén-Leclere, 06 Villefronche/Mer. T. 93 01 88 44. Tx. 970.989F. Fx, 93 76 92 7 





APPOINTMENTS .- 1. 0 





The Netherlands Interhatiórià T E 
Institute for Management 


RVB announces the fol- 
lowing faculty positions 





@ Senior Lecturer/Lecturer in 
Strategic Management 
e Behavioural Science 





© Macro Economics. 
e Marketing á 


RVB 


Required a PhD in 
respective 
specialisation, — 
considerable business 
experience and a — 
research record. 


jeuonewayi - 


Applications should be 
sent to Mrs M. S. - 
Wilson-Maltha, Homan 
Resource Manager. C 
Postbox 143, 2600 AC 
- DELFT. Telephoi pum 
569394 Telex 





388323 RVB A 
Telefax 015-54 683 3 1. 





Su 600 N Sepulveda Blvd, Los 
ugs Phone: 213/471-0306 









M. HALL, a private girls' 
es 14-18) invites inquiries 
terested in attending 
la. Contact. Admis- 
;hatham Hall, Chatham, 






.. Virginia 24531, USA. Phone: 804/432- 
2941. Fax: 804/432-1002, 





cost aváluation. 


PACIFIC WESTERN UNIVERSITY 
i ear re a 











For Life, Academic & Work Experience ; 
Degrees for people who want to be more eftctive and . 
ee en 





Dind detailed tésuméà on work ie wis cadi Oxtwerience 





Middlesex Business School is among the largest and 
fastest-growi ng business schools in Europe. It was the 
first in the public sector to offer an executive evening 


HOME STUDY COURSE in economics. 
A 10-lesson study that will throw light 
on today's baffling problems. Tuitíon 
free— small charge for materials. Write 
Henry George Institute, 121 E 30th 
Street, New York, NY 10016, USA. 





Y DEGREE 


_ FIRST CHOICE 





for your 





programme leading to the prestigious MBA management 
qualification. Make an investment in learning that will last 
your lifetime by i joining our course this October. . 


FIRST CHOICE for 


* Work-centred learning 
Apply:what you learn to your own business practice =- 
share problems and discuss management Senes 


* Accessibility 


Attendance is just two evenings a week at the Middlesex 
Business School in Hendon, north-west Togon 


e Specialisation 


Opportunities to specialise: 


information technology, 
Control of operations, 
Tourism, Financial 
managemem, Human 
resource management, 
Marketing. 


Ask for ENQUIRIES on 


01-368 1299 


for a brochure and application 
form or post the coupon below: 





Post to: Enquiries, (ref C521A), Middlesex Polytechnic. 
Bramley Road, London N14 4XS. 
Please send me further information on the MBA. | 


NAME 
ADDRESS 


Middlesex Polytechnic | 


amy amr amr amr au Middlesex Business. Schal.. 










Nir ine months i intensive 
development. x 
Results that will last a lifetime. 


The Sloan Fellowship is conducted in Europe 
only at London Business School. The other two 
centres are at Stanford and M.LT. inthe USA. 

Whilst the programme covers the disciplines 
of a traditional one year MBA, there is consider- 
able practical field work in Britain, Europe ; and | 
the USA, together with the opportunity for 
participants to examine the wider issues c d 
business decisions. 

The ideal candidates are ambitious, dide | 
successful men and women in the 30-40 age range 
who are destined to be leaders within their chosen . 
organisations. This is a truly international. p 
management programme and itis likely that the _ 
majority of applicants will be sponsored by the 
organisation for which they work. 
































Information Evenings 

The next programme runs from 25 September 
1989 to 29 June 1990, For those wishing to learn. 
more about the Sloan Programme, a series of 
information evenings is held at which past and 
current sloans, as well as faculty can be met onan 
informal basis. | 

For further details of che ee and our- 
next information evening on Monday, 22nd May, 
please telephone Hazel Cooper, Registrar on 
01-262 5050 (ext. 306). 


Please send me a Sloan Information Pack 





————————Ó 


EC ON DBA 
EGO ode eel a ALL AL ee 


Sloan Fellowship Programme, London Business. School 
Sussex Place, Regents Park, London NWI 4SA, UK 
Telephone 01-262 5050 Fax 01-724 7875 Telex 27461 

















project on the determi- 
idual unemployment du- . 
tations. Candidates should have a 
good degree in Economics ora related - 
<- Subject, preferably at. postgraduate - 


agreement. Salary will be up to £9,865 
per annum in the Research Range 1B 


: . Scale: £8,675-£11,015 (under review). 


^ Application forms trom the Personnel 
Office, University of Warwick, Coventry 
.-CV4 7AL (0203 523627), quoting Ref 
39/4A/8B/43 (please mark clearly on 


envelope). Closing date for applica- 


ORAT 





UNIVERSITAT DES SAARLANDES 
im Fachbereich Wirtschaftswissenschaft ist eine 
Professur auf Lebenszeit (C 4) für 
Betriebswirtschaftslehre 
insbesondere Internationales Management, 










. level, some knowledge of basic econo- "00S 2 June 1989. —— ^ 
metric techniques and the ability to Applicants requiring further information 
become familiar with the necessary - may contact Wiji. Narendranathan or 
«software. An iriterestinlabour econom- Mark Stewart in the Economics Depart- 
-lcs would be an advantage. Itis hoped ment at the same address or by tele- 


| ntment as soon as . 2 | 
An Equal Opportunities Employer. 


io make an appointment as soon as. 
Pae Starting dato wil be by mae 3 
TEACHING YOUR 
SUBJECT? 
Young ECONOMICS Graduate needed from September 
1989 to share 65 Sixth-Form Economists with experienced 


. and successful Head of the lively Department at Ipswich 
- School in Suffolk. | 

.- Good salary, facilities and conditions of work. Light time- 
table in first year. Opportunities to take part in most sports. 
. Furnished modern flat available at reasonable rent. 


. Telephone 0473 255313 or write: Headmaster, Ipswich 
- School, Ipswich, Suffolk IP1 3SC. 










zu besetzen. 
Der/Die Steileninhaber(in) soll dieses Fachgebiet in 
Forschung und Lehre vertreten und solite móglichst 
im Hereich des Controllings oder des internationalen 
finanzmanagements ausgewiesen sein. 
Bewerbungen mit Lebenslauf, Schriftenverzeichnis 
und einem Uberblick über die bisherige Lehr- und 
Forschungstátigkeit werden bis zum 30. Juni 1989 
erbeten an den Vorsitzenden des Fachbereichs 
Wirtschaftswissenschaft der Universitat des Saar- . 
landes, Im Stadtwald 15, D-6600 Saarbrücken 11. 























































The letter of international forecast ^ 
Essential reading for strategic lanners — 
Published 22 times a year + 4 special reports - $550 


HUDSON RESEARCH INTERNATIONAL - 
T bis, Ave de Lowendal 75007 Paris —— 
Tel: (33-1) 45.55.02. 13 — Fax: (33-1) 47.05.97.39 | 









































ALL DISCOUNT BROKERS 
ARE NOT ALIKE! 
Muriel Siebert tailors rates to your needs. | 

Example: 1000 shrs @ 5g, 2000 to 4999 shrs 
@ 4e, 5000 + shrs @ 3g; OTC 3e, 5000 + 
2€; $50 min, i 





US REAL ESTATE 
CONSULTANT 

| diti Florida since 1979) will assist you in your US 
seal estate ventüres, We can give you the edge with 
INFORMATION, “Fiduciary and Consulting Ser- 

"vices, Evaluation, Analyses, Financing, Joint Ven- 

_ dures, Tax Planning, tmenigration, Workouts. 

SWISS CONSULTANT GROUP (USA) INC 

Fax: 1 813 254 0013 for free brochure — | 


The Regus 
Centre 
London 
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SEARCH CONSULTANT 


| GENERAL MANAGEMENT CONSULTANCY 


.. We are a leading international management consultancy with a 
-rapidly growing U.K. office in London. We enjoy a reputation for 
excellence, and are committed to helping our clients achieve 
"practical concrete results. 

.. You, as Research Consultant, will play an essential role in helping 
. to build our U.K. practice. 






































Tel: 01-370 7516. Telex: 925975 
GATE G, Fax: 373 3163 
Elegant bed and breakfast hotel with pri- | 
vate facilities and buffet English breakfast. 
Four mins walk fom Gloucester Road 
Underground station, 















«Executive Offices e 
* Conferences 

| * Communications 
| A Club Restaurant 
Trafalgar Square 01-872 5959 


* London * Stockholm * Copenhagen « 


. With 2/4 years relevant business research experience, you will 
have developed investigative and analytical skills and have 
demonstrated an ability to present results in a compelling 
manner. You see yourself as creative in your analysis and thrive 
in situations in which you can take the initiative. 


This is an outstanding career development opportunity for a 
graduate with a strong academic background looking to expand 
his/her horizons. A very competitive remuneration package 
reflects the importance attached to this position. 










£46.00 VAT. 
£60.00-- VAT 
£96,00-- VAT 
£15.00-- VAT 










Extra Bed 





















COBURG HOTEL | 
129 Bayswater Road, 
Hyde Park, —— 
London W2 4R] 
Tel: 01-2293654 —— | |. 
Telex: 268235 COBURG } © 
Fax: 01-229 0557 1 
Single: £55.00 incl VAT 
Double/Twin: £77.00 incl VAT | 
Extra Single: £15.00 incl VAT |. 
Facing Hyde Park. Traditional : 
hotel with all amenities. 
English breakfast included 










Readers are 
recommended 



























~ In the first instance please write with your C.V. to 
. Allen Mottur, Managing Director, Temple, Barker & Sloane Ltd., 
Barber-Surgeons' Hall, Monkwell Square, London EC2Y SBL, 
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‘Temple, Barker & Sloane Ltd. 


















CASTLES IN THE SKY | 
“ont Villas in the vineyard. The best city or country | 

“petals all over ITALY. American specialist based ia | 
-ROME will help design the perfect holiday. 

[200 c INTERNATIONAL SERVICES 

|... Ma Crispi 64, 00187 Rome, Italy 

ps 4011.39-6) 474-6439 

b da us 201 /785-8825 or 201/226- 3075. — 


' Debrett 


May we trace your ancestors? 
"Debrett have traced the ancestry of 
thousands of families from commoners 
to kings, worldwide. Send known details . 
for free feasibility advice and leaflet to: 
Debrett Ancestry Research Ltd, Dept EN, 
Gordon Road, Winchester UK SO237DD 

: Tel: (0962) 69067 




















IMMIGRATION 
. Obtain US immigration through pur- 
- Chase of secured and well-rewarding 
Teal estate or opening of American - 
"branch companies, etc. ALL MATTERS 
HANDLED BY A LICENSED US ATTOR- 
_ NEY/PhD ECONOMIST. 


| Contact: Edward P. Gallagher, Attor- 
| ney-at-Law, PO-Box 70302, Washing- 
"ton, BC 20088 USA. Tel: (301) 299- 
1 7269. Fax: dl 383-3439. 











| COMING TO PARIS? 

| Stay in a furnished flat. One to four rooms 
| pius bathroom and kitchen. Weekly or 
| monthly rates. Left Bank, Luxembourg 
| and Montparnasse. No agency fees. 

| Telephone Paris 43253509, Fax € 
. Or write PAA Lg s 

| Rue des Ursulines, 75005 Paris. 








For high value, c fiai services: 


etc, Individual and group coaching. 
Intensive, professional, ethical and 
| powerful. | 


Kendall-Sleath 


Telephone 0742 581571. Fax 0742 
UN | 


"HOTEL. 


57 Pont Street 
Md erede 
London SWIX 0BD 


Tet: 01-581 2424 
Fax: 01-589 9456 
Telex: 941 3498 EXECUT G 
Single bedroom £49.95 + VAT 
Double room for 
single occupancy £59.98 + VAT 
Double or Twin £74.95 + VAT 
Extra Single bed £19.85 + VAT 


| Elegance, privacy and exceptional value 
| in one of the world's most fashionable 
neighbourhoods. Buffet style English 
breakfast included. 








Marketing Through 


Distributor Channels 


ONE DAY SEN 


AR STRATEGY CLINIC FROM THE 





WORLD S LEADING DISTRIBUTION CONSULTANTS. 


` London: 13 June & 11 July 
Brussels: 15 June 
rrank Lynn is dedicated to help firms manage 
change and grow their markets. These one day 
clinics will provide direction on the design, 
tefinement and management of all aspects of 
- channel marketing programmes. 
- Kt aims to benefit marketing professionals and 
- corporate planners in a variety of firms, but 


particularly those needing to implement 


multinational marketing Strategies. in order for 
participants to gain the maximum help from the 
day, numbers are limited to 15 on each. 

Cost: £345. 00 









: Name. 
> Company: 


oo: Frank Lynn & Associates Limited. 2 Queen Anne's Gate Buildings 
aoe Londen SWI SBP. Tel awe (0H -222 9055. Fax (0)1-222 1436 | 


| se CNET | 


ank Lynn & Associates Limited 


consultancy, technology, research f 































\M SCHOOL OF MANAGEMENT 


SAINT-XAVIER COLLEGE / UNIVERSITY 
CHICAGO 


















W Offers its Master of Business 
Administration in Paris 
e Evening classes € Week-end classes 
@ For professionnals 
with an undergraduate degree 
B Spring classes begin : July E 1989 


@ Financial aid is available 






FOR FURTHER INFORMATION-CALL 


(1)42.66.66.82 
IEMI/ SAINT .XAVIER College University 


71, rue du Fa-StHonoré - 75008 PARIS 


MAXIM'S INTERNATIONAL INSTITUTE 
SCHOOL OF HOTEL MANAGEMENT 


p ONE Y F A R DIP 


Study in English practice cec 
our famous Maxim's In 


sti tute 
Theorical and practical training 


DAY CoU | SES / EVENING cou RSES 


"e eS 


AMOUS ALL OV ER THE 


71, RUE DU FAUBOURG SAINT- HONORE, 75008 PA 














Taking the GMAT or GRE 






We CAN heip 

_For course details. contact: 
GTAC Associates, F T, London 
WS ABR. Tek: 1-993 3983/5380 
For GMAT texts. contact: 


PasTest Service, , Kautstord 
Cheshire WATE TBR: Tel: 0665 55228 
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* Fully ud 
è Central heating 
* Double glazing 
a Ld For further information contact 
EU uu Laura Wren on 01-469 3093 
: g or call in at our sales office 
at Crofton Gate, Buckthorne Rd, 
. Crofton Park, London SEA. | 
The sales office is open from 11am to 6pm and after 2pm on Monday 
It is closed Tuesday and Wednesday. 
Studios, two and three bedroom houses from £65,000 to £195,000. 


Our Part Exchange Scheme puts an end to house selling headaches. 
Ask for more details. 
* Available with 5% deposit and subject te status. — 


| Don't lene Beings to chaos — get sound advice on UK 


vnmignation and Work Permit procedures SEF ORE moving key 
staff and they lacnilies io the UK oF investing funds in new 
ventures, Specialists with anmigration background will quide 
yeu through mi UK immialion procedures. Contact N. 
Cooper. 


Cooper Harrison & Co 
Seite 3156, Premier House, 10 Greycoat Place, 
Londen SWIP. Tel: (01) 222 8866. 


| For £92 a week* you could own 
an apartment at Crofton Gate. 


| * Close to station 
| * Alarm system 















Y BA RR A T T 
East London Limited, Warton House, 150 High Street, Stratford, London E15 2NE 
one: nian 237 Eno aiiis: service) 


Sarah Hodge Recruitment Consultants 


| Needa Top Secretary? | | 


Cail (01)434-0030 





(215-217 Oxford St London WIR 1AH HJ 


® Fitted kitchens in pastel oak 





TYPESETTING BUREAU. Desk- 
publishing output a speciality, Linoh 
dealer. Typeshare Ltd, London E: 
Tet: 01-405 7937. 





2ND PASSPORT/DR LICENCES. , 


country, various reports on how 


obtain them. INI, 26 Kleomenous, / 
ens 10675, Greece. 





VISITING LONDON? Kensington : 
Chelsea, Stay in our furnished fk 
One to five rooms plus bath and kit 
en. Weekly or monthly rentals. | 
London 01-938 1068. 





AUTHORS invited. to — sub 
manuscripts, all types (including 
ems), for book publication. Reasona 
terms. Stockwell, Dept 75, litracom 
Devon, UK (Est 1898). 





2ND PASSPORTS, OVERSEAS 
MICILE, TAX HAVENS, Speciai 
ports—-Many countries. Scope Boc 
Lid, 62e Murray. Road, Horndei 
Hants POB 9JL, GB. Telephone 07 
597440 Fax: 97955 591 978 





Place, London SW3 25A. Tel: 01-5 
2323/Fax: 01-823 7752. Pleas 
rooms with or without private bathroc 
Single from £35, Double from £ 
Three minutes from Sloane Squa 
Harrods, Hyde Park nearby. 





SHIRTS MADE TO MEASURE. E 
cerningly tailored to choice of style fri 
a selection ot the f finest fabrics. Sy 








Free coton, fabrics and details t 
Seymour Shirts, Free Post, | Dept 1 
Bradtord, BD1 iBR. | Pe 





“HARDWORKING STUDENT with a 


of potential, very devoted to his studk 
needs a Benefactor to help in contir 
ing studies and to finish his res 
dinge to accept an iod ar 





 CHARINGWORTI 
BORED MEETING 


Ath Views 
'Ountryside 
luxury of ¢ 

se with Mdh 


Nr ene Campden, 
Gloucestershire GL55 GNS 
Tet (038 678) 555 






UTPUT, DEMAND AND JOBS America's economy seems to be slowing at last. Unemployment 
se in April to 5.2% of its labour force, from 4.9% in March. And American retail sales fell in 
March for the second successive month; the volume of sales was no higher than a year earlier. In 
“the same month the 12-month increase in retail sales fell to 0.9% in West Germany; its 
unemployment rate rose in April, for the first time in 12 months, to 7.9%. Italy's industrial 
production grew by 6.796 in the year to January. 







| * change at annual rate 
cs industrial production GNP/GDP retail sales [volume] unemployment % rate 
3 mthst 1 year 3 mthst 1 year 3 mthst 1 year latest year ago 
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alue indek deflated by CPL 
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PRICES AND WAGES American hourly earnings rose by 3.9% in the 12 months to April— 
equivalent to a real pay cut of 1.096. The 12-month rate of increase in West German wages slowed 
. 10 3.2% in March, a real rise of 0.5%, while Japanese wages rose by 3.596 in the year to February, 
- a real rise of 2.596. Japan's 12-month rate of consumer-price inflation rose slightly in March, to 
1.196. Italy's inflation rate rose to 6.7% in ADONIS nignest for three years. 











% change at annual rate "ap 
consumer prices* - Vidi prices* wages/earningsi 
S3mtst — year 3 mthst- 1year — —  3mthsf Tyear — — 

Australia t 39 + 6.8 re + 38 + 5.9 san +146 ^70 
| Belgium — . +30 +30 a — 10 + 04 o 3119 +06 wt 
Canada +48 + 46 ww +35 +36 we + 41 + 51 rot 
France + 3.4 + 3.4 we +12.2 + 7.5 0 + 3.2 + 33 o 
^W. Germany + 57 + 30 ap + 62 + 38 me + 22 +32 wr —— 

Holland nil + 1.0 as +46 +42 fe. + 23 + 4.2 Mar 

italy + 83 +67 a +92 + 6:7 Fe + 7.9 + 5.7 e 
Japan e- + 4.4 Mar +49 + 0.5 Ma + 5.2 + 3.5 Feb 
“Spain +78 + 6.1 Mar +455 + 44 Feb + 82 + 70 dec 

Sweden + 7.7 + 63 Mar +12.3 + 8.5 re + 7.1 + 9.0 re* 

Switzerland + 5.0 + 2.3 Ma + 65 447 wa (+08 +34 9* 

UK _+ 66 + 7.9 Ma + 56 + §.0 Apr +149 493 Feb 

d k 43 + 50 Wa + 941 + 5.6 ma + 36 + 39 Ap** 


l riy wage rates in manufacturing except Australia, weekly earnings; Japan, and Switzerland, monthly earnings: Belgium, Canada, Sweden and USA, hourly 
E garnings, UK, monthly earnings for all employees. * " New series. 


E LABOUR MARKETS in recent mu un- 

employment has fallen more sharply in North 
. America than elsewhere. In 1982 the aver- 
< age. jobless rate in the United States and 

Canada was 11%. By the end of last year it 
had fallen to a 14-year low of 53%. By 
contrast, in the three biggest European 

economies (West Germany, France and 
| Britain) the average unemployment rate last 
|. year of 9% was exactly the same as in 1982. 
. An alternative indicator of the tightness of 
. labour markets is unfilled vacancies. In 
. North. America the index of help-wanted 
-zadvertising has risen above its 1970s' peak. 
< Japan's labour market has also tightened, 
< but.vacancies are lower than in the early 
` 1970s as a proportion of the labour force. In 
Europe the vacancy rate is still much lower 
than i in the 1970s. 








M ST MAY 19 1989 





| tes appicbk to aii tables. All figures pemanen adjusted pacepre not seas. adh t ae of latest 3 months compared with avg. of previous. 3i mos 





| COMMODITY PRICE INDE 
| Cocoa prices have slippet 
* below £700 a tonne in Lon-. 
don, amid rumours that the Ivory Coast, the 
world's largest cocoa producer, plans to sell- 
around 650,000 tonnes of next season's crop 
on the London market. This would be a big 
shift in policy as the country has strong ties 
with France. It sold 525,000 tonnes of its | 
1988-89 crop to a French trading house. 
About 200,000 tonnes of this top-quality 
cocoa is still in storage, which has helped 
shore up world prices over the past year. But 
prices are still the lowest for nearly 14 years. 
The Ivory Coast may soon be forced. to cut 
the guaranteed price (400 CFA francs a kilo). 
it has been paying to cocoa farmers for four 
Seasons. 



























































1985—100 : % change on m 
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May 2 May 91 one one 

fe ee TENE ENE RePEc ORE month — year - 
Dollar index pod 
Ali items - 1475 1479 +03 ~ 09 
Food 1157 116.7)  *21 +85 
industrials | 

LAB 17892 170 2-07 = 8A, 
NaH — 1361 — 1361 —— 03 102 
Metals —  — 2097 &— 2093 = 09 ~ 41 
Sterling index | 
All items — 1122 ^ 1142  * 21 +124 
Food — 880 900 +39 4230 
industrials 
Al 196.3 — 1981 — * 10 +64 . 
“Nat 1005 1051 +13 + 18 
. Metals 1595 1616 +08 +87 
SDR index " or 
Allitems — 1160 117.1 14 + 69 
Food - 910 — 924 +32 4170 
Industrials d 
Al .1409 — 147 +03 *12 - 

Natt 1071 — 1078 4-07 —32 . 

Metals — — 1650 ^ 1658 t 02 -33'- 
Gold EU, PE 
$peroz — 37725 37675 -— 22 -157. 
Crude oil North Sea Brent — "oU 
$ per barrel - 18.50 18.00 — 5.6 104. 


$ Provisional f} Non-food agricutturals 







annuai rate. na not available. 





-WS FINANCIAL POWER The chart, based on WORLD BOURSES Wall Street fell 1.3% during the week, making a run of eight consecutive days 
figures from Lloyds Bank, shows how Ameri- | of decline. The last run of eight declines was in August 1982, just before the start of the five-year - 
ca, Britain and Japan can each claim world | bull market. Tokyo hit six consecutive highs, then fell back to close the week just 0.2% up. 




























































financial leadership in different ways. The | Stock price indices % Change on. 
dollar is still the world's main foreign curren- May 9 1989 one one record 31/12/88 
cy, accounting for 57% of all foreign- high low week year high becker oe. 
TN " o VEFNEPENNERESBa hu huh, NEEDS TUMC Km 
exchange reserves, compared with only 7% | ju ^7 igyg 15517 mazo — $086 +73  -348  * 10 — 89 
in yen and 3% in sterling. And 53% of | Beigium 5970.7 5970.7 5519.3 +04 + 266 nil 473 — 04t | 
international bank loans are in dollars, only | canada ^ ^ 35689 ^ 36961 33505 — -— 10 4 84 -132 +58  * 64 — 
13% in yen. However, Japanese banks have | France 4642 4704 —— 4U9 — — (3 4483  -— 198 417 +46 — 
grabbed the lead in international lending, | W.Germany — i720 — 17419 15957 — $07 — * 906  —29 +36 AO 
with 38% of total loans. The world’s five | Holland — ^ 189: — 1906 à 1867  * 04 — $298 54 1141 155 
| biggest banks are all Japanese. But London Hongkong 32623 3268.5 — 27067 ^4 34 +273 Wa — 3214 &— *918 — 
| is still ahead as an international banking | W  — — 8002... NUT -. WR... 90. eo og ur enc e 
centre: 2196 of assets are booked there, Japan 940919 — 34352 30098 +02 ug HR O tta o 
* compared with 20% in Tokyo. London also ee MEER i NE Ma ese 10907. 12. ee eem 
AM : ; South Africa 2521.0 2581.0 1961.0 — 14 + 697 d 4290 T18t C 
still leads in foreign-exchange turnover, but | spain 3038 — 3038 2886 122 +122 68 4107 +55 
again, Tokyo is hot on its heels. Tokyo is Sweden ^ 38702 ^ 39122 33339 -— 04 * 388 - 08 +126 +66 . 
. undisputed winner in terms of stockmarket | Switzerland 6752 6860 ^ $6131 — —10 439 -75 n8 -14 
capitalisation —50% larger than Wall Street | Uk — 21251 7 31328 17828 4 10 * 185 -130 3185 +88. 
and five times that of London. But London | USA — 23713  — 24190 ^ 21446 — - 13 —* 183 -129 — 71 93 t 93 





leads in foreign equities, with more listed — emm |] 

than in New York and Tokyo put together. | MONEY AND INTEREST RATES Short-term money-market rates fell slightly in America and Britain. | 

Swedish banks raised their prime lending rates by half a point to 12.5%. Switzerland's narrow 
measure of money fell by 4.496 in the year to February, its broad measure rose by 6.4%. 
Money supply interest rates % p.a. (Tuesday, except bonds which are previous Friday) : 














% rise on year ago Money market Commercial banks Bond yields Eurocurrency - 

Narrow Broad Overnight 3 months Prime Deposits Gov't Corporate Deposits Bonds 

[M1] lending 3months long-term 3 months 
Musa +142” XE a WE V4 ers 1720 1882 1S2 1688 OTE 
Belgium +12 +66 0 7.00 830 ^ 1075 820 ^ 835 $835 ^ 891 $890 
Canada — + 81 — 3122 wy 1238 1240 1350 1240 995 1056 1206 1056. 
Frane + 32 +71 om 831 863 960 88! ^ 871 ^— 926 à 88! ^ 92 
W.Germany+ 93 + 66 e 620 655 725 596 ^ 8695 6895 ^ 663 2700 
Holand — 3 56 +103 re 714 738 925 738 737 7.54 — 719 707 
italy + 78 + 84 » 1250 1275 1400 ^ na ^ 1141 1178 — 1175 1067 — 
Japan +89 +103 mw 409 422 338 176 537 498 481 5.29 
Spain +190 +113 ww 1391 1494 1550 750 1292 1417 1475 — ma — 
Sweden na 4 78 m 1110 1185 1250 1160  — 1123 1194 — 1150 1136 | 
Switzerland 44 — 4 64 re 798 725 700 $850 510 $570 _ 700 598 | 
UK 1188 421.4 w 250 1288 — 140 128i — 994 1108 — 1294 1210 
USA. 3 30 4 54 w 869 963 1150 974 895 982 988 — 982 





ANZ Bank, CSFB, Wharton Econometrics. These rates are indicative only and cannot be construed as offers by these banks. tNew series. 


TRADE, EXCHANGE RATES AND RESERVES The dollar's trade-weighted value rose another 0.9% in the week; it is now 7% higher than at the start 
of this year. Central banks sat quietly on the sidelines as the dollar breached their unofficial ceiling of.DM1.90. West Germany's 12-month current- 
account surplus rose to à record $54.8 billion in the year to March. New figures for foreign reserves show that Japan's holdings rose by $14.1 billion 
in the year to March; America's increased by $6.7 billion, but West Germany's fell by $18 billion. o | 





trade balance current- trade-weightedt+ currency units per $ currency units | foreign reservestt — 
.— Shn account exchange rate | $bn 
latest latest 12 # — balance Sbn : 
| month — months 7 latest 12 mths latest year ago - latest year ago pere — perSDH per ecu Mar = year ago 
Äustralia — — 031 re 1 w — 1 ma /— ,' A NS, Or autos: 129 209 ^ 182 137 129 93 — 
Belgium — + 070 my — — 06 à—(à* 38 « à 1055 ^à^ 1076 — à 401 |. 351 065 à—0511 — 437 — 104 e 

Cadi £0 m t 8&2 . — 920 A 3 H4 X963 — à 119 — 120 à— 118? — Ve —— 120 5 184 a 
France ——— — 004 iw  — 52 o oo 7.14296 55 999. 100 eese 647 560 à 107 , 832 703 à 250" 2348 — 
W. Germany + 6.58 mi + 755 — +548 we — 1123 — 1153 11 192 188 — 1 318 244 _ 2% 55.0 730 
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A` THIRD IS COV: RED ^ 
LAND, TWO THIRDS BY WATEk, 
AND ALL OF IT BY CIGNA. 





The world’s a big place. 27,459,880 square 
miles to be exact. 

And if you're an international business buying 
insurance country by country, it can seem even 
bigger. 

Dealing with other customs, policies and pecu- 
liarities can be more than just complicated. 

It can leave you unsure of your coverage. If not 
completely uncovered. 

Thus the need for comprehensive global cov- 
erage. The kind of coverage that the CIGNA 
companies can provide. 

As a truly global organization, CIGNA companies 
offer a wide range of property and casualty 
insurance all around the world. On both land and 
water. With local operations in nearly 80 countries, 
led by experienced representatives who know 














local customs inside and out. 

Our global coverage can also help eliminate 
overlapping policies and gaps in protection. 

What's more, we have a network of loss control 
specialists to help you prevent accidents. 

As well as a worldwide claims-handling system 
that can process claims quickly should any 
accidents occur. 

And with over 48,000 employees worldwide 
and almost 200 years of global experience, few 
companies can match our strength. 

To leam more about our worldwide property 
and casualty coverages, write CIGNA Companies, 
Dept. R9, One Logan Square, 
Philadelphia, PA 19403. 

And find out just how small 
the world can be. 





THE END OF THE BEGINNING . ter pago 0 


A survey of British business 


A nah : 
" a 4 <a ae, | & 
Wd 21 
4 = a 
| Fan ww 
| ! | | | ! , : | | 
| i G n 
71486"02674 } 
CO es OOO OO 





Ihe Swire Group M 





The most advanced long-haul passenger aircraft in the 
world, the 747 


i00, is joining our fleet in June 


At first glance it looks somewhat similar t 


Ou; present 
aircraft But in tact. there 


are literally thousands of modi 
fications and innovations. The most eye-catching must 
surelv be those upturned wing-tips which, together with 


rather more subtle changes to the overall contours of the 
wings, dramatically improve tl 


Inside the cabin. a 


ie aircraft s aerodynamics 
myriad of adjustments by the 
designers has resulted in an environment that feels mor: 
iry and spacious. And therefore more relaxing. 
Othet change: are rather le SS obvious. but no less 


significant. The engines, for example, have been refined to 
be more powerful yet also quieter and more fuel efficient. 
In one key respect, however, these engines remain 
unchanged: they still bear the name Rolls Royce. 
The end result of all this work is not just a different 


shape of wing, but an altogether better aircraft. Which is 


exactly why we chose to put our name on it. 
For we never stop looking for ways to ensure that. 


with Cathay Pacific, you arrive in better shape. 


Arrive in better shape a 


CATHAY PACIFIC. 





FOR A MOMENT, WHAT BEGAN AS SIMPLY A RITUAL 
BECAME SOMETHING VERY RARE AND REAL. SOMETHING TO HOLD 
ONTO FOREVER. OMEGA. FOR ALL YOUR SIGNIFICANT MOMENTS. 
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?7 Four days that shook China 
B Snaring the Khmers Rouges 
25 Immovables meet in the Recruit scandal 
36 India salts Nepal's wounds 
36 The battle for Jalalabad 
38 Malaysian takeover bid 
38 Beauty-queen diplomacy in Indochina 


AMERICAN SURVEY 


39 Bush takes on crime 
,30 Battle over college curricula 

41 Would you die for your university? 
41 Job vacancies in Washington 

42 The top civil-rights job 

42 End of the rsx battle 

51 Roger Ailes goes to Denver 

51 Thrift-rescue shenanigans 

52 The Virginia governor's race 

52 New York's cleaner subways 

53 Where and which Americans pray 


INTERNATIONAL 

55 Israel's iron-fisted peace plan 
56 Money in Arab foreign policy 
|. ^6 How Noriega hangs on 

1 Areshuffle in Peru 
51 Tourism in Antarctica 
58 Mengistu's near-escape 
58 Peaceful Namibia, unresolved Angola 
60 Changing the guard in South Africa 


EUROPE 


(A orte le 
s days for Gorbachev 
62 Hungary's dam-busters 
63 The road from Helsinki 
63 Social Democrats scent victory in West Germany 
64 Privatising Spain's television 
Downing tools in Turkey 
66. Not the European Commission it was 


BRITAIN 


67 This week 

69 Tories split over Europe 

70 For and against the EMS 

71 Trends in real earnings 

11 Blueprint for private roads 

» «12 Treasury economists in exile 


(à, Bagehot:The state of the union 
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BUSINESS 


77 British brewers meet the free market 
8 Micro-brewers 
81 Economics focus: Third-world investment 
82 Japan looks for ozone profits 
82 South Korea and Eastern Europe 
91 Coddling American steelmakers 
91 Bashing American trade policy 
92 Italian trains and planes 
93 Spain's runaway economy 


FINANCE 


95 Hard times in London and Wall Street 
96 Bulls and bears learn contrarian investment 
97 Market focus: All a loan with gold 
98 Why the dollar won't dive 
98 The EEC's daft draft on insider trading 
105 Japan's deregulation heads for the rocks 
105 Switzerland's coming property crash 
106 The London stock exchange’s woes 
108 Tearing up Scotland's pound notes 


SCIENCE AND TECHNOLOGY 


Uns Three pages on Japan's role as an 


exporter of ideas 


ECONOMIC AND FINANCIAL INDICATORS 


127 Output, jobs, prices, commodities, bourses, in- 
terest rates, trade, currencies, plus a closer look 
at external balances and currencies 


BOOKS AND ARTS 


113 God's hand in art 

114 Michael Heseltine's Europe 

114 Andrei Gromyko remembers 

115 The American who spied for Israel 
115 Writers and booze 

116 Dustin Hoffman and Shakespeare 
116 Opera's sound bites 

117 The death of Bloom County 

117 China's “Satanic Verses" 


LETTERS 
6 On Hongkong's future, local-council swa 
Aware ride i s 
the backlash against business, Gorbachev, the 
anthiropic principle, Continental Airlines, deliv- 
eries of The Economist 








policy, Japanese semiconductors, 



















gi 
What now? 
More democracy or less, 
Beijing's students have already 
shown the shortcomings of one- 
party power in China, page 13. _ 
The leadership's loss of face be- | 
fore Gorbachev and the world, — 
page 27. 
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Those crafty orientals can invent ||. 
too, pages 109-112. s 


Nakasone’s turn 

The Recruit questioning contin- 
ues, page 35. Ito’s terms will 
have to be met if Japan is to 
cleanse its politics, page 16. 


Services synergy? 
The age of the shark, not the 
whale, page 17. 





Miracles take time 
British business is back on its 
feet—but not in full stride. A 
survey after page 66. 


Bashing America 
At the GATT, page 91. The per- 
versity of protecting steel, page 
91. Carla Hills replies, page 6. 
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ys future 


$ ment that ' "a few 

longkong Chinese 
ght ta e up their option to 
liv sritain is naive (April 


Opened, a human tide of settlers 
from the third world will always 


h into Britain, the country 
amous for "paying people who 
do nothing". 

There is not enough room in 
is country for 4m new immi- 
grants without a catastrophic ef- 
on land prices, employment, 
food prices, taxation and the 
general standard of living. Be- 
fore you so casually invite all and 
sundry into this country, Í sug- 


QRATKEVATENYTXRREATAA SoHERAEAZBANEERAXRBAYATOSNREMSETEETRERSAR ENNS MES 


tena 







22nd). Past experience shows. 
that, when the floodgates are 


gest that you consider the wishes 


VEER SOPH REESE EOE AT ASO PLEASANT EOL ERY TH KA4A4 


of those who already live here. 
Wokingham, 
Berks P.N. TRACER 


— 


SiR— Britain avoided dishonour 
by agreeing to give Hongkong 
back to China, thereby avoiding 
the embarrassment of having the 
Chinese take it back by force, as 
they easily could. Provinces and 
colonies have been ceded peace- 
fully from nation to nation 
throughout history without any 
implication that the ceding party 
was honour-bound to deliver the 
area free of objecting inhabit- 
ants. It is absurd in any event 
that a small, crowded country 
such as Britain should allow an 
influx potentially equal to 696 of 
its existing population-—particu- 


larly when these immigrants 
would share no common cul- 
tural or linguistic tradition, or 
even racial similarity. 

It is, furthermore, rather pre- 
tentious to assume that after 
1997 Hongkong residents could 
be happy only in a western coun- 
try. Indeed, these are just the 
sort of people China, as a rapidly 
developing nation, desperately 
needs right now and will con- 
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is the p eyo 
could make the p andi most du C | 
2 linked to genuine “borrowings.” | 


personally satisfying contribu- 
tion providing the entrepreneur- 
ial and professional skills China 
needs and nurturing democratic 
longings which even now are so 
dramatically evident. 

Boston, 

Massachusetts MARK ABERNATHY 


Sir—Britain’s attitude to its sub- 
jects in Hongkong compares 
unfavourably to that of the gov- 
ernment of Britain’s last queen. 
In 1850 Lord Palmerston laid 
hands on most of the Greek fleet 
to protect the interest of one 
Moorish Jew, who also hap- 
pened to be a British subject. To 
the writer, a former British sub- 
ject, the steady erosion of the 
boast Civis Brittanicus Sum has 
been a matter of great sadness. 
Who will be next to be denied? 

I hope Mrs Thatcher will pay 
attention to your pleas and take 
care of the Hongkong people, 
many of whose forebears suf- 
fered at the hands of the Japa- 
nese in 1941-45 because they 
were loyal British subjects. To do 
otherwise would be shameful. 
Orinda, | 


Califomia Davip WHITTALL 





Sirn—The case of the Hong- 
kongers' nationality is only one 
in a long list of “moral obliga- 
tions" 
ply pretended do not exist. It has 
already signed over Hongkong 
to China without a plebiscite or 
other effective consultation of 
Hongkongers. Now it is hoping 
to wash its hands clean of us 
over our nationality. What is in 
store for Hongkongers next —an 
early return date? 


Hongkong TAMEEM A, EBRAHIM | 
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Local-council swaps 


Sir—Your article “Dumping 
Britain's local-council swaps" 
(May 6th) contained several im- 
portant inaccuracies. 

The Audit Commission is not 
"about to take legal action 
against Hammersmith and Ful- 
ham". That council’s auditor is. 
The commission did not “first 
start to look at local authorities' 
swaps in 1988". We issued a 


statement questioning some as- _ 


pects of local-authority activity 


in August 1987. The commis 
guide- - 


Er: 





sion did not produce 


that Parliament has sim- . 













We have issued no such guide- 
lines to authorities. And it is not 
for us to “allow” or “disallow” 
local-authority activity in this. 
area. — 

You make some startling sug 
gestions about. bankruptcy for 
"some of the smaller councils 
and their councillors’. This is 
alarmist nonsense. You correctly 
identify the particular difficulties 
of Hanimersmith and Fulham, 
but advance no evidence to sup- 


port the contentions that the fi- 


nancial health of large numbers 
of other authorities is threat- 
ened and that councillors are at 
risk of surcharge and dis 
qualification. 

There is certainly a need for 
urgent clarification of the 
But the creditworthiness of —— 
overwhelming majority of local 
authorities i is notin question. — 

... Howanp Davies 
London. | Audit Commission 








America's trade policy 


SiR— Your article on American 
trade policy ("Talking loudly 
and carrying a crowbar”, April 
29th) misrepresents my views. 
The Economist need not | ponder 
which way I will "jump". I am a 
staunch supporter of free trade. 
The trade strategy that I have 
consistently espoused is one that 
seeks to open markets and to ex- 
pand and  liberalise trade. 
Through successful completion 
of the Uruguay Round of multi- 
lateral trade negotiations we 
hope to strengthen the GAT 

an institution and broa: en a» 
coverage to areas not now cov- 
ered, such as agriculture, ser- 
vices, intellectual property rights 
and investment. 

You advise the. United States 
never to retaliate against foreign- 
market closures or unfair trade 
practices. You recommend, in 





effect, a policy akin to unilateral 
-free trade for the United States 
because 


retaliation “makefs] 
matters even worse". Were the 
United States a small economy 
with limited influence on the 
global trading system, your rec 
ommendation might make 
sense. However, we are the 
world’s largest economy with im- 
portance influence on the poli 





cies of our trading partners 


With - that influence comes ¢ 


RECRUITMENT CONSULTANTS GROUP 
3 London Wall Buildings, London Wall, London ECaM SP 
Tel: 01-5609 3258S or 01-583 3576 

Telex No. B8SE7374 Fax No. 01-256 850.1 


ations are invited from candidates, aged 40-52, who will have acquired a minimum of adhi years practica 
> vommercial services experience, at least three years of which will have included heading up or as the number 2 
-of a successful organisation with a turnover in excess of £50 million. Responsibilities are widely drawn and wil 
-cover the further expansion and profitability, through more effective operating efficiency, the develo pment o o 
further profitable routes and product improvement, to carve out an even greater share of this highly competitive 
E market. Initial salary negotiable, £50,000-£65,000 plus usual substantial fringe benefits, plus relocation expenses 
ps ces sary / eae in strict confidence under reference MDA4665/E, to the Managing Director: CJA. 


3 LONDON WALL BUILDINGS, LONDON WALL, LONDON EC2M 5PJ. TELEPHONE: 01-588 3588 
or 01-588 3576. TELEX: 887374. FAX: 01-256 8501 


: d Management Consultants 
a Mure, Aae industries, 


; isultants Limited i is ex anding its permanent and contract 

o cater for ongoing and prospective long and short term 

ments in Ethiopia, Thailand, Pakistan, Bangladesh. and 
Malawi. The following are required immediately: 

WEconomists, Agricultural Economists and Financial Analysts with 


| experience in: project appraisal, monitoring and evaluation, farm 


‘management, rural credit, marketing, privatisation, structural 
adjustment, 

- Agronomists with experience in: irrigated agriculture, rural devel- 
.Opment, tree crops, extension and training, commercial farming. 
Process Engineers with experience in: tropical and temperate food 
and cash crops processing, livestock feed milling. 

Fisheries Consultants with experience in: aquaculture, fishing 
"economics, fishing industries. 

Environmental Scientists with experience in: resource conserva- 
tion, impact analysis, wildlife, forestry, pollution control. 
forestry Consultants with experience in: social forestry, industrial 
forestry, materials processing, agroforestry. 
ope Specialists with experience of: information technology 
particularly data base systems. 
.. Project: Manors with experience in leading multidisciplinary 
ee rural development projects, 


|] language M) and an indication ot labii for interview 

Ha dni e UK. 
|] Please write-in confidence to Birmingham Road, Saltisford, 
x Warwick CV34 4TT. Tel: (0926) 496121, Fax: (0926) 401882, 
elex: 31565 ULG G, for oe attention of The Manager, CSU, 


Mintel, already the leading consumer market analyst in’ 
the UK, now requires a group head to assume responsibil- . 


_ ity for continuing development of its European Syndicate z 
Studies Unit. 5 


Based in London, the successful applicant will have re- |] 
sponsibility for developing and building on the existing. | 
team. LE. 
He or she will have a minimum of eight years European . 
fmcg market/research experience. He or she will be an. | 
accomplished manager and used to working to deadlines. — | 
Above all, the successful applicant will be at home . 
communicating verbally and in writing with directors = 
senior managers in Europe. Presentational skills in more 
than one major European language are therefore vital. 
A remuneration package will be negotiable from £25, 900. 
Apply in writing with curriculum vitae to: fe eg 
Frank Fletcher 
Research Director - 
Mintel 
7 Arundel Street 
London WC2R3DR CC 

































































y goal, and that of President 
h; is to use this American le- 
age tó continue to move the 


bal- 








is needed to back our mar- 
ket-opening efforts. Retaliation 
will be used judiciously, only as a 
- last resort, and in a manner con- 
-sistent with our Uruguay Round 
E Objectives. 
^2. Our. current trade tools pro- 
vide flexibility. For example, sec- 
tion 301 does not require retalia- 
on when a trading partner 
fuses to remove trade barriers 
xcept where there is a clear vi- 
lation of an agreement.. 
Finally, 1 must protest at the 
losing proposition of your pn 
le—that what is neéded ' 
tave off American pco 
im" is better personal apprecia- 
ion. by me of the macroeco- 
omic foundations of the 
nerican aggregate trade im- 
valance. 

I regularly point out in testi- 
nony and in speeches that our 
rade deficit is not the product of 
rade barriers but rather of 
yroader economic factors. Con- 
ued macroeconomic-policy ef- 
Orts are necessary to close the 
ap between our savings, which 
ire too low, and our spending, 
which is too high, and to 
"counter the protectionist pres- 
ures which trade deficits en- 
outage. Although trade policy 
nnot cure aggregate trade im- 
xlances, I believe that it can 
prove domestic and global re- 
urce allocation, raise pro- 
uctivity and living standards, 
ind spur economic growth. 

CARLA A. HILLs 
The United States Trade 
ashington, DC Representative 










Dissent on chips 





2 SR was stunned by your arti- 
- cle on the Japanese semiconduc- 
tor industry, "The final thrust" 

- (March 18th). 

-. |e is nonsense to say that 
“Next year Japanese semi- 
conductor firms are expected to 
produce almost as many ad- 
vanced microprocessors as mem- 
ory circuits." Anyone with a 

































ket consists of many more units 









c8 


system towards freer 
le. A credible threat of retali- ` 
T judge. ruled that the ' 


sassing knowledge of the indus-- 
try knows that the memory mar- 


than does the microprocessor 
segment. This is so because each 


ICTOPTOcessor 


memory chips to store the data it 


manipulates. 
On the Intel-nec court fight 
you incorrectly. state that the 


court ruled that “NEC had notin- 


fringed Intel’s patents”. First of 
all, the, case dealt with copy- 
rights, not patents. Second, the 
‘micro- 
code” in a microprocessor is a 
computer program and can be 
protected by copyright law. This 
was a landmark victory for Intel 
and other creators of intellectual 
property. Although the judge 
ruled that NEC had not commit- 
ted a copyright violation in this 
instance, to suggest that this de- 
cision somehow opened the 
floodgates for a "final thrust” by 
the Japanese is a silly non sequitur. 

You also incorrectly refer to 
the Semiconductor Trade 
Agreement as an “export re- 
straint” agreement. There is 
nothing in the agreement that 
limits exports. The agreement 
does eliminate dumping chips 
below cost by requiring cost- 


based pricing from each 
supplier. 

ANDREW GROVE 
Santa Clara, President 
California Intel Corporation 





Backlash against business 





Sin—A while ago I met a Ger- 
man businessman who said to 
me, during a private conversa- 
tion: "business is legalised 
crime," When I looked at him, 
eyes wide open, he almost 
laughed his head off. It is this 
kind of spirit that is responsible 
for a "Backlash against busi- 
ness" (April 15th). 

Karachi W. MEDENBACH 





SiR— As a university student and 
active job hunter, I can testify 


- from first-hand experience that 


your hypothesis i is generally true. 
The main financial institutions 


many i 
States have substantiale sépped ^i 
up their recruiting efforts over - 


the past two years—only to dis- 


cover that the desire to bea cor- 
porate-loan officer is, in many i | 
~ whether 


cases, missing. 


Davidson, | 
North Carolina LW. TERR 












on- many successive days, on 
each one of which somebody 
had walked into the forest? Dr 


Hacking would say that Mr 


Brown would be equally unlucky 
or not others had ever 
walked into the forest. Well, 
that's right.. But wasn’t Mr 










Brown’ s immense bad luck. in 


— aay airt 


Sir—Mr Lee lacocca may not 
find the ideas of Adam Smith 
sufficiently chic. But 1 hope that 
those whose vision encompasses 
a wider perspective than "the 
backyard" (and those whose vi- 
sion should) will remain firm in 
the conviction that the free- 
enterprise market economy is 
the only proven means of in- 
creasing the standard of living of 
the mass of humanity. As the 
famous Austrian economist, 
Ludwig von Mises, tersely ex- 
pressed it, "Capitalism is essen- 
tially mass production to fill the 
RE of the masses. 

Los Angeles 


Gorbachev and the world . 


Si&—Should not the outline of 
the world—and not of Eastern 
Europe alone—figure on your 
cover paun “Mikhail the Lib- 
erator” (April 8th)? 

As noted by Mrs Thatcher, 
Mr Gorbachev is having “a pro- 
found effect on the wider world 
as well”. He has liberated us 
from the spectre of war. 

Nyon, 
Switzerland ARSLAN HUMBARACI 
PEO EE N EEE EE EE EEE 


A philosopher writes 


Sin—Your article on the an- 
thropic principle (March Lith) 
pictures a long series of uni- 
verses produced by successive 
big bangs. If their properties are 
random, a life-supporting uni- 
verse could well have arrived just 
by chance. Might that not throw 
light on our universe’s life-sup- 
porting properties? Of course 
only in a life-supporting universe 
would there be observers. | 
Dr lan Hacking, says your arti- 
cle, spotted a fallacy here. A long 
run of throws of two dice does 
not make a present double-six 
any less unlikely. Hence it ` "can- 
not explain it" 
Is that so? Fired into a forest 


randomly, a bullet hits Mr ^|] 


JM. SCHWARTZ - 


"Some way no surprise? 


Guelph, Canada JOHN T 


Judging Continental 


Sirn—In your report on ‘the uses 
and abuses of the Chapter 11 
bankruptcy filing in America 
(March 18th), you’ make refer- 
ence to Continental Airlines a: 
“one of America's most profit 
able airlines”. Perhaps by British 
accounting standards, but n-~ ^- 
the United States. 
Continental lost $315.51. u 
1988, following on a loss o 
$258.1m in 1987. Between 198: 





“and 1988, Continental has beer 
profitable just three times: ir 
1984 ($43.5m), 1985 ($57.7m 





and 1986 ($43m). Over the sam: 
six years, it has lost $886m. Yor 
be the judge. 


Washington, DC Perry Fuin 





Not so fast 


| Sik— You. insidiously pat your 





selves on the back in “Its earlie 
than you think” (May 6th). 

Try asking your subscriber 
how they feel about receivin 
their copies of The Economist u 
to five days after they appear o 
newsstands. 

To your headline I would, 
“but later than we'd like" 
Oxford P. G. Grono 


E. 











Latest Special Report No. 1182 
GENERATING PROFIT 
FROM WASTE 


Industry across Europe is coming under 

| increasing pressure to provide rigorous 

_ environmental safeguards. How can firms 
best turn waste management to their 
advantage at a time when the costs of 
ignoring environmental issues can be 
heavy and long lasting? 

This new study looks at the problems of 
waste control, examines new legislation 

: wore Se world and: takes à positive 
jement practices that 












North America gans R Best of World £188. 


Brown. Could Mr Brown's mis- _ : ^ e 


a be in any way explained, 


e, made unsurprising, by the d da a k di 






Business Planning. 


Seeboard supplies electricity 24 hours a day to nearly two million mit r i 
customers in South East England. With the forthcoming privatisation BR | GH TON 
of the Electricity Supply Industry we have set up a Corporate Strategy d 


_ Directorate, amongst whose tasks will be to create and develop a dynamic 
. . business planning function so that we can play a key role in the economy 
> of our area. We now need urgently to fill key posts in this Directorate 
= as follows. » T | 


Business Planning Manager 
to £37,500 + car 


The key task is to lead and motivate a new team being assembled who will 
be responsible for developing comprehensive, strategic business plans 
and the economic forecasts to support this activity The aspects covered 
will include examination of diversification and acquisition options. 


Significant previous experience of formulation of business strategy is 
therefore a key requirement for this post and a thorough appreciation 
of the business opportunities likely to arise in the South East region 
during the near future is also essential. (Vacancy no. 2578) 


Head of Business Forecasting 
to £30,000 + car 


Leading our forecasting team into the 90's, you will need to focus your 
several years of business acumen on electricity forecasts within the 
context of both the energy market and the national/regional economy. 
Experience in this type of forecasting is essential plus a good 
understanding of statistical/quantitive techniques. Equally important 
will be good leadership and communication skills, supported by the 
ability to grasp complex problems quickly (Vacancy no. 2572) 


Forecasting Analyst 
to £19, 500 


In this exciting new post, you will provide market forecasts and 
assessments, with particular emphasis on the electricity market, and 
assist the Head of Business Forecasting in leading our forecasting team. 


Experience in forecasting together with a good Honours degree in 
‘Economics, Maths, Engineering or a similar discipline is essential and 
experience in Forecasting and Analytical techniques would be an 
advantage. (Vacancy no. 2579) 


For those who have the motivation to take up these new and exciting 
challenges, these posts provide an excellent career move and substantial 
future rewards. 

1n addition to an attractive salary, we offer many other benefits including 
a very pleasant coastal location in which to live and work. 

To apply please write urgently with full career details, quoting appropriate 
vacancy number to the Administration Director & Secretary, 
SEEBOARD, Grand Avenue, Hove, East Sussex BN3 2LS 

(Tel 0273/724522). Closing date: 2nd June 1989. 


Doing a power of good 
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Transport Schemes ai 
Advise on Policy 


The Department is responsible for ensuring that Britain's transport needs 7 
are met safely and efficiently. We pursue these goals by managing the national ro road 
programme, sponsoring the transport nationalised industries, and setting the 
framework for a host of other transport related activities. Our work has as 
international element. 

Growth in the UK economy necessitates an expansion 1 of the tràn 
infrastructure. We have vacancies in central London for economists to assist in... . 
this exciting task. The work includes the appraisal of major road and rail schemes, Td 
examination of the methods used, assessment of their interaction with other & 
transport modes and other sectors of the economy and also advice on n policy such ias, TOS 
the use of private finance. E | 

Appointments will be for a fixed term of up to five years with the poss 
of extension. Applicants should have a good honours degree in economics and 
experience of transport is an advantage, it is not essential. Training can be arrang 
including, under certain circumstances, post- -graduate courses. di 

. Starting salary up to £24,355 depending on qualifications and experie 
Generous leave and non- -contributory pension. Help with relocation expense 
available where appropriate. i 

The Chief Economic Adviser, Dr John Rickard will be pleased to disi 

informally any queries including the possibilities of part-time working or second 
^. Please telephone 01-276 5299. 

For further details and an application form (to be returned by 6 dung 
write to Civil Service Commission, Alencon Link, Basingstoke, Hants RG21 1. 
telephone Basingstoke (0256) 468551 (answering service. operates < outside 
hours). Please quote ref: G(1)622. 

" The Department is an equal opportunity employer 
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Wi Offers its Master of Business 
Administration in Paris: 


* Evening classes € Week-end classes 


B ror professionnals 


with an undergraduate degree 


@ Spring classes begin Juh PI 1989 


Bi Financial aid is available 


"FOR FURTHER INFORMATION-CALL 


(1)42.66.66.82 


| | EMI /SAINT-XAVIER College University 






71, rue du Fg-5c Honoré - 78008 PARIS 
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International Management| institut 









JULY 17-221989 — 
OCTOBER 30-NOVEMBER 4 1989 





IMI-Geneva is again offering a leading edge Interna- "s 
tional investment Management Seminar for senio 
investment professionals located worldwide. 


The main issues to be addressed include: 
— Global asset allocation 
— international been di 
— Hedging currency apt with 
— Controlli Ing ind with f 
— implementing global investment policy 


The seminar leaders are drawn from IMI's own faculty | 

and from other leading academic and investment | 
institutions. Although the number of participants will | 
be restricted to maximise the interaction among partic- | 
ipants and faculty, a very broad range of nationalitiesis 





Please address correspondence to: 





e, Geneva 
4 Chemin de Conches 
CH-1231 Conches-G 
Switzerland 


Tel: (international: 41 22) 47 1133 
Telex: 427 452 imi ch 

Telefax (International: 4122) 464 439 
Cable dress: Maneduca 
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iggest new urban development project offers the Hartlepool — provision of residential, leisure and business 
| diis and maritime-related cde at the new marit 


. High quality factory units and greenfield sites now available. 

- Over a million square feet of prestige industrial and commercial 

“premises under construction or being planned. Specialised 

. accommodation on technology and business p rks. Participation 

_ end business opportunities in Teesside Development Corporation n Hall, Chief fExec ut e, Te esside D« 
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What now? 


ELL, no, they wouldn't go. A month af- 
ter they first took to the streets, China's 
students were still there this week—the week 
of the great rapprochement between the 
world's two biggest communist powers. The 
Chinese Communist party was hoping that 
the thousands of students swaying, singing 
and fasting in Tiananmen Square would be 
iust colourful, if unwanted, extras at the 
nd Deng-Gorbachev summit. Instead, 
ekily, they stole the show (see page 27). 
Where does their act lead? 

Until this week the students had some powerful allies. 
Their calls for “more democracy" and "less corruption” were 
helping the push-forward faction against the haul-back bunch 
among China's leaders. But now two things have changed. By 
disrupting the Gorbachev visit the students have humbled 
their government before the gaze of the world. More impor- 
tant, in a country run by a self-appointed group that claims a 
Lenin-given right to rule, the students have dared to attack 
leaders by name, including the mighty Deng Xiaoping. How 
the party handles the protesters once Mr Gorbachev and the 
world's television crews have gone will be a measure of how 
far China has been changed by a decade of reform. 

China's is not the first government to be caught off-bal- 
ance by student protest. In 1968 a tidal wave of it washed 
through the western world, causing alarm though little lasting 
damage. When their marches were over, some of those west- 
ern students could carry on their protest from within the sys- 

n. China is different. One-party communism allows no 
room for institutional protest; and criticism of almost any- 
thing is criticism of the party. The worry for China's leaders is 
that student-power is becoming people-power, as the protests 
spread beyond Beijing and thousands of ordinary folk turn 
out to join the throng. 

In the past, when the people have threatened to take de- 
mocracy into their own hands, the party has cracked down 
hard. In 1979 Mr Deng thought nothing of using the “De- 
mocracy wall" movement to do down his party enemies, only 
to crush the movement when the wall-posters starting attack- 
ing him personally as an autocrat. There is no doubt that the 
party still has the force to crush the student protests, too. The 
question is whether it has the political will. Back in 1979 Mr 
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bler, the China around him has changed, too. - 
After a decade of never-had-it-so-good re- _ 
form, China has hit a patch of economic trou- 
ble. Though calls for democracy may seem 
other-worldly to those whose chief worry is - 
the soaring price of a cabbage, resentment is — 
running high enough for many workers to — 
want to join in and put the government on | 
the spot. Mr Deng's word is no longer law (his 
bad-tempered calls a month ago for the pro- — 
tests to be crushed simply brought more peo- _ 
ple out on to the streets to support them), and 
no one else has the stature to tame the protesters. 1 
China's party is split. Some of its senior figures bravely 
think that the economy can be sorted out only by more far- - 
reaching reform, including freer prices and more 
decentralisation of decision-taking. Others believe that in - 
troubled times the correct course is the old one: tight control — 
from the centre. The chief decontroller is the party boss, Mr 
Zhao Ziyang, who had seemed to turn the student unrest to 
his advantage. Yet even Mr Zhao draws the line where the - 
taunting of his political rivals turns into flagrant and embar- 
rassing defiance of party authority. The students may yet suc- — 
ceed only in uniting the leadership against them. t 


Relax your grip, lose your balance 
Even if they do, the party is not the all-powerful force it once 
was. Last year, when the economy overheated badly, the gov- - 
ernment reached for the familiar controls on prices and pro- 
vincial spending, only to find they no longer worked. Too - 
much economic power had already been handed over to the — 
provinces, factories and farms for it to be clawed back easily. 
Only in the poorer parts of the interior is the party still 
looked to for guidance. All along China's eastern seaboard, 
from Canton in the south to Dalian in the north, local offi- 
cials are more likely to see central controls over the economy 
as unwarranted interference in booming business. ," 

The trick for any reforming communist party is to main- - 
tain enough control to be worthy of the name, while lifting - 
enough economic controls to produce more of the good life. — 
None has yet managed to strike this balance, not even Mr 
Gorbachev, the idol of China's students this week. By chal- | 
lenging China's party to reassert political control or else re- 
duce it, and by getting away with the challenge for so long, - 
China's students have at least achieved something important, - 
whether they return to their classrooms or end up in jail. Col- 
ourfully, noisily, unmistakeably, they have destroyed the 3 
myth of benign party rule. 
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Se election may not make things much worse, because 
~ A things could not be much worse in Argentina. President 
. Raul Alfonsin was elected six years ago to get democracy go- 
ing again after two cruel decades of military dictatorship. 


. I hat meant handing on power as he received it, through the 
ballot box. By presiding on May 14th over the defeat of his 
preferred successor, he passed part one of that democratic 
test. For part two he must wait until December 10th when the 
- winner, Mr Carlos Menem, is due to take over the presidency. 
-. Do not bank on a quiet transfer. Seven months of a lame- 
_in-both-legs presidency leaves plenty of time for mischief. De- 
mocracy has failed its other test, the economic one. Argentina 
is bust. The lights flicker, the doctors are emigrating, the 
teachers can barely read, the buses do not come. People feel 
poor, and rightly blame Mr Alfonsin for it. So, absurdly, they 
voted for the Peronist creed whose economic follies started 
the trouble back in the 1940s. 

_ Mr Menem flamboyantly promises a "productive revolu- 
tion”. If anything, this seems to mean that employers get 
cheap credit and workers higher pay, thus pouring more 
money on a hyperinflation. Prices went up by about 5096 in 
- April, and the exchange rate of the austral to the dollar has 
declined by 8096 in the past ten weeks. The government is 
borrowing massively because it has scarcely any money: since 
taxes are payable on last year's assessments, inflation wipes 
out their worth. Menemism is a mismatch of misunderstood 
notions, some from Mussolini, some from Maynard Keynes 
(though Keynes did not advocate handouts of worthless 
money in a fix like this). 

—.. For his part, Mr Alfonsin is talking of a “concerted transi- 
tion", which may mean that he now appoints the ministers 
Mr Menem wants. They may be no worse than Mr Alfonsin's 
own men, who, fed up with his indecision, have one by one 
resigned from office. But Argentina's worst problem, which 
has preoccupied Mr Alfonsin and caused his economic dith- 
ering, will be with him to the end. It is the army. 

The army has never resigned itself to democratic rule. The 


erals, discredited in the Falklands in 1982, handed the 
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EN lots of big American companies—].C. Penney, 
Lockheed, rrr, Polaroid, 3M and Procter & Gamble 
. among them— start shouting hallelujah over employee stock- 
ownership plans (EsOrs), it is right to be suspicious. The con- 
verts almost always say that turning their employees into 


Inflation and misery (and whiskers) are all set to grow in Argentina 


Give the workers shares 


j Br ployee stock-ownership plans are America’s latest corporate fad. Don’t let that put you off 
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mess to the civilians to sort out. They gave up direct control, 
but continued to exercise indirect power. Their more hot- 
headed juniors, the colonels, remind the politicians who is 
boss by attempting six-monthly coups for which they go un- 
punished. Officers have seen the value of their large privileges 
evaporate in the general economic disarray. To placate them, 
Mr Menem will presumably advise Mr Alfonsin to concede 
what he has so far honourably refused, an amnesty for crimes 
committed under the military in the 1970s. Reassured by Mr 
Menem on this, the generals may allow him, rather than one 
of their own, to answer for the country’s further decline. 


Painfully to post-Peronism 

As governor of his up-country province of La Rioja, Mr 
Menem’s idea of a make-work programme was to hire lots of 
extra public servants and pay them in worthless bonds issued 
by the provincial development bank. He proved himself a lazy 
administrator, as well as a macho, God-praising super-patriot 
with a wife who says she wants to play Evita to his Peron. 

In defence of their poor country, bright Argentines argue 
that the new man can learn from experience. As governor he 
saw that handing out freshly printed quasi-money makes no- 
body better off. He faced strikes by public servants, including 
a violent one in which the provincial police were tamed by 
federal intervention. He began his election campaign by ad- 
vocating straight repudiation of Argentina’s foreign debt, 
then backtracked into calling for a five-year moratorium. He 
stands by Argentina’s claim to the Falklands—but no longer 
wants to pursue it by expropriating the British Queen’s Pata- 
gonian properties, recognising at last that she has none. 

Whatever Mr Menem’s fantasies, he is not General Pe- 
ron—not a soldier brought to power by a coup, but a genuine 
president-elect. Experience is a reliable tutor; he should 
left to learn from it. The worst kindness to the confused and 
increasingly miserable people of Argentina would be to ease 
his path towards their ruin by the sort of international hand- 
out that President Alfonsin has several times received, and as 
often frittered away. 





shareholders will make them work harder and smarter and so 
boost the company’s productivity and profits to the benefit of 
all its shareholders. What they usually do not mention is that 
worker shareholders are more likely than outside ones to sup- 
port the company's managers against a hostile takeover bid. 








But even if the motives of many of their creators are, at best, 
mixed, it does not follow that ESOPs are undesirable. 

Many anti-takeover ploys—poison pills, golden para- 
chutes and the like—are that and nothing more. But the case 
for ESOPs would be strong even if corporate raiding had never 
been invented. This is why America’s Congress, in passing 
and then amending legislation to govern their formation, has 
given tax advantages to ESOPs. When, with the help of a smart 
lawyer, an American company borrows from a bank to lend 
money to an ESOP so that it can buy the company’s stock, all 
three parties to the transaction—the company, the bank and 
the employees—get tax breaks. The British government in its 
March budget moved in the same direction. 

Some scepticism is called for. In many companies it is not 
easy to prove or disprove the link between productivity and 
ESOPS (or any other sophisticated form of profit sharing). A 
modern company employing thousands of workers is far re- 
moved from such simple forms of incentives as share-crop- 
ping or tying a miner’s pay to the ore he digs out of the 
ground, But it is wrong to conclude from this that share-own- 

! schemes are just as likely to reduce productivity as to in- 
«vase it. Research by business-school boffins presented at a 
recent conference on profit sharing and productivity 
organised by the Brookings Institution in Washington, DC, 
confirmed the commonsensical assumption that a company 
will rarely get less and will usually get more out of a worker 
(and a manager) under profit sharing than under an inflexible 
reward system. Other things being equal, the profit sharer 
takes a longer view about his own and the company's pros- 
pects: he will be less inclined to leave, and probably more 
sympathetic to the introduction of new machinery and work- 
ing practices that increase productivity. 

The company will not usually benefit, however, if it views 
its profit-sharing scheme merely as a device for preventing 
takeovers. Some do. lt is no coincidence that so many big 
companies are aiming through ESOPs to ensure that a total of 
1596 of their stock is in friendly hands—a block that, for the 
many companies registered in Delaware, has the effect of 
making it impossible for all but the richest corporate raiders 





to finance their bids. 

To motivate employees, any kind of profit-sharing scheme — 
must represent a genuine attempt to make managers and - 
workers share the same goals. This helps explain why profit 
sharing is such anathema both to the hard left, which sees it 
as collaborationist, and to the right-to-manage right, which 
sees it as a stalking horse for the dreaded co-determination by — 
workers in running the company. Others have more prag- 
matic doubts or objections. 


The ayes have it 

The free-rider problem is often cited. A lazy worker, it is said, 
will be tempted to shirk because in a large company his efforts 
(or lack of them) can have only a tiny impact on production 


or profit. This is true enough, but it is even more of a chal- — 


lenge for managers in companies without ESOPs. Where a 
profit-sharing scheme is in place, fellow workers are more 
likely to ginger up the anti-social shirkers. 

Doubters also worry that Esors will offend other share- 
holders. This is a reasonable fear if, to set up an ESOP, a com- — 
pany increases the number of its shares: few shareholders like 
having their holdings diluted. In practice, though, most big 
companies have proved sensitive to this worry and have ar- - 
ranged for their ESOPs to purchase stock from existing share- 
holders. So long as that happens, anecdotal evidence suggests 
that, far from revolting against ESOPs, most American share- 
holders regard these and other forms of profit sharing as a 
jolly good thing that might help American firms match Asian 
and European rates of productivity growth. 

Another criticism, advanced mainly by unions, is that 
ESOPs are no more than a flexible wage and that workers gain 
more from toughly bargained wage increases. This, too, does 
not stand up. When a company invests in new technology, 
the cost of doing so temporarily depresses its profits and its 
ability to pay higher wages. But if the company has an ESOP, 
workers will feel they have a stake in tomorrow's strength and 
so have less reason to complain. As the investment starts to 
pay off, they will benefit not just in more pay but also in fatter 
dividends and a higher share price. 





fhe return of Egypt 


Arab unity is back. It's welcome if it brings Arab realism with it 


ISTORY seldom moves in elegant, decade-long cycles. 
Sometimes it comes close. Ten years ago, at the Bagh- 
dad summit of 1979, the members of the Arab League voted 
to expel Egypt and impose economic sanctions on it for mak- 
ing peace with Israel. Egypt, they said, had deviated from the 
Arab ranks and chosen, in collusion with the United States, 
“to stand by the side of the Zionist enemy in one trench". Yet 
Egypt has now been invited to take part in next week's Arab 
summit in Casablanca without having to tear up its treason- 
able peace with the Jewish state. 
Most Arabs will welcome its return. The Arab world feels 
Avcomplete without its most populous member. By forcing 
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Egypt into brooding isolation, the Arabs embarked on a rud- 
derless decade during which their least savoury leaders—Syr- 
ia’s President Hafez Assad, Iraq's President Saddam Hussein, 
even Libya's Colonel Moammar Qaddafi—strove to fill 
Egypt's place. Inter-Arab rivalries grew sharper, Lebanon 
slipped into chaos, Iraq fought a futile war against Iran and 
progress towards peace between Arab and Jew in Palestine 
came to a complete stop. 

The readmittance of Egypt will not undo all these reverses 
at a stroke. Egypt can be a force for conflict as well as for calm 
in Arab affairs, as the Nasser years showed. But Egypt's 
present leader is no Nasser. President Hosni Mubarak inher- 
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ship with America. He has worked his way back into Arab 
favour while retaining both legacies. This is not only a vin- 
dication of the policies of Anwar Sadat, the much-maligned 
peacemaker assassinated for his brave recognition of Israel. It 
is also a chance to widen the peace he made. 

= The 1979 summit marked the apogee of Arab 
 rejectionism. Outside Egypt, no Arabs were ready to think 
aloud about making peace with Israel. Mr Yasser Arafat's Pal- 
-estine Liberation Organisation was still committed to the 
elimination of the Jewish state by armed struggle. Syria and 
Iraq, at that time both firmly in the Soviet camp, felt likewise. 
Even the supposedly pro-western Saudis fell into line. After 
Egypt signed the Camp David accords with Israel, the Saudis 
joined other oil-rich Arabs in promising a decade’s worth of 
subsidies to Syria, Jordan, Lebanon and the PLO, the Arabs in 
the front line against Israel (see page 56). 

— On May 23rd the Arabs convene in Casablanca in cir- 
cumstances that could hardly be more different. Mr Yasser 
Arafat has recognised Israel’s right to exist and renounced 
terrorism. Russia was determined ten years ago to undermine 
^an American-brokered Arab-Israeli peace that diminished 
Soviet influence; nowadays it oozes reasonableness. In 1979 
- ]raq was a Soviet client, deeply hostile to the notion of Israel. 
“thas emerged from war with Iran with closer links to Amer- 
‘ica, greater self-confidence and far less interest in the libera- 
tion of Palestine. Recession in the Gulf has made the oil 
sheikhdoms question the point of subsidising endless conflict 
-. with Israel. In principle, on the Arab side, there has seldom 
been a better moment for peace. 

— To put the principle into practice, the Casablanca 
‘summiteers must throw their weight behind the peace policy 
the PLO has been pursuing since Mr Arafat said he recognised 


The Ito imperative 


ruling party the only way forward 


 Y2ROM Moscow to Mexico City, young leaders in a hurry 
A are discovering how hard it is to change things in a cor- 
rupt one-party state. Unlike Russia or Mexico—or China for 
that matter—Japan’s corrupt one-party state has been spec- 
tacularly successful. This does not make political change there 
all that much easier to achieve, as an old man in a hurry has 
spent the past few weeks discovering. 
Mr Masayoshi Ito, a 75-year-old former foreign minister 
who was the consensus choice to take over as prime minister 
from the fallen Mr Noboru Takeshita, said he would not ac- 
cept the job unless the ruling Liberal Democratic party agreed 
to radical political reforms. Over the weekend of May 12th 
some of the party barons dug in their heels, and Mr Ito ruled 
himself out of contention. That, the barons hope, is that: the 
sooner Japan gets back to money-politics as usual, the better 
they will like it. They may be winning this round (though that 
is still far from settled). But in the end they will find that Mr 
lto is right about Japan and they are wrong. 
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Whether he becomes prime minister or not, Masayoshi Ito has shown Japan's 
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last nber. In particular, t rey ought to leave Mr 
Arafat free to pursue through his new dialogue with the 
United States the proposal Israel has just made to elect Pal- 
estinian negotiating partners from the West Bank and Gaza. 
Backing Mr Arafat ought to be easy: since 1974 Arab summits 
have routinely proclaimed that the PLO is the "sole legitimate 
representative" of the Palestinians. The snag is that one 
rather influential Arab does not entirely agree. 


Spoiler Syria 

Syria's President Assad remains an implacable rejectionist, 
appalled by the prospect of an Israeli-Palestinian accommoda- 
tion. One of his worries is easy to understand. An Israeli-Pal- 
estinian peace that left out Syria might leave the Syrian Golan 
Heights in Israeli hands for ever. Fear of exclusion is one rea- 
son he keeps Lebanon under his thumb. But another part of 
his opposition to Mr Arafat has a deeper cause: an atavistic 
resolve to achieve "strategic parity" with Israel and impose 
the Arab will on it by force of arms. President Assad was 
happy enough to support the PLO when it was still embarked 
on a hopeless quest to destroy the Jewish state. He withdr 
his support in 1982, when Mr Arafat began inching towatus 
the idea of sharing Palestine with Israel. 

With Egypt back, the song the Arabs will be singing again 
in Casablanca next week will be unity. If the summiteers also 
want to hasten the movement towards peace in the region 
they will say explicitly (perhaps by voicing the word "Israel" 
for the first time) that the old Arab dream of destroying the 
Jewish state has at last been abandoned— not only by the Pal- 
estinians but by the wider Arab world as well. If President 
Assad stops them from saying so, and saying so plainly 
enough for sceptical Israelis to hear it, the unity will have 
been bought at too high a price. 








The conservatives at the top of the ruling party do not 
think that the Recruit scandal, which brought down Mr 
Takeshita last month, marks a turning point for Japanese 
politics. They have seen worse: notably the Lockheed scandal - 
of the mid-1970s, which ended in the conviction of Mr 
Kakuei Tanaka for taking $1.6m in bribes from America's 
Lockheed Corporation when he was prime minister—but did 
not end in the Liberal Democrats' losing power, or even in 
changing much about the way they raise money. 

The Recruit scandal, which involved influence-buying on 
an imperial scale by an upstart young company, has badly 
wounded the party. Four cabinet ministers including Mr 
Takeshita have had to resign; this week Mr Yasuhiro 
Nakasone, a former prime minister, at last agreed to testify on 
oath before parliament about his role in the affair, and will 
also be resigning as head of his party faction (see page 35). But 
while the Recruit company was extravagant in its bounty, it 
did not otherwise stray far from the norms of Japanese politia, 












pporters are much angrier about a new consumption tax 
eralised food imports than they are about Recruit. Let 
low over, say the men who turned down Mr Ito last week- 
id: why should we give up a good thing? 









better part of squalor 
ose complacent voices have a point. The Liberal Demo- 

have (in one form or another) ruled Japan continuously 
. for the past 40 years, partly because the opposition has never 
red a credible alternative. Under their venal stewardship, 
ch was based on politicians doing pork-barrel work for 
eir constituents while the incorruptible bureaucrats set 
. public policy, Japan enjoyed the most successful two genera- 
. tions of economic growth ever experienced anywhere. It is 
.. not a formula that democrats feel instinctively comfortable 
= With. But in view of its accomplishments, a good reason is 
. needed for saying it ought to be changed. 
| The remaking of Japanese society over the past decade has 
. provided the reason. It came first because Mr Nakasone 
..  Adened the country’s international horizons and then, 
| una deeply, because of the impact of the high yen. Japan's 
. task is no longer confined to being a genius with its economy 
and, in international affairs, an acolyte of the United States. 


















CeQVZE', "economies of scale", “globalisation”, "syn- 
AJ ergy”: all the jargon that was once popular with manu- 
facturers has reared its ugly head in service industries as di- 
verse as advertising, accountancy, finance and consulting. As 
the brothers Saatchi have put it: “It’s good to be big, it's bet- 
ter to be good, but it's best to be both." Now their former 
colleague, Mr Martin Sorrell, has bought the world's fifth- 
, est advertising group, Ogilvy. Its main subsidiary, Ogilvy 
. x Mather, will end up in the stable next door to J. Walter 
Thompson at Mr Sorrell's wep: under the same harness, he 
"hopes, both agencies will run faster and more profitably. Why, 
exactly, should they? — | 
- Claims that big is best have arrived in services just as they 
are disappearing from manufacturing. Flexible manufactur- 
ing techniques mean that mass production is no longer neces- 
sarily the cheapest way of making things; and it is rarely the 
way to win customers. Financial innovation and competition 
have enabled small firms to raise cash on terms that are close 
_to those enjoyed by bigger ones. The 1960s-style conglomer- 
„ate, using its managerial manuals to run a wide range of busi- 
nesses, went out of fashion years ago. A lot of corporate raid- 
-ers spotted that, nine times out of ten, size and diversity 
brought more problems than they solved. Size may sometimes 
still count, synergies may exist, but firms have learnt to be 
-cleverer at knowing when and where. 
:.- None of this has stopped the various “people businesses” 
at sell services to those manufacturers from preaching the 



























conservatives think that - 


ingly fight against scale. Show a “global” campaign create 








| Japan needs to find a way of fashioni | dts 
role; of working out its increasingly prickly j 





partnersni 
America and its place in the complicated balance of i 
East Asia; of opening itself more to foreign cur 
thought and foreign companies and goods. These be 
choices of national self-definition cannot be made byb 
crats. But a political system based on favour-swapping re 
than policy-making is equally ill suited to making them. Th 
is why the reforms Mr Ito demands— tough laws on campaig 
finance, a clearing-out of the ruling party's tainted old ranks 
the breaking of its money-hungry factional system—are 
essential. | d chr 
Younger Liberal Democrats, closer to the grass-roc 
agree with Mr Ito. The ruling party is now, in fact, two pat 
one clinging to the old ways, a younger one yearning for 
thing new. The contest between them is not over. Mr | ; 
may yet become prime minister, need not be the man chi 
to lead Japan. But if his line is rejected, even the Libera 
ocrats may face discipline by the ballot box. Japan's o i) 
tion has never looked like an alternative government. , 
for it still amounts to no more than an expression of pro 
But the Liberal Democrats will be inviting this rebuke i 
do not perform the as-yet-unknown miracle of a one 
state: reforming themselves without first losing office. 










































































advantages of size, and sometimes appearing to reap- 
The top five advertising agencies used to have 10% of 
world’s advertising business; they now have 20%. The “big 
eight" accountants are tightening their grip on the world’ 
auditing. Companies as diverse as WPP, American Expre 
and Peat Marwick have been touring the world with ope 
chequebooks. But they have not yet shown that this r 
either owners or customers any better off. As any bank 
holder will tell you, more assets does not necessarily m 
fatter profits. Us | 0o 


Ego + ego = we go Tr 
Whenever a service conglomerate has to justify its strateg 
usually when it needs more cash—it offers two argume 
One is that its industry is becoming more "global"; The ot 
is that staff in one part of the business can refer clients 
colleagues in another. Neither claim is convincing. — ^ 
The globalisers say that the future belongs to compat 
that can serve their clients all over the world. Rather i 
have a different consultant or auditor in each country, : 
tomer will opt for one firm worldwide. Will he? Simply hav 
a dot on the map—a sales-promotion firm in Thailand, 
example—does not mean that it is any good. Whatever hi 
office thinks, the Thai branch of a big multinational is lil 
to choose the best local service if the global alternative is 
mediocrity. More, the service firms’ own assets will increa 
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on Madison Avenue to a copywriter in a Mayfair or Ginza 
wine bar and he will mutter “not invented here.” The dismal 
performance of American-style hard-sell advertisements in Ja- 
pan supports his point. 

The cross-referrers claim that an adman can prompt a cli- 
ent to try a sister public-relations firm; an auditor can give the 
nod to a consultant; a securities salesman can show the way to 
his colleague in a mergers and acquisition team. Sometimes 
and perhaps. Referrals provide only around a tenth of wPr's 
new business. Mr Sorrell has so far treated them, and his 
global clients, as extra jam rather than wPP's bread and but- 
ter. An excellent division, such as Saatchi's main British ad- 
vertising agency, will be in no hurry to risk its good name on a 
cross-reference to a newer cousin, such as Saatchi's consult- 
ing group. Expecting service egomaniacs to co-operate is like 
asking prima donnas to share the best dressing-room. 

Diversity works only when two businesses genuinely share 
a common skill. Britain's Michael Page Group has found to 


its cost that headhunting and design do not mix. Merging 
advertising and public relations—both ways to present a firm 
and its products—may make more sense, as long as ways can 
be found to massage egos. Size can add clout, but it can alsc 
get in the way. Consultants are grateful to their rich account- 
ing parents for new computers, but resent their bureaucratic 
ways. Corporate weight counts most when the service pro 
vided is close to a commodity. Media-space buying in ad. 
vertising is one example, market share in treasury-bond deal 
ing is another. But bigness often repels the most talentec 
copywriters or financial dealers. 

As Hanson has shown in manufacturing, this is the age o! 
the shark, not the whale. Hanson now sells as many compa: 
nies as it buys, and it avoids the mirage of synergy. The 
Saatchis need to do the same. Globalisation has helped thei 
shareholders less than the brothers’ skill at old-fashioned fi 
nancial discipline. Investors would be wise to trust such skills 
and shun the dreams of empire. 





Owen on his own 


Those whom the gods would destroy they first call promising 


HE leader of Britain’s Social Democratic Party (spp) has 

had his rendezvous with reality. After some dismal results 
in local elections, Dr David Owen has admitted that his 
11,000 members and three members of Parliament cannot 
pretend to be a national force. Dr Owen now says he will fight 
only selected parliamentary seats, and engage in “guerrilla 
warfare" for social democracy. This is too wishful by half. 
Many of those 11,000 will soon drift off, to other parties or to 
none. They will leave behind a rump that Dr Owen's oppo- 
nents will fairly be able to call his fan-club, the name cynics 
have called the spp since he became its leader in 1983. 

Until recently that gibe was wrong. In both the 1983 and 
1987 general elections, more than 7m Britons supported the 
Alliance of the spp and the Liberals. They did so for many 
reasons, of which disenchantment with Labour and the Con- 
servatives was the most important. But Dr Owen himself was 
a powerful draw. He is only 50, so it is easy to forget how long 
he has been around; of those now on the front benches, only 
Mrs Margaret Thatcher and Mr Roy Hattersley were minis- 
ters before him. When his combination of talent, youth and 
experience cast its lot with the centre, he persuaded many 
that it had a toughness about it far removed from the eccen- 
tricity (sometimes lovable, often not) of the Liberals. 

Those supporters have been let down. His retreat is billed 
as a tragedy, and so it is—but it is one for them, rather than 
for him. Three times he was found either wanting or dreamy. 
He was wanting, first, because his policies did not seem dis- 
tinctive; they were part Labour, part Conservative. He was 
wanting, second, in a test of nerve. In 1985 and 1986 he could 


have merged the spp with the Liberals, become the leader of 


the new party, and stamped his personality on it. He did noth- 
ing, preferring to be number one in his own party rather than 
risk being number two in a new one. 
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He was dreamy, and fatally so, in believing that what h 
called the "new politics” —of many parties, each prepared t: 
enter into coalitions—could be crafted within Britain's ok 
political shells. He behaved as though he could have a futur 
on his own when the majority of the SDP joined the Liberal 
last year. He was disastrously wrong. Under its present (un 
fair) electoral law, the bedrock of British politics is neithe 
personality nor policies. It is loyalty to party. Without a party 
the limits of Dr Owen's influence were always bound to b 
exposed. His supporters say that Mr Enoch Powell, a cabine 
minister for just 18 months, has been influential for 20 year: 
But Mr Powell always knew he had to belong to a party; if h 
hadn't got the Tories, the Unionists would do. p". 


If it isn’t Perugia, it will have to be Plymouth 
Dr Owen now muses that he may change party again; that h 
might rejoin Labour, perhaps even sit in a Labour cabine 
This is Owen-the-dreamer. Imagine the venom of a Labor 
conference addressed for the first time by the man wh 
helped to split the party. Mr Neil Kinnock, Labour’s leade 
has no more interest in making space for Dr Owen than F 
has in canonising Ramsay MacDonald, and for the same re: 
son—Labour activists would think it an act of betrayal. 
Without a role on the British stage, Dr Owen must loc 
elsewhere. If the president of the European Commission we! 
ever elected, he would make an attractive candidate, combii 
ing a commitment to open markets with sensitivity to n 
tional prejudices. Europe needs that combination. Or pe 
haps he would like to be Lord Mayor of Plymouth, and wai 
like Grant at Galena or de Gaulle at Colombey, for the sur 
mons to high office. Dr Owen's troops should not assun 
that it is only a matter of time before the summons arrives. 
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Whatever amount you decide to invest, or whichever fund 
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SINCE 1735 THERE HAS NEVER BEEN 
A QUARTZ BLANCPAIN WATCH. AND THERE NEVER WILL BE. 


JB. 
BLANCPAIN 


Each watch is assembled, polished and 
finished by hand by the indivjdual watch- 


Selfwinding with second hand 


and date 

maker. 

Only about a dozen watches, each indi- 
There is still no Blancpain “collection” as vidually signed and numbered, daily 
such. The same case houses each of the leave the workshops of Blancpain — the 
six "masterpieces" of the art of watch- oldest watch name not only in Switzer- 
making developed by Blancpain. land, but also in the world. 


Available in London; 
Carringtons, Mappin & Webb, David Morris, Garrard, London Hilton Jewellers, Watches of Switzerland, The Watch Gallery, Tyme and: 


BARCELONA Soler Cabot BOSTON Dortmann BRUXELLES Frohmann Frères DUSSELDORF Biome, Wempe FRANKFURT Friedrich, Wempe GENEVA Benolt de Gorski, Chimento, Facet, Golay Fils & Stahl, Zbinden 
GENEVA-AIRPORT Compro de l'horlogene GRAND CAYMAN Dennis Smith HAMBURG Becker, Wempe LONDON Carringtons, Mappin & Webb. David Morris, Garrard, London Hilton Jewellers, Watches o! Switzerland, 
The Watch Gallery LOS ANGELES Princess Ermine MADRID Suarez MÜNCHEN Hemmerte, Huber, Wempe NEW YORK Cellini, Tourneau, Wempe — PARIS Arfan, Buccellati, De Paillette, Wempe. Co! ROMA Ansuini, 
Capuano, Hausmann ST. MAARTEN La Romana ST. THOMAS Riviera TORONTO European Jewellery WIEN Carius & Binder, Hübaer ZURICH Barth, Filitz, Gut, Meister ZURICH-AIRPORT Tuner BERMUDES 
frissan = MONTE-CARLO Buccellati. Van Hubracht Information from. Blancpain SA - CH-1348 Le Brassus - Switzerland ~ Tx 459 420 Tel, 01041-21845 40 92 
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One day, son, all this 
will be theirs 


Most of South Africa’s whites know in their hearts that majority rule is 
coming. But they cannot yet face up to it 


RIVE out of Cape Town to the east, 
and you wil find no signs for 
"ihayelitsha. But you can hardly miss it. 
since the township's foundation in 1985, 
some 200,000 black South Africans have 
collected there. Parts of the township are en- 
closed by fences; elsewhere, wide flat spaces 
are marked out with latrines, one every 20 
yards. Half the latrines are surrounded by 
makeshift homes; the rest await new settlers. 
They come, a bus-load almost every day, 
from the nearby homeland of Transkei. Bit 
by bit, Cape Town is turning black. 

So are other South African cities that 
apartheid once kept white. A flood of mi- 
grants from the countryside has made 
greater Durban reputedly the fastest-grow- 
ing metropolitan area in the world. Johan- 
nesburg's commercial centre teems with 
black commuters from the townships 
around. In 1980 blacks accounted for just 
over half South Africa's urban population. 
By 2000 they will outnumber whites by 
nearly five to one. 
on Some of these new city-dwellers are 
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both prosperous and educated. By now 
blacks hold more than half South Africa’s 
spending power. Still more significant, they 
make up half of its secondary-school leavers. 
Whites still have a near-monopoly of top 
jobs in industry, but around a third of mid- 
dle managers are non-white. Black trade 
unions, legal since 1980, have demonstrated 
that whites cannot run industry without 
black co-operation. And whatever the col- 
our, or the racial views, of their manage- 
ments, companies depend increasingly on 
pleasing black consumers. 

Allied to black economic power stands 
that of foreign business. Until blacks declare 
they are content with their government, the 
noose of foreign sanctions and disinvest- 
ment will tighten on South Africa. It has al- 
ready imposed a ceiling on growth in the of- 
ficial economy of less than 3% a year. To 
absorb the increasing black workforce, 596 
is needed. One study suggests that by 1990 
black unemployment will be half a million 
higher, and the average South African more 
than 1096 poorer, than would have been the 


case without sanctions and disinvestment. 
That promises more riots from the poorer 
section of the new urban population, fol- 
lowed no doubt by violent suppression that 
will bring yet more sanctions. 


White fear 


Whatever the military power of the white 
state, it is doomed by demography and eco- 
nomics. Whites’ first response is fear. Not 
just of next year or the next decade either, 
but now. As urban crime rises, white fam- 
ilies in Johannesburg invest in tall fences 
and dogs. BMW cars are known as German 
take-aways; some owners chain their axles to 
lamp-posts when they park. In politics, a 
quarter of the white electorate has sought 
the apparent security offered by the far-right 
Conservative party, which promises to re- 
store segregation in full. 

The next effect is resignation. The rul- 
ing National party openly says that segrega- 
tion can never be brought back. Last Octo- 
ber the Conservative party won control of 
some 90 town councils, and restored the 
"whites only" signs to parks, swimming 
pools and bus stops. Blacks from the local 
townships responded by boycotting white- 
owned shops and fast-food restaurants in 
the Conservative towns. Some of these 
folded; the rest rounded on the council for 
depriving them of custom. Now even Con- 
servative supporters know that the flow of 
blacks into the cities is too strong to be re- 
versed. One recent opinion poll suggested 
that 70% of whites—and 40% even of Con- 
servative voters—think power-sharing with 
blacks ultimately inevitable. 

Yet resignation stops short of coura- 
geous readiness to change. For the moment, 
tentative concessions are thought sensible; a 
bold effort to accommodate blacks is not. 
An opinion poll conducted last year by Mr 
Laurence Schlemmer, a South African aca- 
demic, concluded that 6496 of those who 
vote National, and 6096 of Conservatives, 
favoured the sort of muddled policy on resi- 
dential segregation that the government is 
now pursuing, with most areas segregated, 
but a selected few allowed to turn “grey”. 

This state of confused timidity is normal 
enough. People anywhere can usually adjust 
to reform once it is forced on them, but they 
seldom anticipate it. Think of Kenya, or 
more recently of Zimbabwe. Whites in Na- 
mibia once dreaded the end of residential 
segregation; now, desegregated, they realise 
that the presence of wellto-do blacks in 
their smart neighbourhoods is no cause to 
worry. Yet few Namibian whites are yet used 
to the notion of majority rule, even though 
United Nations soldiers have arrived to in- 
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Money has no colour 


stall it. Equally, few of South Africa's whites 
will accept the idea of a black government 
until they have one. 

Meanwhile, the mixture of fear and res- 
ignation is creating predictable strains. 
Some of the more mobile whites are leaving. 
There is no flood: in 1986, 14,000 South Af- 
ricans emigrated; in 1987, 11,000; in 1988, 
only 7,000. But most young English-speak- 
ers have at least thought of quitting, an idea 
easier for them than for Afrikaners, tied to 


South Africa by language, education and, 


- mot least, ancient loyalties. Some of the Eng- 
- lish-speakers too stay out of loyalty, some for 


the excitement of the struggle against apart- 
heid, some for both. For many, though, the 
strongest ties are those of good jobs, com- 
fort—and other countries' immigration re- 
strictions. 

For those who stay, the strain shows it- 
self in self-delusion. The soaring growth of 
the black urban population and the threat 
of black unemployment are discussed rather 
as Britons might talk about their chaotic 
schools, or Americans the threat of drugs: 
serious problems certainly, but not ones 
likely to result in the collapse of the political 


_ order. For many South Africans, the decline 


of the rand and the rising cost of imports 
seem more alarming; for Johannesburg 


'- whites, the family car costs a third as much 


to buy as the family house. 

In search of grounds for optimism, 
whites seize on chinks in South Africa's dip- 
lomatic isolation and pretend they are win- 
dows. Mrs Margaret Thatcher's distaste for 
sanctions wins her torrents of applause; 
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favourable articles in the British press 
are gleefully reported in South Afri- 
can newspapers the next day. Last 
year's negotiations on Namibia won 
President P.W. Botha invitations to 
visit four black African states, and 
brought a remarkable warming of re- 
lations with Russia; some white South 
Africans even started saying that, if 
the West were to impose further sanc- 
tions, Russia might make a suitable 
ally instead. These are dreams. Diplo- 
matic isolation hurts South Africa by 
starving it of loans and investment, 
which neither black Africa nor Russia 
can provide. 


Edging towards reality 


Some brave and thoughtful whites 
avoid such self-delusion, and their 
group is getting gradually bigger. 
With the launching of the Demo- 
cratic party in April this year, South 
Africa acquired its first political party 
with substantial white support that 
openly advocates universal suffrage. 
Inside the National party, senior fig- 
ures have come to talk of a black pres- 
ident (hedged in with checks and bal- 
ances, to be sure). The far right is 
flirting with the idea of carving out a 
white homeland, revealing even its unspo- 
ken acceptance that black rule cannot be 
put off for ever. 

A growing band of academics is urging 
that blacks be given some measure of power. 
This has long been true on English-speaking 
campuses, but since 1987 the calls for speed- 
ier reform have spread to Afrikaans univer- 
sities. The most liberal of these is Stellen- 
bosch; the revolt there against the National 
party is so strong that President Botha re- 
signed from the post of chancellor. 

The melting of old attitudes is evident in 
the views taken of the African National 
Congress. The government's propaganda 
has long demonised the ANC. As recently as 
1987, liberal Afrikaners planning to attend 
a conference with the ANC in Senegal feared 
they would have their passports confiscated. 
These days such meetings are almost com- 
monplace. National party members of par- 
liament admit privately that in the end they 
will negotiate with the ANC; one, Mr Albert 
Nothnagel, recently appointed ambassador 
to Holland, has said as much in public. Pro- 
fessor Johan Heyns, the leader of the Dutch 
Reformed Church, to which most Afrika- 
ners belong, has called on the government 
to drop its insistence that the ANC renounce 
violence as a precondition for talks; Beeld, a 
pro-government newspaper, supported him. 

A few white leaders, aware that the 
snail's pace of reform will only make the nec- 
essary eventual reconciliation harder, have 
set out to persuade whites that their chil- 
dren will thank them for accepting black 
rule sooner rather than later. Since 1986 Mr 


Hevns has been telling his flock that racial 
discrimination cannot be justifed. The 
Broederbond, a semi-secret club of influen- 
tial Afrikaners, is putting about the contro- 
versial view that black rule does not 
threaten Afrikaner identity, which it says 
depends on religion and language, not the 
exercise of government. A Jew is a Jew, says 
the Broederbond, whether or not he lives in 
Israel. On a humbler level, a group called 
Youth for South Africa was founded three 
years ago with the sole aim of persuading Af- 
rikaner children to change their attitudes to 
blacks. 

White business leaders have long advo- 
cated reform. During the 1984-86 black up- 
rising, they published anti-apartheid ad- 
vertisements in the newspapers. These have 
grown less common, but businesses are still 
engaged in more discreet activities such as 
housing black employees in white areas or 
founding multi-racial schools. 


The hard task of persuasion 


Yet reformers have a Herculean task per- 
suading fellow whites to follow them. True, 
a few are sympathetic. English-speakers, in 
the Cape particularly, have a tradition of rel- 
ative liberalism. Some reckon women tend 
to be more liberal than men. They resent the 
conscription of their sons into the army; in 
some cases, their friendship with a maid 
breeds sensitivity to the sufferings of blacks. 
Among Afrikaners, most women do not go 
out to work, so they escape the ties of pa- 
tronage that cement their husbands’ loyalty 
to the establishment. Most whites, however, 
much prefer their present comforts to the 
uncertainties of black government. Be hon- 
est: in their shoes, wouldn’t you? 

So the snail's pace at which reform has 
indeed proceeded in the past five years is 
broadly popular among whites. The stron- 
gest political challenge to the government in 
the past two years has come from the right, 
and the National party is probably correct it ` 
saying that if it scrapped segregated schoo! 
ing immediately the Conservatives would 
win the next election. Last year cabinet min- 
isters were worrying that the desegregation 
of beaches around Durban might cost the 
National party 100,000 votes. Only the 
(mainly English-speaking) rich unreservedly 
support the desegregation of state schools or 
swimming pools, because they do not use 
them anyway. 

Afrikaner reformers have an especially 
hard row to hoe. Many English-speaking 
children go to private schools that have 
scholarships for blacks; almost all Afrika- 
ners go to state schools, which are segre- 
gated. Primary schools teach “moral pre- 
paredness", which includes patriotism and 
knowing the real enemies, like communism. 
The army visits even nursery schools in 
country towns to explain such dangers. And 
communism is equated with black rule. By 
the time they leave school, many young Afri- - 
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WHITE SOUTH AFRICA 


kaners are genuinely confused. And they 
can and do fairly ask, as they learn the fate of 
America’s redskins or Australia’s aborigi- 
nes—or Idi Amin’s enemies—who exactly is 
entitled to lecture them about Soweto. 

The Afrikaans universities too differ 
from English ones. At the English Univer- 
sity of the Witwatersrand, usually known as 
Wits, a fifth of the students are black or 
brown. More often than not, students make 
friends within their own racial group. But 
the integration has been sufficient to stoke 
conscientious objection. Some young whites 
have refused to do army duty in the town- 
ships because they had friends among the 
protesters there. All English campuses are 
affiliated to the National Union of South 
African Students, an ally of the banned 
United Democratic Front. Among politicos 
on English campuses, “liberal’’ is a dirty 
word, just as it is among politicised blacks. 

Afrikaans universities are less mixed, 
and much less radical. At the Rand Afri- 
kaans University (RAU) in Johannesburg, all 
but 6% of students are white. At Stellen- 
bosch, student residences on campus re- 
main segregated, though away from the cam- 
pus accommodation is mixed. The Stell- 
enbosch students have voted against 
allowing the End Conscription Campaign 
to set up a local branch. 

This conservatism is cultural as well as 
political. The young are taught respect for 
elders; one academic at RAU complains that 
her students never contradict her. Wits radi- 
cals joke that, when a RAU lecturer says good 
morning, the students take a note. The strict 
Calvinism of the Dutch Reformed Church 
seems to impress young Afrikaners as much 
as more familiar student themes: boy meets 
girl—and invites her to his church. 

Later in life, respect for elders is re- 
placed by loyalty, with the same conserva- 
tive results. Ever since their mistreatment by 
the British empire, which invented con- 
centration camps to deal with them, Afrika- 
ners have felt threatened by the big forces of 
the world: the black nationalism that swept 
Africa, the communism which took the 
blacks' side, the liberalism of former colo- 
nial powers whose protests at Afrikaner be- 
haviour were all the more shrill because it 
was once their own. Here too, culture rein- 
forces politics. Unlike English-speakers, 
whose language dominates the world, Afri- 
kaners fear that black rule in South Africa 
will eradicate their language and culture. 

Thus threatened, Afrikaners have ele- 
vated lovalty to their tribe—meaning, at 
least until recently, to the National party— 
above the individual conscience held sacred 
in the West. The pro-government press 
makes little distinction between the inter- 
ests of the country and those of the National 
party. When Mr Willie Esterhuyse, a liberal 
Afrikaner academic, deserted the National 
party in 1987, he explained he had done so 
because he could no longer reconcile its pol- 
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icies with his conscience. Conscience? The 
establishment press demanded what had 
happened to his loyalty. 

Because of this culture, Afrikaner re- 
formers have aroused violent reactions. Mr 
Hevns's anti-racist talk has prompted some 
of his congregation to found a new, pro- 
apartheid church of their own. A former 
head of the Broederbond, Mr Carel 
Boshoff, has set up the pro-apartheid Afri- 
kaner Volkswag to compete with it. Even 
the tentative reformism of the National 
party was enough to conjure up the 
Conservatives. 

So reform often seems hopeless. Yet 
these divisions within Afrikanerdom work 
in its favour. Respect for the tribal elders is 
weakening as the elders fight among them- 
selves. Loyalty to Afrikanerdom no longer 
has to mean votes for the National party. Mr 
Max du Preez, the editor of Vrye Weekblad, 
an anti-apartheid weekly set up last year, is 
as passionate about Afrikaner culture as he 
is keen on political reform; and 7,000 Afri- 
kaners buy his paper. Academic work by 
Miss Nina Overton, an Afrikaner despite 
her name, suggests that about a quarter of 
Afrikaners—mainly among city-dwelling 
graduates aged from 25 to 40—are wavering 
between the National party and the reform- 
ist Democrats. 


The pull of the tide 

The test will come in the elections recently 
announced for September 6th. These will 
probably prove Miss Overton too optimis- 
tic. Yet, with time, whites—not least Mr 
F.W. de Klerk, the man who will succeed 
President Botha after the elections—are 
likely to accept that they may as well swim 


Voortrekking into the sunset 
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with the irresistible black tide. Although 
black urbanisation provoked white fear at 
first, in some places it has softened preju- 
dice. When the newly elected Conservative 
town council of Boksburg threatened to cut 
off the water and electricity of ten Indian 
families, white residents rallied to the Indi- 
ans’ support. Their neighbours, they pro- 
tested, were cultured and educated, and 
paid good money for their homes. That is a 
less than lovable “people like us” argument, 
but at least it was not one of skin-colour. 

The desegregation of the cities has not 
brought real integration. Most bars are pa- 
tronised by either blacks or whites. But 
some shoulder-rubbing does go on. The 
Market Theatre in Johannesburg has a 
mixed cast and clientele; the same is true in 
many areas of the arts. In sport, Transvaal's 
rugby is overwhelmingly white, which 
matches that province's conservatism. But 
Natal’s cricket is enjoyed by Indians as much 
as whites; rugby and cricket in the Cape 
tract mixed-race audiences. More and me 
blacks have responsible positions in bus 
ness; given time, the idea of blacks with po- 
litical responsibility may come to seem less 
outlandish in white eyes. 

This change will come in stages. Rhode- 
sia, now Zimbabwe, had a token black-led 
government before blacks were given real 
power; Namibia had a mainly black "transi- 
tional government of national unity” before 
the current transition to genuine indepen- 
dence. In South Africa blacks will be admit- 
ted into government piecemeal. Whites will 
worry, then grow used to it. The faster they 
do so, the greater their chances of living 
happily in post-apartheid South Africa. 
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Four days that shook the world 


FROM OUR CHINA CORRESPONDENT 


ORE than a million students, teachers 
and workers, even some soldiers and 
policemen, marching through the centre of 
Beijing; the visiting president of the Soviet 
Union forced to abandon his long-planned 
schedule; ambulances ferrying stricken hun- 
ger strikers from Tiananmen Square, the 
ymbolic heart of Revolutionary China; 
und, after a week of derisive calls for China’s 
leaders to step down, a widely believed ru- 
mour sweeping Beijing on Thursday night 
that Deng Xiaoping had indeed resigned. 
The first summit meeting between China 
and Russia for 30 years has been a fiasco. 
China's students have seized the moment of 
history that Mr Deng and Mr Gorbachev 
thought they had reserved for themselves. 
The timing of China’s earthquake has 
been a mixture of chance and paradox. The 
protests began on the death last month of 
Hu Yaobang, sacked as China's Communist 
party boss two years ago for being too lib- 
eral. They continued this month with the 
meeting in Beijing of the Asian Develop- 
ment Bank, and they reached a climax with 
the arrival on May 15th of Mr Gorbachev 
for a four-day visit to “normalise” relations 
between communism’s two great powers. 
Even the most blinkered time-server in the 
e ^ Chinese leadership could understand the 
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folly of using normal police-state methods 
when several hundred foreign journalists— 
including the heavyweights of American 
television news—were in the Chinese capi- 
tal, mesmerised by the most serious chal- 
lenge to central authority since the victory 
of Mao Zedong in 1949. 

So much for chance.. The paradox is 
that China's students should protest against 
the rule of the most liberal regime China has 
known. In a decade of economic reform and 
openness to the outside world, Mr Deng has 
banished the mad excesses of Maoism and 
given a billion Chinese at least part of the 
right to make their own money, decisions 
and mistakes. Yet this week the ungrateful 
young badly embarrassed Mr Deng—and 
may even have cost him his job. 

` The rumour of his downfall circulated 
on May 18th, around the time Mr Gorba- 
chev took off for Moscow. It was said to 
have been started by an official who told a 
group of students outside Zhongnanhai, the 
compound in Beijing where the top leaders 
live, that Mr Deng had indeed resigned. For 
more than a year he has had only one (albeit 
vital) post, that of chairman of the Central 
Military Commission, but his power has not 
been attached to any title. The rumour of 
his going was officially denied, to general 


scoffing by the hundreds of thousands of — 
demonstrators still crowding Tiananmen - 
Square after dark. l 
Whatever the truth of the matter, the ] 
leadership, from Mr Deng down, has lost — 
face. Westerners are sometimes puzzled by 
this Asian concept. But it is, quite simply, 
humiliating for China's leaders to have to 
display their impotence in front of foreign — 
guests. Mr Gorbachev could neither visit - 
the Forbidden City, just off Tiananmen — 
Square, nor hold his final press conference 
in the Great Hall of the People. d 
What has gone wrong? One of the lead- 
ership's difficulties is that the momentum of - 
economic reform has been diverted into the 
connected by-ways of inflation and a "reme- ' 
dial" programme of austerity. Mao's virtue 
was the equality of misery; Mr Deng's 
maxim that “to get rich is glorious" has in- 
troduced the politics of envy. | 
There is another difficulty: Mr Deng's — 
“open door” policy has brought an aware — 
ness of the outside world that Mao kept hid- 
den. Some 30,000 Chinese are studying in 
America and foreign news reports can be 
heard on millions of transistor radios. Eco- 
nomic reforms have bred a demand for po- — 
litical reform—and the genie cannot be put - 
back into the bottle. One of the ironies of — 
this week's protest is that Beijing's students 
should crave Mr QGorbachev's glasnost, — 
seemingly unaware of the repression in Tbi- 
lisi and of poverty in Moscow. y 
Finding a silver lining to this troubled — 
political fabric would be hard for any leader- 
ship. Mr Gorbachev was careful not to gloat 
at the discomfort of his host. Instead, he 
emphasised the positive. He talked about an 
end to three decades of tension and the 
normalisation of relations at both govern- - 
ment and party levels. He pledged to reduce — 
by three-quarters the number of Soviet 
troops on China's borders and promised no 
"hegemonism"' in Asia. 
Mr Gorbachev glossed over the difficul- 
ties: not just his disrupted schedule (“We 
also have hotheads," he is said to have said), - 
but also the two countries' enduring im- 
passe over Cambodia (see box on next 
page). In short, Russia's leader did his best 
to present the summit so as to reflect | 
on both Russia and China. T 
The effort may be futile. Beijing's stu- 
dents and workers—and several thousand - 
of their counterparts in as many as 20 other 
cities including Shanghai—are making de- 
mands that range from the difficult to the 
impossible. The government has yielded 
over some of the merely difficult ones. Chi- 
na's radio and television have given unprec- - 
edented coverage to the demonstrations and 
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| E | When Khmers Rouges march 
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| The menace in the mountains 
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ONSTERS have their uses. What 
kind of a fight would the Cambo- 

dian resistance have put up against the 
Vietnamese without the Khmers Rouges! 
But with peace in sight the resistance lead- 
er, Prince Norodom Sihanouk, wants to 
dispense with his monster, or at least re- 
| move its fangs. On May 13th in Bangkok 
he said that China and Thailand should 
agree to stop supplying arms to the 
Khmers Rouges. "Then the Khmers 


Rouges will have to be more reasonable." 


Prince Sihanouk said he feared that if 


the Khmers Rouges continued to get arms 
they would launch a "blitzkrieg" on the 


capital Phnom Penh when the Vietnam- 


ese left Cambodia in September. He 

hopes to return to a peaceful Phnom Penh 

this year to preside over an interim gov- 

ernment that will run the country until 
| free elections are held. 

The prince's plea to China and Thai- 
land is important. lt is the first call he has 


hunger strikes. Student leaders have met se- 
nior government officials, including the 
prime minister, Mr Li Peng. The party secre- 
tary-general, Mr Zhao Ziyang, has promised 
to "expand openness". He and Mr Li even 
visited hunger strikers in hospital to show 
that they "understood". 

And the impossible? The students have 
been calling for an end to “dictatorship by 
one individual”. Yet even if they can boast 
Mr Deng's scalp, they will not be claiming 
that of the Communist party. During his 
curt talk with the students, Mr Li took a 
tough line: “Beijing in recent days has in my 
view fallen into a state of anarchy. We must 
defend our factories, we must defend our so- 
cialist system.” 

Whether or not he has formally gone, 
Mr Deng has in a sense already been by- 
passed by age. The question for both Chi- 
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made for an end to the Khmers Rouges' 
arms supplies. He now seems confident of 
being able to smooth out his remaining 
differences with Mr Hun Sen, the prime 
minister of the Vietnam-backed govern- 
ment in Phnom Penh, at the 
next, and perhaps final, 
round of peace talks, in Paris 
on July 25th. After the previ- 
ous round, in Jakarta in 
May, the Khmers Rouges 
made clear their opposition 
to the deal in the making, 
even if it might include them 
in the interim government. 
Since then they appear to 
have been making plans to 
go it alone when Prince Siha- 
nouk sets up shop in Phnom 
Penh. They have ample stocks of arms for 
the blitzkrieg that the prince fears. A long 
campaign would need Chinese support. 


Mr Gorbachev and Mr Deng discussed 





na's students and Russia's Mr Gorbachev is 
whom they will have to deal with next. The 
heir apparent is Mr Zhao, an instinctive re- 
former in the Dengist mould. Mr Zhao has 
suffered of late. Inflation of more than 3096 
a year, growing unemployment, rampant 
corruption and a widening gap between rich 
and poor have combined to bolster the plan- 
ning-minded Mr Li at the expense of the ad- 
venturous Mr Zhao. Indeed there have been 
rumours that Mr Zhao might be replaced as 
party boss by the conservative Mr Yao Yilin, 
a deputy prime minister. 

But Mr Zhao is resourceful. He was the 
proponent of this week's policy of concilia- 
tion (scarcely a policeman was on duty, not 
even directing the chaotic traffic of lorries 
and bicycles), and he has shown political 
skills of high order during the disturbances. 
He revealed to Mr Gorbachev that at the 





Sihanouk says 


Cambodia at their summit this week, but 
it seems that China is not yet prepared to 
defang the monster. It still distrusts the 
Vietnamese and will wait at least until 
they leave Cambodia. 

The prince's words may have more im- 
pact on Thailand. The Khmers Rouges 
run their guerrilla war from four refugee 
camps—in practice, armed 
bases—inside Thailand near 
the border with Cambodia. 
When the Vietnamese 
seemed  unshiftable, Thai- 
land was happy to allow Chi- 
nese arms to go through its 
territory to the Khmers 
Rouges. With the prospect 
of Cambodia becoming a 
peaceful neighbour eager to 
trade with the Thais, the 
Khmers Rouges have be- 
come an embarrassment. 
The Thais could cut off the arms con- 


duit at a stroke, earning the applause of 


much of the western world, if not of 
China. Summoning up courage, they 
could also order their army to open up the 
Khmer Rouge camps, freeing the many 
thousands of refugees who are held cap- 
tive under a terror regime that lacks mass 
murder but is otherwise little different 
from the one Pol Pot and his gang ran in 
Cambodia in 1975-78. 

Perhaps anticipating such a move, the 
Khmers Rouges have been shifting thou- 
sands of their more robust refugees over 
the Cambodian border into the Carda- 
momes mountains, where Pol Pot is be- 
lieved to have his main base. The refu- 
gees' fate is to act as porters in this rugged 
land where mechanised transport is of lit- 
tle use. In addition, they are hostages for 
the good conduct of their relations back 
in the Thai camps. The Khmers Rouges 
are a clever monster. 








Communist party's congress in 1987 there 
had been a secret resolution. Although Mr 
Deng had given up almost all his posts, "'all 
comrades of our party think the party still 
needs Deng  Xiaoping's wisdom and 
leadership . . .. On the most important is- 
sues, we need him to hold the helm." 

That may have been overtaken by 
events—but it is a neat way both of paying 
Confucian respect to one's elders and of 
passing the buck so that Mr Zhao himself 
will live to see another day. His worst fears 
must be that student idealism will run ahead 
of practicality and so invite a backlash, or 
that the students' momentum, helped on by 
support from the workers, will become un- 
stoppable. China may need a dash of glas- 
nost to spice its perestroika. lts leaders think 
it surely cannot afford another revolution. 


ASLA continues on page "xa 
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1O FROM OUR TOKYO CORRESPONDENT 







you are saying is [that 
to change the cover 
he book without chang- 
ig its contents." With 
| this angry remark to one of 
the bosses of the ruling Liberal 
Democratic party, Mr Masavoshi 


aeeai 


ko took himself out of the running to be- 
come Japan's next prime minister. Ever 
- since Mr Noboru Takeshita announced in 


- Tate April that he would be giving up the job 


— because of the Recruit scandal, the unsullied 


Mr Ito, a 75-year-old former foreign minis- 
ter, had been his presumed successor. But 
he insisted on certain conditions that would 
have guaranteed a radical reform of Japan's 
` ‘ities. In the nick of time, the party brass 
lised that he meant it. The g guarantees he 
aanded were not granted. The question, 
. now that Mr Ito has refused to come to the 
. Tuling party on its terms, is whether the 
e party wiil be forced to come back to him. 
" One thing he wanted was for all 13 Lib- 
p eral Democratic members of the Diet (par- 
liament) implicated in the Rectuit affair to 
give up their seats. The party's top ranks 
would have been wiped out. The departing 
prime minister, Mr Takeshita, the party sec- 
. retary-general, Mr Shintaro Abe, the party's 
^. number three, Mr Michio Watanabe, and 
.. the. former prime minister, Mr Yasuhiro 
; Nakasone: all would be finished. 

Mr Takeshita offered to leave politics if 
that would persuade Mr Ito to take the job. 
. Agrudging Mr Abe at last agreed to do like- 
.. wise. But Mr Nakasone, who for months has 
-resisted opposition demands (now echoed 
< by Mr Ito) that he testify on oath before par- 
. liament about his role in the scandal, ada- 
- ntly refused to surrender either his par- 
nentary seat or leadership of his 87-man 
g-party faction. Mr Watanabe, his lieu- 
tenant in the faction, was also defiant. 

"This obstacle may have been movable: 














ón May 17th, only four days after Mr Ito. 


withdrew, Mr Nakasone announced that he 
would testify before the Diet and would re- 
“sign as leader of his faction (though not as a 
member of parliament). But the party bosses 
were not about to stomach Mr Ito’s further 
demand: that the party’s factional structure 
be bulldozed away, and a whole generation 
. "of leaders replaced by younger politicians. 
^. The factional system, which pits party mem- 
— ber against party member at election time, is 
e widely regarded as the source of the ruling 
party's insatiable appetite for money. But 
too many Liberal Democrats have staked 
their futures on a lifetime affiliation with 
= one or another of the party's five main fac- 
i tions to allow the system to be blown up. 
The party began casting around for an- 
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other candidate. Plenty of people want the 
job. But without someone of Mr Ito’s cali- 
bre, the Liberal Democrats are heading for 
their biggest drubbing in 40 years come this 
summer's upper-house election. Even 
though only half the seats are up, they could 
conceivably lose their majority there. 

Even Ne most complacent of the party 
leaders realise that they cannot thrust one of 
the tarnished faction bosses on the voters. 
So the choice is either an elder statesman or 
one of the so-called "new-new leaders". A 
handful of geriatric names have been pulled 
from the hat. Mr Takeo Fukuda, a former 
prime minister, is 84 years old. Mr Toshio 
Komoto is the 77-year-old former head of 
the bankrupt Sanko Steamship company. 
Mr Masaharu Gotoda, now 74, was once 
chief of the National Police Agency. Mr 
Shin Kanemaru, also 74, is Mr Takeshita's 
mentor. Mr Michita Sakata is 72 years old 
and a former Speaker of the lower house. 
None is Mr Ito's equal in backbone or influ- 
ence or electoral appeal. 

Neither is any of the "new-new" men 
whose names are being trotted out. The four 
most frequently mentioned are all in their 
50s: Mr Yohei Kono, a former head of the 
Science and Technology Agency; Mr 
Ryutaro Hashimoto, a close friend of Mr 


Will the mountain come to Masayoshi? 


one-time D ace transport 

The party is so confused that it isca 
all 445 of its members i in both hoi 
Diet. Many of the party's younger 
are backing Mr Ito; so, by mid-week, w 
several party elders, including Mr 
Miyazawa, the former finance minister. 

Mr Ito's star could rise again as the Re- 
cruit investigation moves towards its conche 
sion, This week the prosecutor cracked his 

whip over the two Dietmen he has pel 
questioning. Both Mr Katsuya Ikeda of th 
Komei (Clean Government) party and: Mr 
Takao Fujinami of the ruling party 
Nakasone faction are resigning from. pol 
tics. Indictments of both for bribery are 
ing prepared. 2 

Will the Recruit investigation—which 
if those two are charged, will have claim 
16 arrests and 44 resignations of politicia 
bureaucrats and businessmen—then - 
over? No one hopes so more fervently th 
Mr Nakasone. It has long been an open st 
cret that the prosecutor, Mr Yusuke Yo: 
naga, wants to nab him. It looks less and | 
likely that he will have the evidence. 
which is one reason Mr Nakasone decide 
he could now risk the dangerous plunge int 
sworn testimony before the Diet. 

Mr Ito’s chances are tied up with 
Nakasone's fate. If the former prime minis 
ter emerges untouched from testifying to 
Diet on May 24th and the prosecutor find 
no ground for pursuing him, the party wi 
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— be tempted to resist Mr Ito’s demands. 

It may come down, as so often before, to 
the prosecutor. His record at squeezing his 
= victims for information is impressive. As 
— chief cabinet secretary while Mr Nakasone 
. was prime minister, Mr Fujinami would 
-have many tales to tell—if Mr Nakasone 
. were indeed implicated. The prosecutors 
. still put it about that they think he might be. 
.. On May 15th they had their first meeting to 
decide whether to invite Mr Nakasone 
. round for a friendly chat. 








India and Nepal 


Salt in the wound 


FROM OUR CORRESPONDENT IN KATHMANDU 


E THE David and Ooliath quarrel be- 
A tween Nepal and India, it is Goliath who 
is slinging the stones. Sympathy for the ob- 
vious underdog has made India fight back 
. with a campaign of words. 

Blockade? What blockade? India cor- 
rectly says that since the trade and transit 
treaties between the two countries expired 
eight weeks ago it has allowed third-country 
po into Nepal. However, it has not al- 
lowed any Indian goods to enter Nepal ex- 
cept for those paid for before the blockade. 
. One exception was thousands of gallons of 
. petrol for India's embassy in Kathmandu. 
= The Indian press has reported numer- 

ous attacks on Indians in Nepal, frightening 
away the many tourists who normally escape 
into the Himalayan kingdom's cooler cli- 
. mate during the summer. In fact there have 
been no attacks, and the Nepalese govern- 
. ment is encouraging fair treatment of Indi- 
ans. Neither have Indian teachers in Nepal 
been sacked. Some 900 Indians at a jute mill 
. in Nepal have issued a statement that they 
have not been mistreated. 
2 An Indian complaint that goods are 
. smuggled from Nepal to India has some 
truth, but the complaint is true of all India's 
borders. Protectionist India cannot escape 
smuggling. In Kathmandu an Indian tourist 
. €an buy products from Hongkong, Bangkok 
and Singapore that his government forbids 
him to buy at home. 
For Nepal the battle is not just in words. 
Most of the economic squeeze comes from 
the shortage of oil products. Some diesel 
fuel has been airlifted from Bangladesh, and 
a shipment of diesel from Singapore has be- 
gun to trickle in nearly a month after it ar- 
rived in Calcutta. Indian bureaucrats in- 
_ sisted on several tests of the diesel before it 
was released. India refused to let it come by 
rail, so it has arrived in dribbles by lorry. 

[Industry is operating at a fraction of its 
. capacity and most development projects are 
at a standstill. During the summer, when 
_ there is less water to power the country’s hy- 
. droelectric plant, diesel generators normally 
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help out. Kathmandu is now without elec- - 


tricity for 1142 hours four days a week. 

India is in no hurry to settle the dispute. 
Mr Rajiv Gandhi seems unwilling to deal 
with his Nepalese counterpart: this reflects 
India’s claim that Nepal's prime minister is a 
puppet of the king. The blockade causes In- 
dia no problems other than those of bad 
publicity, and the Indians are certain that 
Nepal cannot hold out indefinitely. 

India wants Nepal to agree to a single 
treaty covering trade and transit. Nepal says 
that transit is a basic right for a landlocked 
country and should not be linked to trade. 
Underlying the dispute is Nepal's growing 
friendship with China, which, ever ready to 
irritate India, has started sending small 
amounts of petrol products to Nepal along 
the 700-mile road from Lhasa. It is throwing 
in a free consignment of salt, which is also 
scarce because of the Indian blockade. But 
with the approaching monsoon the road will 
soon be blocked by landslides. 


For its part, Nepal's government says 





that it is standing firm. Even the opposition 
party, normally pro-Indian, is treading gin- 
gerly. On May 14th the government issued a 
22-point economic programme to deal with 
the crisis. Austerity, it says, is the key, self- 
sufficiency the aim. David would surely h: 
approved. 





Afghanistan 


The riddle of Jalalabad 


I IS tempting to see the struggle for 
Jalalabad as no more than a conventional 
battle between determined attackers and 
resolute defenders. But tribal Afghanistan 
has its own conventions. Many of the 
attackers and defenders belong to the same 
tribe, the Ghilzay. While the fighting has 
been going on, representatives of the two 
sides have been meeting to try to fix a deal 
that would bring peace to the city. If the 
gates of Jalalabad are suddenly opened to 
the mujaheddin, it may not be because the 
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defenders have been overwhelmed but be- 
cause tribal loyalties have prevailed. 

Such an outcome would be a serious set- 
back to the government of President Naji- 
bullah. To guard against it he appears to 
have strengthened the Jalalabad garrison 
with large numbers of soldiers from other 
parts of the country. Perhaps 30,000 soldiers 
are in the city: half the Afghan army. Mili- 
tarily, therefore, the city looks strong. The 
road to the capital, Kabul, though hazard- 
ous, is open for convoys of food, ammuni- 
tion and soldiers. The airport 
is in army hands and, though 
damaged, is usable. 

The Afghan army has e . 
made forays out of Jalalabad to 
recapture positions taken ear- 
lier by the mujaheddin. The 
guerrillas have taken appalling 
punishment: more than 1,000 
are dead and three times as 
many wounded. With their 
stocks of Stinger missiles dwin- 
dling, they are at the mercy of 
heavy air strikes by Afghan he- 
licopter gunships and bomb- 
ers. Russian Scud-s long-range 
missiles are increasingly used 
by the army to break up 
mujaheddin attacks. 

The guerrillas' difficulties 
make President Najibullah 
look strong. He has persuaded 
the rival Parcham and Khalg 
factions of his People’s Demo- 
cratic party to shelve their 
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quarrels in the interests of mutual survival. 
He is playing a sophisticated propaganda 
.. game, portraying himself as a pious Muslim 
- and nationalist fighting for Afghan inde- 
pendence, with the mujaheddin leaders of 
— the "interim government” in Pakistan as 
— foreign-backed warmongers. He exploits 

growing war weariness by offering negotia- 
tions on power-sharing with the 
~ mujaheddin. He has even offered to step 

— down if that would bring peace. 

The appeal of negotiations may be grow- 

"ing among Afghans who optimistically 
.. thought the civil war would end when the 

- Russians withdrew. But for the great major- 
_ ity too much blood has been spilled to con- 
template any deal with Mr Najibullah or his 
party. Neither are the mujaheddin's main 
— backers, America and Pakistan, ready for a 
— political settlement. The American secretary 
- of state, Mr James Baker, turned down the 

idea of negotiations when he met the Soviet 
-. foreign minister, Mr Edward Shevardnadze, 
. in Moscow on May 11th. 

| In American eyes Mr Najibullah re- 
. mains a Soviet puppet who must be re- 
. moved before the Afghans decide their fu- 
- ture. They say the guerrillas need time to 
prove themselves on the battlefield. They 
may be right. The hot dry months before the 
. autumn rains are the best campaigning time 
— for the mujaheddin. They may soon launch 
attacks across the country, forcing the army 
= to spread its resources thinly. The three 
— months since the Russians left may seem like 
- a long time. In the context of a ten-year-old 
- war they are not. 
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_ Malaysia 


How many 
. purposes? 


N THE messy but never dull world of Ma- 
laysian politics, today's messiest mess 
concerns the Malaysian Chinese Associa- 
- tion, the country's largest Chinese party. To 
its mounting indignation and alarm, an at- 
 tempt is being made to buy out its vast busi- 
ness interests. 

. The would-be buyer is Mr Quek Leng 
< Chan, a Malaysian Chinese whose business 
ambitions appear to outweigh any political 
sentiments he may have. He has made a bid 
worth M$1.1 billion ($420m) for Multi-Pur- 
pose Holdings, the investment arm of the 
— Malaysian Chinese Association. The com- 
pany, set up in 1975, has done badly in re- 
cent years, losing money for many small in- 
vestors, but it is recovering under new 
- management. The MCA is resentful of Mr 
Quek's tummy punch at this time, and says 

that anyway he has not bid enough. 
It suspects that the bid is a plot to un- 
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Oh oh, Ho Chi Minh 


FROM OUR SOUTH-EAST ASIA CORRESPONDENT 


HE French and then the Americans 

discovered the beauties of Vietnam. 
Now the Vietnamese have awakened to 
their charms. Miss Ho Chi Minh City is 
to be crowned on May 28th. One of the 
leading contestants is a 19-year-old hair- 
dresser called Miss Po Thi Kieu Khan. In 
the manner of western beauty contests, 





Porntip's reign 








she was chosen for the finals from among 
thousands of other swimsuited girls. “I 
love peace and hate betrayal of love," she 
said in a nice amalgam of western and 
communist nonsense. 

Thailand made the beauty contest re- 
spectable in this region, where women 
have been traditionally admired for their 
modesty. Wearing even a bikini in Bang- 
kok seems utterly decent these days. Last 
year a girl born in Thailand (though liv- 
ing in California), Miss Porntip Nakhir- 
ankanok, won the Miss Universe con- 
test. The Thais went crazy about Miss 
Porntip, declaring her to be the coun- 
try's foremost ambassador to the world, 
even though she could utter only a few 
words of Thai. 

Last month the ambitious Thais ran a 
Miss Indochina contest. It attracted girls 
from Burma, Laos and Vietnam, al 
though none, disappointingly, from 
Cambodia. A Burmese girl won. 

The Thais' taste for beauty contests is 
not solely aesthetic. Thailand hopes to 
become a mini-superpower in Indochina, 
bringing trade and entrepreneurship to 
its deprived neighbours, and using its 
diplomatic talents to settle regional quar- 
rels. Pretty girls, it hopes, could help lead 
the way. 





dermine the party. It claims that Mr Quek is 
in league with the United Malays National 
Organisation, UMNO, the Malay party that 


leads the ruling coalition of which the MCA . 


is part. Proof of the evil alliance, it says, is a 
M$500m contract won by Hume Industries. 
Hume is Mr Quek's vehicle for the Multi- 
Purpose takeover. That contract was for 
supplies for a new road; it was awarded by 
companies controlled by UMNO. 

Mr Quek says he will issue shares in 
Hume to help finance the takeover bid. Ac- 
cording to rumours in Kuala Lumpur, two 
UMNO-controlled companies will take up 
some of the shares. Multi-Purpose Holdings, 
which should be the flagship of the Malay- 
sian Chinese Association, could thus fall 
into the hands of someone associated with 
UMNO. Malaysia’s prime minister, Dr 
Mahathir Mohamad, has refused a plea by 
the association to put a stop to the takeover 
bid, saying it is purely a commercial matter. 

It may be. Why would UMNO jeopardise 
its alliance with the MCA, particularly since 
several by-elections important to thé gov- 
ernment are imminent? Business foul-play 
may be more probable: there was unusually 
active trading in Multi-Purpose shares in the 
week before Mr Quek made his bid. An ad- 


ditional complication has emerged in the 


form of a higher-priced offer for 29% of 
Multi-Purpose’s shares by Kamunting Cor- 
poration, a smallish local company that op- 
erates a privatised toll road in the capital. 
Kamunting's motives, and any political col- 
our they may have, are unknown. 

In the wings, a rival Chinese Malaysian 
party, the Democratic Action party, 
happy about the affair. It hopes the squz- 
ble will further its ambition to become the 
main political voice of Malaysian Chinese. 
The squabble comes at a time when Malay- 
sia's pro-Malay New Economic Policy is be- 
ing rethought. The MCA claims that it gets 
the best possible deal for the Chinese by 
working within the Malay-dominated gov- 
ernment. The Democratic Action party con- 
demns the MCA as a collaborator and says 
that Chinese should work for change out- 
side the government. Its leader, Mr Lim Kit 
Siang, was released from prison last month 
after being held for 18 months without trial. ' 

The Democratic Action party is in a 
loose alliance with a Malay group that has 
split from UMNO. They could mount a chal- 
lenge to Dr Mahathir at the next general 
election, which may be held this year. Mr 
Quek and his Multi-Purpose bid are a di- 
verting sub-plot to the main action. 
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Crimebuster Bush 


WASHINGTON, DC 


EN Philip Copeland, a New York 
drug dealer, shot a police officer who 
was guarding the home of a witness last year, 
he presumably thought he would get away 
with it. Instead, he not only got 25 years in 
prison when he was sentenced on May 16th, 
but became a political symbol as well. The 
:her of the dead officer had given candi- 
wate George Bush his son's police badge; it 
now adorns the Oval Office. President Bush 
began his big speech on crime on May 15th 
with a reference to the “cocaine cowards” 
who gunned down the officer. 

Crime is always making legends. Lately 
the legends have seemed to come faster: 
from Willie Horton (the Massachusetts mur- 
derer whose release on parole helped elect 
Mr Bush) to the schoolyard massacre in 
California to the "wilding" in New York's 
Central Park. Crime was an issue as never 
before in last autumn's campaign. Washing- 
ton, DC, has a murder rate three times what 
it was two years ago. Americans are con- 
vinced they are increasingly besieged by 
gun-toting criminals. 

They are not. The frequency of violent 
crime is far below its alltime peak in 
1981 —largely because the number of young 
people, who commit most crimes, is falling. 

"And among violent crimes committed by 
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strangers, those involving guns fell from 
1696 in 1973 to 1396 in 1987; the propor- 
tion that involved knives also fell, from 1396 
to 9%; the proportion involving other weap- 
ons rose only slightly. 

The statistics, admittedly, may be mis- 
leading. Many date from 1986 or 1987, be- 
fore the crack-dealing wars hotted up. And 
they omit juvenile offenders, who are re- 
sponsible for an increasing share of crimes. 
The average age of a violent criminal at the 
time of his arrest is 18. According to the Jus- 
tice Department, 8996 of men and 
1396 of women will be victims of 
attempted or completed violent 
crime (robbery, assault, rape) at 
some time during their lives. 

But Mr Bush does not need 
statistical support to alarm people 
about violent crime. A few inci- 
dents like the gang rape in New 
York and he has all the support he 
needs for a campaign. He is reacting to his 
own rhetoric during the election. He has an 
energetic attorney-general and an ambitious 
anti-drug tsar. He feels the wind of public 
opinion shifting against guns. He sees an 
opportunity for virtuous use of the bully 
pulpit without the need for many dollars to 
back it up. 
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The reforms Mr Bush proposed on May 
15th cover the whole length of the crimi- 
nal's passage through the judicial system, 
from arrest to bail to trial to conviction to 
incarceration or death. First carping criti- 
cism: it largely ignores the causes or incen- 
tives of crime. 

Of the 34m crimes committed each 
year, only about 3m ever get into the crimi- 
nal-justice system at all. Except on guns, Mr 
Bush's proposals deal mainly with those 3m, 
and that probably ineffectively. Violent 
criminals are not apt to be rational eco- 
nomic beings weighing the costs and bene- 
fits of crime. Many are people seduced by 


the excitement it provides, and unlikely to 


be deterred by tougher sentences. 
Mr Bush's simultaneously most coura- 
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geous and most craven move came on as- - 


sault weapons. An epidemic of violent crime 
during Prohibition led to automatic ma- 


chine guns being brought under licence in 


1935 (two years after Prohibition itself 
ended). The current drug crisis has now 
tipped the public—and more important, the 


police—decisively in favour of controls on — 


semi-automatic guns. 
Mr Bill Bennett, Mr Bush's new anti- 


drug tsar, had pushed for a full ban on all — 


semi-automatic rifles, but Mr Bush decided 
he had gone quite far enough in angering 
the mighty National Rifle Association. So 
he merely decided to make permanent his 
absurd temporary ban on imports of semi- 
automatic weapons—once the Bureau of Al- 
cohol, Tobacco and Firearms decides how 
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to define them. 
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It is true that the makers of semi-auto- — 


matic guns have suffered unprecedented 
market penetration by imports in recent 
years, but no member of the administration 
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has satisfactorily explained just why it is - 
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. more acceptable to be gunned down by a 
motherhood-and-apple-pie American semi- 
automatic than a dastardly Chinese one. 
When asked this question on television, Mr 
. Richard Thornburgh, the attorney-general, 
sensibly changed the subject. 

Likewise Mr Bush's decision to ban all 
gun clips and magazines that hold more 
than 15 rounds. Assault-rifle magazines 
hold about 30; semi-automatic pistols and 
hunting rifles usually take about nine; 15 is 
. somewhere characteristically in between. 
— This will not disarm the nation's assault ri- 
.. flemen. Magazines are not especially compli- 
 cated devices to make or smuggle and crimi- 
nals can do quite a lot with 15 rounds before 
taking about four seconds to replace the 
. empty magazine with another. 

Even with these concessions, the NRA 
was dismayed to see Mr Bush abandon the 
"guns don't kill people, people kill people" 
rhetoric. The gun-control lobby found his 
measures timid. So he probably struck the 
— happy medium. “The right to own guns is 
not a licence to kill others," he said; a self- 
evident truth, you might think, but more 
— honest than anything he said on the subject 
-. during the campaign. 

More significant are Mr Bush's propos- 
als for tougher penalties, especially for 
crimes involving guns. He proposes to re- 
vive the federal death penalty for homicide, 
. espionage and treason, and institute it for 
murder for hire. He plans to double—from 
the present five years to ten—the manda- 
tory minimum sentence for crimes with 
semi-automatic weapons and involving vio- 
lence or drugs. 

He would also like to stiffen the penal- 
ties for smuggling or stealing firearms, for- 
bid convicted drug offenders and those con- 
victed of violent misdemeanours to own 
guns, and promise a bonus to states that fol- 

. low suit with similar laws. Young offenders 
who used firearms would not, as they do 

. now, escape without a record. 

, Mr Bush also proposes to reform the 
morass of plea bargaining by which so many 
criminals slip out of serious charges by 
pleading guilty to lesser ones. The attorney- 
general will tell his prosecutors to make sure 

— that “federal charges always reflect... the 
seriousness of the defendant's conduct”. 

Judges still depend on plea bargaining to 

get through their case loads. If they are to 

- allow less of it, there will have to be more of 

— them, and America will need larger pre-trial 

jails, especially since Mr Thornburgh wants 

.— fewer defendants let out on bail. These jails 
are already overfull, at 110% of their capac- 

_ ity, and many judges are forced to allow de- 
fendants bail because lawyers for the inhab- 
itants of jails have won court orders 
forbidding more over-crowding. About one- 
third of jurisdictions are covered by such 
court orders. 

| Moreover, without plea bargaining, the 
prosecutors will fall increasingly foul of the 
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defendant's constitutional right to a speedy 
trial and criminal cases will simply push civil 
ones off the judges’ docket. Mr Bush's pro- 
posals do recognise the need to relieve the 
bottlenecks in the system by proposing 300 
more FBI agents, 1,600 more positions in 
public prosecutors’ offices and space for 
24,000 more beds in federal prisons— 
though no more federal judges. All this 
would cost about $1.2 billion. 

The proposals do little to help state and 
city justice systems beyond trying to set an 
example and suggesting local governments 
follow suit. Fewer than 10% of the 600,000 
imprisoned Americans are in federal pris- 
ons. And federal convicts are not the sort of 
violent criminals Mr Bush was talking 
about; two-thirds are white-collar and other 
non-violent criminals. 

The American Civil Liberties Union 
finds fault with the proposals because so 
many of them would restrict civil liberties: 
for example, by restricting the right to ap- 
peal state-court convictions to the federal 
courts, and by widening the application of 
the death penalty. This means the proposals 
may run into trouble in Congress, which 
must enact many of them into law. But con- 
gressmen, too, know that crime is on the 
voters’ minds. 





Universities 


Colouring books 


WASHINGTON, DC 


HE decade-old ^ back-to-the-classics 

trend in American higher education is 
now battling a counter-trend: a demand for 
more colour in the curriculum. 

The faculty at the University of Califor- 
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nia at Berkeley, where white students are 
now in the minority, recently joined its pri- 
vate neighbour at Stanford in voting to re- 
quire students to take a course on American 
culture that would emphasise the contribu- 
tions of ethnic minorities. The university 
had been debating the issue for two years. 
The professors approved the new course on 
April 25th after it was agreed to include Eu- 
ropean-American studies as an option 
alongside black, Hispanic, American-Indian 
and Asian studies. At about the same time, 
the University of Michigan voted only nar- 
rowly not to require a course on racism. 

Meanwhile Stanford has produced a re- 
port on the sorry state of race relations with- 
in the university. In 1987 a coalition of mi- 
nority students said they feared that a “new 
racism" was on the rise at the campus, and 
the report is the university's response. It 
concludes that black and Hispanic students 
suffer from subtle and not-so subtle preju- 
dice, some of it caused by the belief of wh 
and Asian students that there is discrimi: 
tion in favour of blacks and Hispanics in ad- 
missions policy. The report calls for the uni- 
versity to “make the transition from nu- 
merical diversity to interactive pluralism”. 
Translation: everyone should try to get 
along. Ignoring this sound advice, 100 Stan- 
ford students occupied the president's office 
for eight hours on April 13th, protesting at 
what they saw as the report's inadequacies. 

Many black academics believe that the 
emphasis on white culture in university cur- 
ricula is partly responsible for the low num- 
bers of blacks and Hispanics in universities 
and for their feelings of alienation there. 
Hence the reform movement. Last autumn 
Columbia University, which pioneered the 
teaching of "western civilisation" after the 
second world war, partly as a way of assimi- 
lating immigrants, began requiring students 
to take a course in "major cultures” instead. 
This autumn Stanford's western civilisation 
course will disappear to be replaced by “c 
tures, ideas and values" which will retain 
the Old and New Testaments, Plato, St Au- 
gustine, Machiavelli, Rousseau and Marx, 
and add works by "women, minorities and 
persons of colour”. 

The Stanford racism study thinks fur- 
ther changes would help. The "submerged 
misunderstandings" that it found among 
students of all colours arise, it says, from ig- 
norance of cultures other than their own. It 
recommends that students be required to 
take an ethnic-studies course. 

Many people believe the whole thesis is 
flawed. As Professor Nathan Glazer of Har- 
vard University has pointed out, ethnic is- 
sues already loom large in the study of 
American history (from slavery to civil 
rights) and sociology. And the attempt to 
find cultural equivalents to western classics 
in Africa and Latin America risks—given 
the options that may be available in such, 
courses—replacing Eurocentrism not with 
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ICH Americans like doling out 

money to help their old universi- 

ties. It brings back memories of slimmer, 

|] more boisterous youth. But, like old boys 

the world over, few are happy with the 

fe students they see on campus: the college 

| kids’ hair is usually either too long or too 

|. short, depending whether the alumnus 

|^ judging it graduated before or after 1965. 

JL Now Boston University has broken new 

-] ground in creative fund-raising by com- 

| ing up with a way for alumni to help the 

| university while taking psychic revenge 
~ on the students. 

Mr John Silber, the university's presi- 
dent, is proposing to raise money by en- 
ticing alumni to buy life-insurance poli- 
cies on current students, with the 
university as beneficiary. Mr Silber fig- 
ures that a $5,500 lump-sum premium 
on a strapping youth could produce a 
payment of $350,000 when he dies, and 
q thus that 1,000 such policies will ulti- 
| mately increase the university's endow- 
| ‘ment by $350m. 

b According to the university, the poli- 
-] cies have no tax advantage over ordinary 








donations; they are just an alternative. 


-that might take some donors’ fancy. A 
- ] third of a million bucks to dear old alma 
<=. { mater for a $5,500 poa from you 


multiculturalism but with Afrocentrism and 
 Latinocentrism. These terms are used 
fa yourably by some black educators such as 
. Mr Molefi Asante, of Temple University in 

Philadelphia, who is rewriting the curricu- 
lum of public schools in Camden, New 








In practice, the "minority" classics that 
more attention in curricula tend to be 
se of Asia: Confucius, for example. The 
University of Chicago has required students 
to take a course in at least one non-western 
culture since 1958, and East Asian is the 
Do most popular. 
«The Stanford study acknowledges that 
ae the biggest help to black students would be 
more black pra rather than more black 
courses. The places are there. Many of to- 
day's university teachers who were given 
ud tenure in the boom years of the early 1960s 
will soon be retiring. Throughout the coun- 
try, about 500,000 tenured professors will 
be replaced within 20 years. At the Univer- 
sity of California's nine campuses 8,000 will 
retire before 2000. 

"Unfortunately, though the jobs are 
there the candidates are not. Minority 
enrolment in graduate schools has been fall- 
ing. At the University of California, the pro- 
portion of minority graduate students 15 
rsa go was 25%; Hon it is 1896. At Stan- 





























sounds like a bargain. But if an insurance 
company is actually willing to offer such 
a deal (and so far Mr Silber's plan is only 
theoretical), that is only because the ac- 
tuarial and compound-interest tables say 
that it can make a profit. The only way 
you can beat the system is for the life as- 
sured to end early. 

Mr Silber must assume that BU gradu- 
ates are either short-lived or slow-witted. 


ford there are one-third fewer than in 1973. 
Only 496 of PhD students are black or His- 
panic, compared with 896 of professors. So 
it will be hard even to replace retiring black 
professors with other blacks. 





Appointments | 
No pleasing 
everyone 


"HE White House has rebutted the worst 

of the slow-starter criticism. Mr Bush 
points at initiatives on issues such as inter- 
national debt, aid to the contras, thrift insti- 
tutions and the 1990 budget. But grumbles 
from departing, remaining and prospective 
government officials are getting louder. Mo- 
rale in some departments is lower than it 
ever sank under President Reagan. 

Delayed appointments are partly to 


blame. Four-fifths of the 341 top posts 


(those requiring Senate confirmation) are 
still unfilled nearly four months into the 
Bush presidency. Where assistant secretaries 
usually bridge the gulf between cabinet sec- 
retaries and: staff, _ there is often a 


houses of Congress have now accepted. an 


vacuum-—and a eins D nothing: muc 
being done to fill it quickly. > 

Mr Chase Untermeyer, the reside t 
personnel director, retorts that 145 nomin 
tions have gone to the Senate; 51 peop 
have been selected but await security clea 
ance before formal nomination; and 13 have 
been retained—a total of 209, compared 
with 180 at the same stage of the Reagan ad- 
ministration in 1981 (though Reagan nomi- 
nees were cleared and confirmed more 
quickly). He also says that speed is less cru- 
cial than getting the right people, especially 
when a takeover is friendly not hostile. -= 

Not everyone thinks the administration 
is getting the right people. In the State D 
partment the traditional gripe about givin 
plum embassies to real-estate magnates: 
been supplemented by criticism of- 
Bush's choices for Washington jobs. Tl 
are widespread complaints that the admini 
tration is foolishly dispensing with able.an 
experienced people like Mrs Roz zann 
Ridgway, the reluctantly departing assistan 
secretary for European affairs, Mr Dic 
Murphy, the departing assistant secretar 
for the Middle East and Mr Jerry Breme 
who was responsible for counter-terroris 

New nominees are bound to start wit 
less experience, and some seem less fitte 
too. For instance, the new economic unde 
secretary at State, Mr Richard McCormac 
has neither economic knowledge nor 
useful background. Some career staff recko 
that the secretary of state, Mr James Bake 
instinctively mistrusts them. To be. fair t 
Mr Baker, this is another perennial form. 
cateer-bureaucrat paranoia. E 

Mr Bush clearly wanted change. Mr J 
termeyer's slogan i is new faces in old plac 
and old faces in new places. Moreove 
Washington has almost as many disaj 
pointed place-seekers who worked hard 
the Bush campaign as it does officials di 
gruntled at being ousted. - 

Other problems are making recruitmer 
and retention hard. One is new ethics r 
tightening up on the employment of fort 
officials by companies that have contrac 
with federal agencies or departments. Som 
36 senior officials have recently resigne 
from the National Aeronautics and Space 
Administration and the Defence Depart- 
ment, including all five of the Pentagon's 
nior procurement officials—apparently to 
beat the deadline for the new rules. Bot 















































































administration request to delay the new 
rules by 60 days. 
Tighter rules about contractors ES 

ing those formerly responsible for dish 
out contracts are long overdue and sho 
not be watered down. Those who claim t 
it will be impossible to hire suitable peopl 
(as it is now proving in the search for a m 
clear-power assistant secretary at the Ener 
Department) should consider a mote logic; 
response to recruitment and retention pro 



















i ` 





l /—. AMERICAN SURVEY 


y^ >> att ie eA = 
FET Te. NEO ee ee. 





PUWEPIWUEMESETEVEV sO ae 


| | 
_ Troubled nominee 


| WASHINGTON, DC 


| HOULD a black lawyer who has never 
run a court case run the government 
| agency responsible for enforcing civil 
rights? Several prominent black politi- 
cians say yes, and urge the powerful liberal 
civil-rights community to back Mr Wil 
| liam Lucas, President George Bush's 
| choice for assistant attorney-general for 
| civil rights. But many civil rights organisa- 
| tions, perhaps venting frustration at the 
| Reagan administration’s effort to turn 
| back the clock on civil rights, have vigor- 
| ously opposed Mr Lucas. 
| Mr Lucas earned the nomination be- 
| cause of what he represents rather than 
| what he has done. He is a black Horatio 
Alger: orphaned at 14, he won a track 
| scholarship to college and attended law 
| school at night while working as a New 
| York city police officer. After a stint as an 
FBI agent during the 1960s, Mr Lucas was 
elected sheriff of Wayne County (which 
| includes Detroit) and then county execu- 
| tivein 1982. 
| Disgruntled with local Democrats, he 
bolted to the Republican party in 1985. 
| President Reagan invited him to the 
| White House to celebrate his conversion. 
| The next year, Mr Lucas garnered the Re- 
| publican nomination for governor but 
| was trounced. Last autumn he cam- 
| paigned for Mr Bush, who rewarded him 
with the Justice Department nomination. 
Liberal civilrights organisations— 
which established reputations for power 


lems: pay. Adequately paid public servants 


- are less hungry for the bribe that may await 


them after they move on. 

Many serving and prospective officials 
had counted on getting the big pay rise that 
was voted down by a Congress too embar- 
rassed to increase its own pay earlier this 
year. President Bush has so far ducked this 
issue, except for federal judges; but if he is to 
arrest plummeting morale in his executive 
departments, he will have to return to it 
soon. 





The FSX 


Done deal at last 


WASHINGTON, DC 


HE bitter and needless debate over 
shared development with Japan of a new 
jet fighter, the Fsx, appears to be over. On 
May 16th the Senate voted 52-47 to defeat a 
resolution that disapproved of the deal. The 
debate was irrelevant, not least because the 
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and attracted supporters in 1987 by kill- 
ing the nomination of Mr Robert Bork for 
the Supreme Court—have mobilised a 
similar campaign against Mr Lucas. 

Inevitably, there is the daily dribble of 
ethical minutiae. Mr Lucas enhanced his 
cv with false promotions, permitted at 
least one instance of police brutality while 
he was sheriff and accepted free air tickets 
and hotel rooms on two Las Vegas gam- 
bling junkets from a Detroit man who was 
indicted (but not convicted) on federal 
gambling and conspiracy charges. 

But the more interesting charge 
against Mr Lucas is his lack of litigation 
experience, especially in the area of civil- 
rights law. He has none. In 1963 he 
worked for four months as a law clerk for 
the civil-rights division at the Justice De- 
partment, leaving after he failed the bar 
examination. Until last year, when he 
joined a Detroit law firm, he was not a 
practising lawyer and he has still never 
conducted a case. Although he has an im- 
pressive law-enforcement record, the 
NAACP Legal Defence and Educational 
Fund noted that “a private client would 
be unlikely to retain Mr Lucas to handle 
an important litigated case, civil or crimi- 
nal, pertaining to civil rights or any other 
subject.” 

The unwritten rules are inconsistent 
on the “experience” question. Mr John 
Tower suffered from too much “experi- 
ence” in the defence industry; Mr Rich- 
ard Cheney benefited from having none. 
Mr Jim Baker's total lack of experience in 
foreign policy worried some, but not the 
Senate. Yet at least these people had 


programme was unstoppable once the Bush 
administration got its rogue Commerce De- 
partment back on board. It would have 
taken two-thirds majorities in both houses 
of Congress to override a presidential veto 
and cancel the deal. 

It was the Commerce Department's ob- 
jections earlier this year—that the pro- 
gramme gives foreigners access to too much 
American military technology, and would 
help Japan to develop a commercial-aircraft 
industry in competition with America's— 
that cast doubt on what the Japanese had 
thought was already a deal. To save the pro- 
gramme, the agreement was amended to 
protect some small bits of technology, and 
the Japanese agreed to an express guarantee 
that America would get 40% of the aircraft's 
production as well as 40% of its research 
and development. 

The debate was needless, moreover, be- 
cause the critics’ alternative—that Japan 
should buy American-made F-16s “off-the- 
shelf’—was unrealistic from almost every 
point of view. It was implausible to expect a 
rich country like Japan to buy 1970s tech- 


proved themselves in political jobs. Mr 
Lucas not only has no experience as a liti- 
gator; he also has no experience in the 
civil-rights “industry”. 

Mr Drew Days, a Yale law professor 
who held the civil-rights job under Presi- 
dent Carter—the only black so far to do 
so—tactfully said he reserved judgment. 
He did, however, question the wisdom of 
allowing an inexperienced lawyer to serve 
as the "senior partner” in the Justice De- 
partment’s 200-lawyer civilrights divi- 
sion. By comparison, Mr Days prepared 
for the job by working eight years as a liti- 
gator for the NAACP Legal Defence Fund. 

Mr Lucas's supporters dismiss these 
charges as sour grapes from liberal Demo- 
crats who fawned over Mr Lucas while he 
was in their party. The Republicans’ con- 
firmation strategy so far is to acknowledge 
the nominee’s shortcomings and to dwell 
on his strengths. And they are? Mr Lu- 
cas’s experience, insists the attorney-gen- 
eral, Mr Richard Thornburgh, willenable | 
him to negotiate compromises to advance 
civil-rights causes, even if he lacks the | 
knowlege and expertise to litigate. | 

Several prominent black politicians, | 
including the Rev Jesse Jackson and At- 
lanta's mayor, Mr Andrew Young, have 
swallowed the Republican line. "Bill Lu- 
cas represents the best possible assistant 
attorney-general for civil rights we can 
hope for from the Bush administration,” 
Mr Joseph Lowery, president of the 
Southern Christian Leadership Confer- 
ence, told the New York Times, in a | 
backhanded but statesmanlike and proba- 


bly accurate assessment. 













| ER 
Congratulations, it's an aeroplane 


nology for use in the mid-1990s and after. lt 
was puzzling for the United States even tc 
want a military ally to invest heavily in such 
an out-of-date aircraft. The real alternative 
to joint Japan-American development of : 
new plane was never Japanese purchase of F 
16s. It was Japan developing a new jet fighter 
by itself. 

In terms of the trade balance, the FS) 
opponents did not do their sums. An F-H 
costs around $20m. The sale of 130 (thi 


planned Japanese order) would bring in $2. 
AMERICAN SURVEY continues on page 51 > 
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“My Rolex will be my life-long partner" 


It was a cold Jan uary in New 
York in 1976 when the bright 
lights of international stardom 
first shone on Yoko Morishita. 
In its review of her incredible 
performance with the American 
Ballet Theatre, The New York 
Times ventured a prophecy. 
“Perfect positioning, impeccable 
balance — her every gesture 
guarantees Yoko Morishitas 


destiny as a classical ballerina.” 


Today the international ballet 
world is indeed aware of Yoko 
Morishita. She has now danced 
with such brilliant partners as 
Fernand Bujones, Jorge Donn, 
Balee Inharm and the great 
Rudolf Nureyev. Such classic 
pairings are a measure of Yoko 
Morishitas superb technique, 
which is winning her an ever- 


growing following. 

Though gifted with enormous 
natural talent, Yoko Morishita 
disdains terms of adulation such 
as “genius. She sees the attain- 
ment of perfection as a struggle 
of ceaseless effort, unwavering 
intensity. 

"wear out a pair of toe shoes 
every day, she says. Human 
muscles have a short memory, so 
daily practice is important to 
me. If I miss one days practice, 
I notice the slack. If I miss two 
days, my partner notices. If] miss 


three days, the audience notices.” 


Before every performance 
Yoko Morishita asks someone 
in the wings to give her a quick 
critique. In this way her efforts 
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to improve extend into her actu- 
al performance. It was dedica- 
ton of this order that made her, 
in 1985, the first Japanese to win 
what is considered the highest 
honour a dancer can receive — 
the Laurence Olivier Prize. 

But even this, the most prized 
of her awards, only inspired 
Yoko Morishita to become even 
better. “I hope that I continue 
to work with excellent dancers,” 
she said. “It's a very good way 
tor me to improve.” 

Yoko Morishita has another 
partner, not mentioned in the 
programmes: her Rolex Lady- 
Datejust. “This watch does not 
merely keep time, it is also ex- 
quisitely graceful? she 


told us. “It will be Wi 


my partner for life” ROLEX 


of Geneva 


THE ROLEX LADY-DATEJUST CHRONOMETER WITH TRIDOR BRACELET IN 18¢ rl. WHITE. PINK AND YELLOW GOLD 
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In global finance, the best opportunities seldom arrive on schedule. To move when the time is right. you need 
local-market intelligence viewed from a global perspective. 
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In Kuala Lumpur 
where else but 


the Shangri-La. 


The warmth of a tender 
Malaysian smile. Rich, tropical 
gardens in the very heart of 
the business district 
The standards of service 
of a world-class hotel. You 
will find it nowhere else but 
the Shangri-La Kuala Lumpur 
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Š ShangriLa hotel 
KUALA LUMPUR 
A SHANORI-LA INTERNATIONAL HOTEL 


SHANGRI-LA HOTEL, 11 JALAN SULTAN ISMAIL, 50250 KUALA LUMPUR, MALAYSIA. TEL: (03) 232 2388. TLX: 30021 SHNGKL MA. FAX: (03) 230 1514. 
SHANGRI-LA INTERNATIONAL: AUSTRALIA (008) 222 448 * BANGKOK (2) 236 7777 * HONG KONG (5) 810 7782 + KUALA LUMPUR (03) 230 6248 


* SINGAPORE 235 1311 * TOKYO (03) 667 7744 
SHANGRI-LA INTERNATIONAL HOTELS und RESORTS: CHINA * FIJI * HONG KONG * MALAYSIA * SINGAPORE © THAILAND 
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1992: THE SINGLE EUROPEAN MARKET 


How European Business is Preparing and the Implications for Japan 


Asahi Hall, Tokyo, May 25-26, 1989 


Given the increasing importance of the Single European Market to countries outside the European Community, Asahi Shimbun, 

Frankfurter Allgemeine Zeitung GmbH Informationsdienste, and The Economist Conference Unit have joined together to organise 

a major conference on 1992 in Tokyo. Topics examined include: the reasons behind the Single European Market; the progress 

made to date in it's development; how European businesses are preparing to meet the new challenges; and, the implications for 
Japan - especially the Japanese business community. Distinguished European and Japanese speakers will include: 


Ambassador Andreas van Agt, Head o! EC Delegation to Japan and former Simultaneous translation (Japanese English) will 5e provided for all speakers 


Prime Minister of The Netherlands 


Martin Bangemann, Vice President with Responsibility for the Internal For turther details please complete the form below and return it to 


Market and Industry. Furopean Commission 
Raymond Barre, former Prime Minister of France 
The Rt Hon. Edward Heath, Member of Parliament and former Prime Minister 


of the United Kingdom Name 
Ing. Franco Debenedetti, Vice Chairman, Ing C Olivetti and Company SpA 
and CEO, Olivetti Information Services. Italy Title 
The Lord Hunt of Tanworth, Chairman. Prudential Corporation plc (also 
Chairman of Banque Nationale de Paris plc) Organization 
Yoh Kurosawa, Deputy President. The Industrial Bank of Japan. Acting Addrece 
Chairman of the Committee on Japan-EC Relations, Japan Federation of 
Economic Organizations 
Akio Morita, Chairman. Sony Corporation and Deputy Chairman. Japan 
Federation of Economic Organizations: and others Tel Fax 





IntoPlus Inc. (Asahi Shimbun EC Seminar Secretariat). 1-1-13-105 Azabudai 
Minato-ku, Tokyo 106. Japan. Tel. 505- 4527 Fax. 589-3922 
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«COME THROUGH 
FLYING CO 


The spirit of fair play, free com- 
petition and international co- 
operation has ever been our driving 
force, making us what we are today. 
A US$15 billion enterprise with 
over 80 offices spanning the glo 

We work in partnership with su 
arms as AT&T, Siemens, Hitachi, 
Helena Rubinstein and Caltex. 

ause we believe close cooperation 
breeds mutual success. 

If you'd like to join our team, 

ow where to find us. On 
e fast track to a better tomorrow. 
Lucky-Goldstar. 


eChemistry and resources 
eConsumer and industrial electroni 
e Irade, finance and engineering 
ePublic services 


Y GOLD 


LGI PR: Yoido PO. Box 699, Seoul, Korea. Phone (02) 7. 
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billion for research and develop- 
and $5 billion-7 billion for produc- 
Even if these costs do not escalate— 
would be unique in the history of 

American companies stand to 
ch or more from sharing devel- 
the FSX as from selling the Japa- 














more, the technology transfer 
oes both ways. Japan is supposed to con- 
cos m Jute a type of radar and a method of wing 
. . Construction that the United States cannot 
new produce. America could develop this 
technology on its own in time—just as Japan 
- €ould develop the technology it will get from 
erica on its own, Saving the trouble and 
—^ expense is what shared development pro- 
= grammes are about. 
An alarming legacy of the rsx squabble 

is the novel role of the Commerce Depart- 

ment in the sort of issue that previously 


juld have been handled exclusively by the 

























the power vacuum at the Defence Depart- 
ment and the strong personality of the com- 
. merce secretary, Mr Robert Mossbacher. 
-o But it will do the United States no good if 
- defence considerations are to be subordi- 
 nated to the Commerce Department's com- 
mercial—and increasingly protectionist— 
agenda. 





Um Denver 


Airport '93 


TAPLETON airport in Denver, the bane 


of American fliers, is doomed. A special 

vote of Denver's citizens on May 16th up- 
held overwhelmingly the plan to scrap it. 
The 60-year-old airport cannot be expanded 

. and is a national bottleneck in bad weather. 
istead, Denver will spend $2.3 billion 
uilding what is billed as the first airport of 
the twenty-first century some 15 miles out- 
side the city, It would be the first new airport 






in the United States since 1974 and is ex- 


o pected to come into use in 1993, 





“most Colorado businessmen. and politi- 
cians, including Denver's mayor and Colo- 
. ràdo's governor. But it was opposed by the 
-two biggest airlines that serve Stapleton, 
= United and Continental. A larger airport 
< with more gates would undermine their lu- 
| "erative virtual duopoly at Denver. Their ar- 
gument to the voters, however, was that 
traffic at Stapleton has been declining, and 
“that the federal government is unlikely to 
. contribute the $500m that the city is count- 
ing on. Last year it provided only $140m for 
airport expansion in the whole country. 
Owners of hotels around Stapleton also nat- 
'ally opposed its disappearance. 
But the opponents made one strategic 














S; byc contrast, is is expected tc to 


epartments of State and Defence. Blame 


"he proposal has had the support of - 
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hired as an adviser Mr Roger Ailes, the au- 
thor of many of the nastiest advertisements 
of Mr George Bush's memorably nasty elec- 
tion campaign last year. Mr Ailes, showing 
more consistency than imagination, concen- 
trated on the city's claim that the airport 
would require no new taxes. One of his ad- 
vertisements read, "Who do they think is 
NT" ? * 33 

going to pay? The tooth fairy? 

= Supporters of the airport turned Mr 
Ailes himself into an issue. Denver, they 
said, did not need a outside mudslinger—or, 


in the words of one supporter “the illegiti- 


mate father of Willie Horton "—to make up 
its mind. Mr Ailes was denounced as “‘a mas- 
ter of the slick and sleazy” and both of Den- 
ver's newspapers called him “a liar”. Pro-air- 
port groups attacked him as a "slash-and- 
burn media manipulator”. 

Mr Ailes is better at dishing out insults 
than in taking them. Spluttering with rage, 
he declared that the Denver Post was on the 
point of failing (untrue, its circulation is ris- 
ing). He said the Post’s journalists “have be- 
come masters of the smear’’—an accolade 
he is certainly qualified to award. All to no 
avail. Mr Michael Dukakis, the victim of so 
many of Mr Ailes’s attacks, should be 
smiling. 





Thrifts 
Now the saviours 
cook the books 


WASHINGTON, DC 


[ULL of hope, President Bush wanted 
Congress to pass his plan to clean up 
the sick savings-and-loan business within 45 


days. That was in February. Speed was es- | 


sential because the cost of closing down in- 
solvent thrifts was rising every day. The 
deadline has long gone, but the administra- 
tion is not grumbling. The bill has passed 
the Senate broadly intact; and even the 
House of Representatives looks like buying 


the key proposals for tougher capital re- 
quirements that ought to avoid a recurrence 
_-of the thrift crisis. 


Congressmen are deservedly being pillo- 


ried for festooning the legislation with tiny: 


exemptions to please financiers in their own 
districts. For instance, the chairman of the 


House banking committee, Representative 


Henry Gonzalez, has inserted an amend- 
ment to help the biggest bank in San Anto- 


~ nio. The chairman of the House rules com- 
mittee, Representative Claude Pepper, has 
done ihe same for a Miami thrift. 


But the House also may earn deserved 
plaudits for fiscal integrity, by insisting that 
im cost of the bail-out be recorded as part of 
the federal budget. The administration 





decision. that- del ightfully backfired. T1 i 


Board—and the Congression 


budget gimmick is to avoid vio 
Gramm-Rudman budget-deficit li 


are handed over to the RTC, the bailo 
of government activities. Worse still 
a year. 
thrift bailout. The administration arg 
` that this. could dampen market cont 


much faith left in Gramm-Rudm: 


bail-out bill—which would add to: x 


wants the $50. billion of i new bonds to pay 









for the thrift bail-out: | 
budget agency HEN as Refcó rf 
will pass the proceeds to the Res 
Trust Corporation (RTC), which will 
the closure, sale or merger of bust 
Collateral for the principal of the 1 
bonds will come from the purchase: 
billion of industry cash) of deep 
counted 30-year zero-coupon Treasury d 
The interest will, however, be guaranteed 
the Treasury. : 

The administration claims that. set ng 
up an off-budget agency to issue bonds 
lows the precedent set by FICO——the ody 
that was established off-budget in 1 
raise extra money for the thrifts' ins 
agency. By making the industry provid 
collateral, it also reduces the burden that 
thrift bailout will impose on taxpaye: 
Treasury secretary, Mr Nicholas Br 
threatening to recommend a presi 
veto of the bill if it interferes with th 
budget financing mechanism. 

In fact Refcorp is not like rico. It. 
and will act like a pure public-sector bo 
FICO, in contrast, is owned by the te 
cally private Federal Home Loan | 















































































fice would normally classify it as such. 
Treasury guarantee of interest —which 
bonds do not have—gives the game 
more openly. The real purpose of thi 





deed, because the proceeds from the b 
are counted as budgetary receipts when 


tually appears to bring in revei 
year—a quirk that proved useful i 
ing the fraudulent 1990 budget agr: 

Off-budget agencies hide the t 


cáuse (despite the government guara 
they are not Treasury bonds as 

Refcorp bonds carry a higher interest 
which could cost taxpayers an extra $ 


The alternative would have bee 
off raising of the Gramm-Rudihan : 
explained by the unique situation 


so much that interest rates on all T 
debt would rise. That implies that f 
markets are as easily fooled as voi 
budgetary ani Few inve 


and they might be pleased for once t 
some fiscal honesty in Washington. _ 

The administration could still. h 
way without the absurdity of vetoing 

















adding to delay. That is beca 
Rudman law requires a 60- 
Senate in order to amend i its tárgets S 
majority will be hard: to get even th 
many senators, including the chairma 
the banking committee, Mr Donald R 
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would prefer an honest solution. 

. Anyway, $50 billion is probably not 
enough, so the accounting debate about 
whether the bail-out should be on-budget or 
off can probably be repeated next year and 
the year after that. 





Virginia 


. Carry me forward 


G 
i's 


^u LECTIONS for governor of Virginia get 


- are run in odd-numbered years, when there 


À 


Y 


42 more attention than they warrant. They 


. are few other political distractions; and Vir- 
-~ ginia is conveniently adjacent to Washing- 


ton, DC. Many national political reporters 
are even citizens of the Old Dominion. Yet 
this year’s Virginia politics deserves the at- 
tention it is getting. 

The reason is Mr Douglas Wilder, cur- 
rently lieutenant-governor, who is almost 
certain to be the Democrats’ nominee for 
the top job. If he wins in November, Mr 
Wilder, already the highest-ranking elected 
black official in America, will become the 
first black ever elected as governor of a state. 
That he has a chance of winning is unusual. 
Most black candidates for governor or sena- 
tor, particularly Republican candidates, are 
sacrificial lambs put up against overwhelm- 
ing favourites. That all this should happen 
in Virginia, segregated a generation ago, is 
remarkable. 





Whitewash 


NEW YORK 


HE locals hate to admit it, but New 

York’s underground transport is get- 
ting better. Trains still run late, but at 
least the carriages—cars, to New York- 
ers—are clean. After a five-year effort that 
involved increasing the number of clean- 
ers from 690 in 1983 to around 1,600 to- 
day, the New York City Transit Authority 
bragged on May 12th that all of its 6,200 
subway carriages (and all its 3,800 buses) 
were at last free of graffiti. It says it will 


keep them that way. 


The graffiti craze started in the early 
1970s. The scribbles were rarely legible 
and hardly ever lewd. The aim of the more 
competitive of the painters was to get 
their "tag", recognisable only to the initi- 
ated, on as many carriages as possible. A 
few graffiti artists became rich and fam- 
ous. Jean Michel Basquiat, a young black 
who signed his graffiti SAMO, was taken 
up by Andy Warhol and Christie's. Be- 
fore his death last August, at the age of 27 
of a heroin overdose, Basquiat's paintings 
(he had moved on to canvases) fetched up 


to $99,000 at auction. 


The statistics are chilling, too 


T. $2 
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The transit authority was not among 
the artists' admirers. Grime-covered graf- 
fiti demoralised the passengers as well as 
the staff, who have learnt that people be- 
have more considerately, and drop far less 
litter, in clean carriages than in dirty ones. 
By 1983 the city's subway system was a 
favourite symbol of urban decay. The 
years of neglect that followed New York's 
flirtation with bankruptcy in the 1970s 
had helped to reduce traffic to 3/2 m rides 
a day, against a historical peak of 6m in 
1948. The trains and the stations were 
noisy, dirty and dangerous. Breakdowns 
were common. 

Manners on the subway got worse 
along with the system and are still not 
good; about ten passengers get murdered 
each year. In classes run by the manage- 
ment to give subway workers a more sym- 
pathetic attitude to their customers, staff 
members love playing the role of a passen- 
ger screaming at a seller of tokens. 

The system has achieved a remarkable 
turnaround since it touched bottom in 
1983. It braved the fury of American sup- 
pliers when it bought subway carriages 
from abroad: 825 from Bombardier of 
Canada, 525 from Kawasaki of Japan and 
425 made in France by Westinghouse- 
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Mr Wilder was a state senator for 16 
years before running for lieutenant-gover- 
nor in 1985 on a successful ticket led by Mr : 
Gerald Baliles. His critics charge that he has 
not been much of a team-player for Gover- 
nor Baliles. He is also accused of being 
opportunistic, positioning himself as a mod- 
erate, centrist black politician, unthreaten- 
ing to whites, when he had one of the most 
left-wing records in the state senate. 

But moderation in the pursuit of higher 
office is no novelty. Virginia, like other 
southern states these days, has two strong 
parties, not one; a Democratic nomination 
is no longer equivalent to victory. Nor is 
Virginia so heavily black that Mr Wilder has 
an inside advantage. Blacks make up only 
17% of the state's voting-age population 


Amrail. Those that the system cannot af- 
ford to replace are being refurbished and 
protected with graffiti-resistant paint. The 
trains are quieter as well as cleaner. About 


350 of the 800 miles of track have been 
replaced over the past five years. A mod- 


e 


rnisation programme is in the works for 


41 stations, including Grand Central and 
Times Square. The effort to persuade 
more New Yorkers to use public transport 
is achieving moderate success: there are 
200,000 more journeys a day than in 


l 


983. 
It helps that public subsidies for public 


transport are uncontroversial in New 
York. The argument centres on the size of 
the subsidies, not on the need for them. 
The flat fare of $1 a ride covers only two- 
thirds of the operating cost of the subway. 
The rest, and the capital budget, are met 
by the federal, state and city governments. 


e 


riages they have turned their attention to 
the windows. In the new carriages the 


But the vandals are not giving up that 
asily. Frustrated by graffiti-resistant car- 


| 


panes are made from an almost unbreak- 


a 


ble plastic. Unbreakable, but not 


scratch-proof. So many windows have 


been defaced that all are being refitted 
with safety glass. 
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‘do not vote at t anything like that 
trength. To win, Mr Wilder will have to 
apture the same 4596 of the white vote that 
e got in 1985. 
Three candidates—all experienced and 
. well-financed—are vying to win the Repub- 
"lican nomination in a primary on June 13th. 
| ght favourite is Mr Paul Trible, who 
was a federal senator until he chose not to 
-defend his seat in against Mr Chuck 
- Robb, the highly popular former governor. 
“Mr Trible is a Dan Quayle type: youngish 
and attractive, but thought to be thick. He 
was criticised for ducking the fight against 
Mr ir Rope ean he wanted to spend more 
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| Still praying 
| 


WASHINGTON, DC 






bulence of the past half-century, 
American church-goers continue to glide, 


of all Americans went to church each 
week. The same proportion does so still. 
| The background to this imperturbable 
. routine was rumbustious. Protestant 
|] churches (to which two-thirds of Ameri- 
cans belong) have been shaken by social 
and political conflict, by the rise—and de- 
cline—of broadcast evangelists, by the 
battle between science and creationism. 
The Roman Catholic church (one-quarter 
of Americans) has been transformed by 
the Second Vatican Council. At the same 
time, Catholics, who once bowed unques- 
tioningly to Papal authority, have shifted 
. sharply, and often contentiously, towards 
greater independence. 
Father Andrew Greeley, a Catholic 
priest, prolific writer and devoted student 
of religious statistics, has just published a 
new survey of surveys: "Religious Change 
in America" (Harvard University Press). 
He finds remarkably little change to write 
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NDISTURBED by the religious tur- 


more or less serenely, into their accus- 
tomed pews. Fifty years ago around 40%- 


time with his family while he was really gear- 


ing up for a run for governor. . ! 
Mr Trible's most threatening opponent 
is Mr Stan Parris, a congressman from 
Washington's Virginia suburbs. Mr Parris is 
a confrontational politician best known for 
noisy criticism of Mr Marion Barry, the 


mayor of Washington, where many of Mr. 
Parris's constituents work. This would not 


normally have meant much to most Virgin- 
ians (and might even have exposed Mr Par- 
ris to charges of thinly veiled racism), but 
Mr Barry has recently become a domestic 
General Noriega—the politician all Ameri- 
cans love to hate. Mr Parris can brag that he 


about. Around 96% of Americans con- 


tinue to believe in God: the 72% who be- 
lieved in heaven in 1952 expressed the 
same cheerful confidence in 1980; the 
58% who believed in hell had dropped to 


~53%. Yet Mr Greeley does succeed in. 


- charting a few basic changes, most of 


them to do with the erosion of Catholic 
respect for papal rules. 

American Protestants have been mi- 
grating from their mainline churches to 
their non-mainline ones. This, says Mr 
Greeley, has been incorrectly reported as 
a rise in fundamentalism. He finds no in- 
crease in the proportion of Protestants 
who believe in such things as the literal 
accuracy of the Bible, and he sternly sug- 
gests that the press was a bit over-excited 
by the antics of television preachers. The 
Protestant churches, he says, play an end- 
less round of musical chairs. The net re- 
sult has been that the Methodists and 
Presbyterians, in particular, have lost 
members to the less-structured churches 
where people can express their devotion, 
and sometimes their political conserva- 
tism, with more ERES 


Be a a as aes 


~ Republicans for being too liberal whe 


| by 35% Ms pee Carbo 


In 1963 Protestants and Catholics alike 
- “gave 2.2% of their income to their respec 






was bashing Barry before Ban 
cool. : 
The third Reiben is a ME? 
Coleman, a former Virginia attorn 
eral, who is attracting the support o 
party regulars. His political transfo 
however, appears to be as least as o 
tunistic as Mr Wilder's. Criticised by : 













































first ran for statewide office in 1977, 
Coleman is now courting the fundamen 
ist Christian vote, a dde amd 
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regular churchgoers that it persuaded a 
of them to stay at home for a while. 
loyalty and. habit prevailed and the sli 
away from church stopped. 

However, Catholics no longer dig as 
deeply into their pockets as they once did 


tive churches. Twenty years on, Protes 
tants were still giving 2.2% but Catholic. 
contributions had dropped to 1.1%. And 
this change has occurred in years when 
American Catholics, leaving behind thei 
poor-immigrant background, were ni 
longer any less affluent than America 
Protestants. | 

The loyalty of American Catholics to. 
their church, suggests Mr Greeley, is very 
similar to their lovalty to the Democrati 
party. They can disagree with officia 
teaching (the rules, for instance, on pre 
marital sex) and they can disapprove ofa 
presidential candidate (starting with Mr 
George McGovern in 1972). Yet they. 
keep on going to church, while showing: 
their ambivalence in other ways. An 
they still vote Democratic, except fo 
president. 
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INTERNATIONAL 


shake hands or else 


FROM OUR ISRAEL CORRESPONDENT 


Now we'll show you how democracy works 


YEAR and a half after the start of the 

intifada, Israel is brandishing a peace 
plan in an iron fist. For several months it has 
been threatening to stop the Palestinians in 
the West Bank and Gaza from commuting 
to jobs inside Israel's pre-1967 "green-line" 
e On May lóth it carried out the 

hreat. For the first time ever all residents of 
the Gaza Strip employed in Israel proper 
were rounded up and told to return home to 
face an indefinite curfew. 

[n issuing the order, Mr Yitzhak Rabin, 
the Israeli defence minister, made it clear 
that Gazans and West Bankers could no 
longer automatically expect to be allowed to 
work and move freely in Israel if the uprising 
continued. The ban is expected to be ex- 
tended shortly to the West Bank. Maintain- 
ing a total ban would be difficult: Israel has 
come to prosper from the cheap labour pro- 
vided by the 120,000 or so workers from the 
territories who work inside Israel. But tight- 
ening up on who can cross the green line will 
squeeze the Palestinians hard. 

What exactly was Mr Rabin up to? The 
eviction of Gazan workers came only davs 
after the Israeli cabinet gave its final ap- 
proval to what it considers a peace plan. Un- 
der it, the 1.7m Palestinians of the West 


THE ECONOMIST MAY 20 1989 





Bank and Gaza would be offered a chance to 
elect a body of representatives with whom 
Israel would negotiate a period of "self 
rule". This would be a transitional arrange- 
ment for five years only. Within at least 
three years of its start, the elected Palestin- 
ians would be expected to form “the central 
Palestinian component” in negotiations on 
a permanent solution to the conflict. 

The Palestinians object that Israel's plan 
explicitly. rules out negotiation with Mr 
Yasser Arafat's Palestine Liberation Orga- 
nisation and the creation of an independent 
Palestine on the West Bank and Gaza. The 
PLO's executive committee emerged from a 
two-day meeting in Tunis to denounce the 
proposal as a "farce". In Jerusalem one of six 
West Bankers invited to meet a visiting team 
from the American State Department was 
arrested shortly before the session. The re- 
maining participants told the Americans 
that an election would be acceptable only if 
it led to Palestinian self-determination and 
independent statehood. 

The Israeli plan does not spell out the 
nature of the permanent solution Israel 
wants in the occupied territories. But con- 
structive ambiguity cannot conceal the fact 
that the Palestinians' goals are unacceptable 


to any imaginable Israeli government. Isra- 
el's prime minister, Mr Yitzhak Shamir, is 
already under heavy pressure from the right 
wing of his own Likud party for having of 
fered too much. He has told the Americans 
not to lean on him too heavily, even to clar- 
ify whether East Jerusalemites will be al- 
lowed to vote or Israeli troops will withdraw 
during the election. 

President George Bush accepted the 
outlines of the plan during Mr Shamir's visit 
to Washington last month. Now the Ameri- 
cans are urging the Palestinians to treat the 
plan as something that can be built on, and 
the best offer Israel is likely to make. They 
concede that it resembles the Camp David 
accords of 1978, which the Palestinians 
scornfully rejected, but point to two big dif- 
ferences. One is that the United States now 
talks directly to the PLO, which means that 
Mr Arafat might eventually be brought into 
the negotiation once a period of confidence- 
building got under way. The other is the 
central role allotted to the Palestinians 
themselves, rather than to Jordan and 
Egypt, in settling the final status of the West 
Bank and Gaza. 

Whatever happens next, Israel clearly 
means to get tougher than before with the 
people of the uprising. [ts escalation in re- 
cent weeks—especially the killing of one Is- 
raeli soldier and the disappearance of an- 
other in the Gaza area, and the spate of 
Palestinian attacks on alleged collabora- 
tors—has drawn the army to the brink of 
despair. In a rare public attack, a respected 
newspaper columnist, Mr Yoel Marcus of 
Haaretz, argued on May 16th that the chief 
of staff, Major-General Dan Shomron, 
should resign for having failed to defeat the 
uprising. "A little Yom Kippur,” he called 
the general's errors, in reference to the great 
intelligence failure of the 1973 war. 

Will the new measures work? Palestin- 
ians say they will simply increase the circle of 
despair and drive previously uncommitted 
people into the mainstream of the uprising. 
Israel hopes that economic and adminis- 
trative pressure will succeed where the previ- 
ous (and continuing) policies of beating, de- 
portations and shooting have failed. The 
army has also announced a renewal of its 
“pre-emptive” raids on remote villages. 

More than two decades into its occupa- 
tion of the West Bank and Gaza, Israel is re- 
verting to the long-tried combination of car- 
rot and stick to control the Palestinians. The 
stick fell hard on Gaza this week. The car- 
rot—in the form of Israel's new election 
plan—still seems to strike many Palestinians 
as distinctly unappetising. 
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INTERNATIONAL 
Arab summits 


Money talks 


éé HERE is the money pledged at the 

intifada summit in Algiers?” Mr 
Salah Khalaf, deputy leader of the Palestine 
Liberation Organisation, might well ask. 
The PLO gets a tiny fraction of its income 
from rich Palestinians, most of the rest from 
Arab governments. At an Arab summit 
meeting in Algiers last June, convened to 
praise the uprising in the Israeli-occupied 
West Bank and Gaza, the assembled heads 
of state promised to give the PLO a com- 
radely $43m a month. Only Saudi Arabia 
has paid up. At the Arab summit that opens 
in Casablanca on May 23rd, the Palestinians 
will ask for the rest. 

They should not bank on getting it. 
Promises made at Arab summits are made to 
be broken. Last month, after 11 people died 
in riots over price rises, King Hussein of Jor- 
dan criticised the Arab states that had failed 
to send the money they promised him a de- 
cade ago at a summit in Baghdad. Then, in 
the heady atmosphere of the summit hall, 
Arab leaders had vied with each other to 
pledge money to support the PLO and the 
“front-line states" (Jordan, Syria and Leba- 
non) in their struggle against Israel. Jordan 
was promised $1.2 billion a year for ten 
years. Only Saudi Arabia delivered what it 
promised; and even the Saudis failed to keep 
their promises to Syria. 

In the Arab world, as elsewhere, largesse 
is motivated by self-interest. It is used to buy 
political favour and influence, to support a 
friend or undermine a rival. Sometimes it is 
indistinguishable from a bribe. Even the 
poorest states run “slush funds” to buy in- 
fluence with individuals, if not whole gov- 
ernments. Libya is notorious for promising 
money, usually to extreme causes, that fails 
to turn up. Impecunious Algeria is a reliable 
donor of modest sums to the PLO, to the 
Polisario guerrillas in the Western Sahara 
and to friends in Mauritania and Chad. 

Most money flows from the oil-rich Gulf 
monarchies—mainly Saudi Arabia, Kuwait 
and the United Arab Emirates—to the 
poorer Arab states like Egypt, Sudan and 
North Yemen. Some is handed over in cash. 
Saudi princes travel with millions of dollars 
in cash which they distribute freely. A whole 
range of financial instruments is used: 
grants and soft loans, investments, the pro- 
vision of credits, payments in kind. The 
champions of favoured causes are provided 
with offices, cars and expense accounts. 
Arab development funds, such as the Ku- 
wait Fund for Arab Economic Development 
and the Saudi Fund for Development, keep 
their governments' diplomatic objectives in 
mind when thev lend and invest. 

Saudi Arabia invests heavily to keep the 
Arabian peninsula stable. Large handouts 
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have gone to North Yemen, to wean it away 
from radicalism, and to Oman, to put down 
the communist uprising in Dhofar. A bigger 
test came during the Gulf war between lraq 
and Iran. While shrinking from military in- 
volvement, the Saudis and fellow Gulf Ar- 
abs contributed vast amounts to Iraq's war 
chest. From 1982 onwards, Saudi Arabia, 
Kuwait and the United Arab Emirates are 
reckoned to have given Iraq some $30 bil- 
lion of interest-free loans. Iraq also received 
about $15 billion from oil sold on its behalf 
from the so-called "Neutral Zone" shared 
by Kuwait and Saudi Arabia. The Gulf Ar- 
abs do not expect to see their loans repaid, 
but can claim some credit for the taming of 
revolutionary Iran. 

So a fiscal foreign policy can work? Up 
to a point, or two. One point is that some 
regimes are sometimes impervious to brib- 
ery. During the Gulf war no amount of Gulf 
money could make Syria end its un-Arab al- 
liance with Persian Iran. The other point is 
that, thanks to the collapse of the oil price, 
the money is running out. Since the height 
of the oil boom in 1981, the official amount 
Kuwait gives away in foreign aid has fallen 
from more than $11 billion a year to under 
$1 billion. The intifada came a little late. 





Panama 


The uninhibited 
general 


FROM OUR CENTRAL AMERICA CORRESPONDENT 


66T AM, I am Tony Noriega and he has 

no inhibitions, or traumas, or inde- 
cisions, he does not bask in flattery, adula- 
tion or pomp.” That is an extract from the 
only published work of Panama’s dictator, 


— 


and he has been living up to the first part of 
it since voters rejected his hand-picked can- 
didates in the presidential and legislative 
elections on May 7th. He cancelled the re- 
sult and carried on, helped by violent repres- 
sion of the opposition, and by its own 
disorganised incompetence. 

General Noriega shows no sign of giving 
up, and most observers see no reason to 
think he will. His uniformed soldiers have 
been on their best behaviour; the weekend 
after the election fiasco he calmly gave them 
time off for a good quiet rest. The general 
has persuaded his men that he is their only 
protector, and that the opposition would 
turn them into a rural gendarmerie. He has 
purged his military rivals and downgraded 
the general staff; the key to his strength is 
the Strategic Military Council, staffed by 
ambitious young majors who transmit the 
general's orders, control the flow of weap- 
ons and authorise all troop movements. 

This authority is buttressed by » 
outs from the defence force's many legal an 
illegal businesses. The rank-and-file of the 
trade unions may detest him, but their lead- 
ers are kept loyal. Only from his civilian as- 
sociates are there hints of trouble. The for- 
eign minister, Mr Jorge Ritter, is said to be 
upset with the general, and so is the acting 
president, Mr Manuel Solis Palma. 

Behind the uniformed soldiers stand up 
to 5,000 plain-clothes men of the "dignity 
battalions’. Their post-election task has 
been to intimidate civilian protesters, im- 
pose terror on the streets and beat up the 
opposition candidates as soon as their elec- 
tion triumph became apparent. This helped 
keep the general's critics quiet. The opposi- 
tion presidential candidate, Mr Guillermo 
Endara, recovered gallantly from a blow on 
the head with an iron bar. His running- 
mate, Mr Guillermo Ford, survived a mur- 
der attempt in which one of his guards was 






Bloody, unbowed: Guillermo Endara’s victory wave 
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shot dead and the other gravely injured: Mr 
Ford, splattered with their blood, then 
fought off a “dignity battalion” assailant 
and managed to joke: “You got a Ford in 
your future, I assure you.” 

Mr Olimpo Saez, an opposition candi- 
date, was arrested. He described how he and 
a colleague were taken from their cells in the 
night, hung by the hands from a basketball 
hoop, and wrapped in a United States flag. 
For more than three hours they were beaten 
on the legs and lower body with a baseball 
bat by soldiers who accused him of being a 
yanqui stooge. He spent the following night 
tied to the basketball post, while the beating 
went on. He had the bruises to prove it. Of 
the 200 people arrested with him, about 120 
had not reappeared by May 17th, when a 
planned opposition strike understandably 
failed to attract much support. 

Two thousand men of the United States 
forces have arrived to join the normal garri- 

on of 11,000. They remained quietly in 
heir camps, while indignant American con- 
gressmen criticised their commander, Gen- 
eral Fred Woerner, for inaction. The oppo- 
sition hopes for American help, but is not 
saying what it wants. Some have long be- 
lieved that fat bribes would soon separate 
General Noriega from his associates. 

A few diplomats still claim that eco- 
nomic sanctions will bring the general 
down. The United States, having made that 
assumption for more than a year, is now ask- 
ing the Organisation of American States to 
help. In Washington on May 17th the OAs 
wrung its hands over General Noriega's mis- 


deeds, and promised to send a delegation. 
That will not shift him. 





Peru 
The Garcia 
enigma 


FROM OUR PERU CORRESPONDENT 


Latin America’s youngest presi- 

dent, Mr Alan Garcia, appointed Mr 

Luis Alberto Sanchez, born 1900, his prime 

minister in this week’s cabinet reshuffle re- 

mains a riddle. Why both in turn should 

have picked as finance minister one of their 

youngest and least conservative opponents 

in the ruling American Popular Revolution- 

ary Alliance party, the fiery Mr Cesar 
Vasquez, is another. 

The mixed signals left businessmen 
agog, hyperinflation untouched, the street 
dollar rate buoyant, and creditors whistling 
for their share of repayment of Peru’s $18 
billion foreign debt. Two days after his 
swearing in, Mr Vasquez, who regularly den- 
igrates Mr Garcia as a mere “reformist”, 
made a lukewarm attempt to persuade busi- 
nessmen that he won’t be wild. He said he 
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FROM A CORRESPONDENT IN THE ANTARCTIC 


TILL stuck for a holiday? Try Antarc- 

tica. Every year about 2,000 tourists 
visit the remote areas in and around 
King George Island, Anders Island and 
the northern tip of the Antarctic penin- 
sula. But hurry. Last February an oil spill 
from a cruise ship renewed calls for a halt 
to the Antarctic's tourist trade. 

Most of Antarctica is a frozen desert. 
A tiny fraction is home to a fragile eco- 
system and a few kinds of living creature. 
Tourists come during the milder weather 
that coincides with the reproductive urge 
of the penguins and other species. Mr 
Manuel Baquedano, director of Chile's 
ecology commission, says that aircraft, 
helicopters and ships laden with tourists 
disturb their breeding. Green lobbyists 
in Chile and Argentina want the visits to 
be stopped 

One way to see the Antarctic is to 
take a cruise. Chile's state tourism 
agency, Sernatur, offers an alternativ. 
The intrepid traveller is flown by military 
transport from Punta Arenas to Chile's 
Teniente Marsh base on King George ls- 
land, and lodged at a hostel owned by the 
air force. The itinerary includes visits to 
Uruguayan, Chinese and Soviet out- 
posts, a spectacular helicopter ride to a 
penguin colony, vigorous walks, and lec- 
tures and films on the continent's his- 
tory and geography. 

The organisers try to respect the sur- 
roundings. Visitors are advised not to 
touch the animals, are kept a discreet dis- 
tance away from the elephant seals loll- 
ing on the beaches, and sternly told not 





opposed price controls and an exchange- 
rate freeze, and promised to continue talks 
with the International Monetary Fund. 

Less puzzling was the return of Mr 
Agustin Mantilla, rightly or wrongly re- 
garded as tolerant of semi-official right-wing 
death squads, to the interior ministry. He 
says he will need a month to arm peasant 
defence groups against the Maoist guerrillas 
of the Shining Path. For three days last week 
the guerrillas cut off two-thirds of Peru's 
mineral traffic to the coast, blacked out 
parts of Lima and half a dozen other towns, 
and prevented farmers from delivering food 
to markets in the capital. 

Stopping the minerals means sabotag- 
ing up to half Peru’s export revenue. Black- 
outs mean factories cannot work, so more 
poverty. Throttling food supplies to Lima 
directly pushes up Peru’s main consumer 
price index, which rose by 48% last month, 
even before the strike. (But Mr Garcia says 
his own civil servants’ figures are wrong.) 


Freezing out tourism 









to collect stones or shells as souvenirs. 
Smokers must stow cigarette ends in the 
pockets of their parkas. Rubbish from 
the hostel is packed into plastic bags and 
taken back to Chile. 

Still, man is an intrusion, even when 
he tries to be considerate. On one recent 
visit to a penguin colony on Ardley Is- 
land a helicopter transported 24 tourists 
three at a time. Penguins scattered in ter- 
ror each time the helicopter took off and 
landed. Mr Baquedano says that tourism 
should be suspended pending further 
studies. Sernatur says this year’s tours 
are sold out. 



































Don’t take me home 









Such are the guerrillas’ wrecking objectives: 


A brief dash by the president to the prov- — 


N 


inces they infest did not inspire the peas- 
antry to resist them, 

Mr Garcia thinks that Peru's democ- - 
racy, described correctly as “fledgling” ever T 
since it was restored in 1980, is threatened 
more by the guerrillas than by the economi 7 
strains he has himself done so much to exac- 
erbate. Yet misery must swell the ranks of 
the guerrilla sympathisers. There are no ie 
ures for the countryside, but in urban 2 | 
inflation averaged 4596 a month in the firs T 
quarter, while cpp was 2296 below that ir 
the same period last year. Beggars, 
families of chocolate-vendors and money 
changers swarm in the streets of the coasta u 
capital. In the three Andean highland c 
partments encircling it, bridges and pylons | 
are blown up almost every day, local au- 
thorities abandon their posts en masse, and 
strike-breakers have their throats cut. 3 


Oddly, the sheer scale of the guerrilla. 
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Everyday scene on Peruvian boulevard 


problem may deter the army from staging a 
coup. To improve its counter-insurgency ef- 
fort the army would have to deploy huge 
forces in almost every region. The death toll 
could soar from the 15,000 or so, mainly in- 
nocent, victims registered since May 1980. 
The army lacks the men and resources for 
such an effort; it seems resigned to letting 
the new government, scheduled to take over 
in July 1990, face the problem. 

For now the rebels set the pace. They 
are led by a stubbornly elusive, apparently 
still living, former professor of philosophy, 
Mr Abimael Guzman. This week they cele- 
brate the ninth anniversary of their armed 
struggle, which began with the destruction 
of ballot boxes in the remote Andean village 


of Chuschi during the election of May 1980. 
They may try to commemorate that event by 
hounding every potential candidate in 
scores of provinces during the municipal 
elections in November and the general elec- 
tion next April. 

Mr Garcia's chief political adviser says 
the president’s main concern is to ensure a 
smooth and democratic transfer of power, 
whether to the right-wing novelist Mr Mario 
Vargas Llosa (now leading in the opinion 
polls), or to the Marxist former mayor of 
Lima, Mr Alfonso Barrantes, who has re- 
nounced his links with the advocates of vio- 
lence. Mr Garcia knows that his own party 
cannot win next time, but dreams of a re- 
turn to power in 1995, 








Ethiopia's coup 


Mengistu's tottering empire 


IX months ago the people of Addis 

Ababa, who used to be too scared to 
criticise Ethiopia's military regime, started 
making jokes at its expense. On May 16th 
the dissent turned serious. Mutinous troops 
surrounded the presidential palace and the 
ministries of defence and information. Heli- 
copter gunships and MIG-21 fighter-bombers 
buzzed encouragingly overhead. By evening 
the coup's apparent leaders, the much-deco- 
rated heads of the air force and army, once 
loyal friends of the president, had been 
killed. So had the defence minister, appar- 
ently for refusing to join the rebels. The 
next day there were reports of more fighting 
in the capital and of a mutiny in Asmara, 
capital of the northern province of Eritrea, 
whose secessionist rebels were already doing 
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well. President Mengistu Haile Mariam 
broke off an arms-begging trip to East Ger- 
many and flew home early. 

The mutiny had been preceded by end- 
less rumours. In April the Italian embassy 
advised its nationals in Ethiopia to keep 
$400 handy so that they could flee the coun- 
try if need be. It is an open secret that the 
army would like to pacify the rebels in Eri- 
trea and neighbouring Tigre by offering 
them limited autonomy. Mr Mengistu is set 
on fighting, even though his army has been 
kicked out of much of the war zone. To the 
disgust of some generals, he has kidnapped 
thousands of teenagers and sent them off to 
fight with barely any training. In one battle 
three months ago, at Enda Selassie in Tigre, 
thousands of Ethiopian soldiers were killed. 








Mr Mengistu has destroyed all Ethio- 
pia's institutions except the armed forces, so 
no civilian group seems organised enough to 
challenge him. He is doing his best to silence 
uniformed rivals, too. Last year the com- 
mander of the army in Eritrea was mur- 
dered, along with two generals serving un- 
der him. In late April the commander in 
Tigre and five other senior officers were ar- 
rested, and may by now be dead. That purge 
probably encouraged this week's coupsters, 
but also deprived them of support. 

Will Mr Mengistu change of his own vo- 
lition? Lately he has started to loosen the 
state's grip on the economy. His Russian pa- 
trons would like him to make more reforms 
and to negotiate with the Tigrean and Eri- 
trean rebels. But Mr Mengistu, like Cuba's 
President Fidel Castro, is no slavish follower 
of Muscovite fashion. He is said to have for- 
bidden mention of glasnost and perestroika 
in the official press. 


Namibia and Angola 


Inch by Inch 


OUTHERN Africa is still a diplomatic 

honeypot. On May 15th delegates from 
Angola, Cuba and South Africa met on Na- 
mibia's northern border to discuss the terri- 
tory's progress towards independence. The 
Americans and Russians went along to 
watch. The next day the leaders of seven Af- 
rican countries were in Angola's capital, Lu- 
anda, to talk about ending that country's 
civil war. Last December's American-spon- 
sored peace deal hauled the region nearer to 
stability. Many possible disuputes lie ahead. 

The Namibian meeting celebrated the 
end of April's battle between South Africa 
and its guerrilla enemies in SWAPO. More 
than 300 swaro fighters were killed, and th» 
rest have since retreated into Angola. Sout 
Africa's victorious soldiers have now re- 
turned to base, and should start withdraw- 
ing from Namibia, as agreed under the 
United Nations plan for Namibia's indepen- 
dence. The UN hopes that will go smoothly, 
and that Namibia's first free election cam- 
paign will open as intended on July Ist. 

April's bloodshed was caused by 
SWAPO's misbehaviour, and made worse by 
South Africa's determination to exploit its 
enemies' mistake. The UN forces arrived too 
late to do anything about it. Now they are all 
in place. But the UN is still too weak to ad- 
minister the independence process; it can 
only keep watch. Both swaro and South Af- 
rica will be tempted to cause fresh trouble. 
The repatriation of Namibia's refugees, 
which is due to begin a week late on May 
22nd, will be especially difficult to manage 
in the time the UN allows: 33,000 are meant 
to be brought home by the end of June. 

In Angola, however, the fighting contin- 
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Today’s financial map presents many alternative From 5-8 October, bankers, brokers, fund mana- 
routes, but which is the right way to go? gers, insurers, real estate brokers, publishers, in- 
| PEE "E MM vestment advisors and more will gather, at the new 
precenti investors with ali the choices: ? for the first time the entire exhibition will be on 
| E as one floor, which will be a plus to both exhibitors 
Its where Hong Kong investors look for advice on and visitors. 
where to put their money. Which is why so many 
leading international companies from over 20 
countries participate every year. Seeking to put 
their name on the investment map. 


What’s more, an expansive seminar programme 
conducted by: exhibitors will run concurrently: with 
the exhibition. So you can reach more people and 
maximize the exposure for your company. 

As one of the world's key financial centres, Hong 

Kong has produced its share of rich and famous 
5 | people. Constantly they look for safe, secure in- 
vestments in Hong Kong and overseas. That's 
where you come in. 


Hong Kong has a lot of money looking for a home. 
MONEY 89 Hong Kong is where the match can be 
made. For more information, please contact Ms 
Jane Ku at Tel: 5-736211 








Hong Kong Convention and Exhibition Centre, 5.8 October 1989. 


Organised by Asia Money Exhibitions Ltd. 
a member company of 
the Hong Kong Trade Fair Group 
in association with 


Sunday Morning Post 


Sponsors: The Hong Kong 
General Chamber of Commerce 















Asia Money Exhibitions Limited 
4306 China Resources Building, 26 Harbour Road, Hong Kong 
Tel: 5-736211. Fax 5-8913831 Tix: 68444 HKTF HX 
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- ues. The peace deal arranged by the Ameri- 
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cans has ended South African support for 


— the UNITA rebels led by Mr Jonas Savimbi. 


H 


Cuba's pro-government expeditionary force 
should have gone back home by July 1991. 


But Mr Savimbi still gets American weap- 
— ens, and the government gets Soviet ones. 


3l 


Mr Savimbi demands elections as his price 
for peace. So far, the most that President 


- Eduardo dos Santos is willing to offer is an 


-— amnesty for UNITA fighters who choose to 


"E 


d 


> 
P 
4 
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turn themselves in. 
In public this week's meeting in Luanda 





s peacekeepers: second-time lucky? 


produced no progress. The serious work 
went on in private. The participants, who 
include Presidents Kaunda of Zambia and 
Mugabe of Zimbabwe, probably attacked 
Zaire's President Mobutu Sese Seko for al- 
lowing American supplies for UNITA to pass 
through his country, which Mr Mobutu 
brazenly denies. At the same time they may 
have told Mr dos Santos to make room in 
his government for Mr Savimbi or his col- 
leagues. With the prestige of so many Afri- 
can leaders involved, something should 
come of the mediation in the end. 





South Africa 


-A changing of the guard 


-. FROM OUR SOUTH AFRICA CORRESPONDENT 


) 


y 


E 


—A CASCADE of resignations has left 
supporters of the ruling National party 

in a state of bewilderment as South Africa 

prepares for its general election next Sep- 

tember. Five members of the 16-man cabi- 

net—including Mr Chris Heunis, who once 


Suzman vindicated, Heunis disinherited 
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hoped to inherit Mr P.W. Botha's job as 
president—have promised to leave before 
the election. The others are Mr Stoffel Bo- 
tha, minister of home affairs and leader of 
the National party in Natal, and lesser 
known ministers for manpower, economic 
affairs and farming. 

The sudden clearing-out of top 
jobs is an embarrassment. One of the 
ministers was forced to leave by a cor- 
ruption scandal. Mr Heunis's depar- 
ture followed an argument over the 
pace of constitutional reform with the 
National party's new leader, Mr F. W. 
de Klerk. The party's opponents to 
left and right have been quick to 
claim this proves that the Nationalists 
cannot make up their minds on the 
biggest question facing them. 

At the same time, however, the 
resignations offer Mr de Klerk an 
opportunity to assemble his own 
team to fight the forthcoming elec- 


tion. Mr Heunis leaves office on July Ist, and 
has already been replaced by Mr Gene 
Louw, the administrator of the Cape, but 
that arrangement may be only temporary. 
The other gaps will probably be filled after 
the election. 

President Botha brought outsiders into 
his administration. He made the armed 
forces chief, General Magnus Malan, de- 
fence minister and gave Mr Gerrit Viljoen, a 
university principal, a job in the cabinet. Mr 
de Klerk, in contrast, is expected to choose 
his new men mainly from the party's front 
bench in Parliament. Deputy ministers who 
are knocking loudly on the cabinet's door 
include Mr George Bartlett, Mr Roelf 
Meyer, Mr Leon Wessels, Mr Sam de Beer 
and Mr Wynand Breytenbach, the deputy 
defence minister. 

These people do not fit into a single 
ideological category, although most, like Mr 
de Klerk himself, are in their 50s and are . 
said to represent a new political generation 
Three—Mr de Beer, Mr Meyer and M. 
Wessels—have a reputation as reformers, 
though Mr Meyer and Mr Wessels were as- 
sociated with tough government action 
against the rebellions in the black townships 
in 1984-86. 

Mr Bartlett, from the ministry of eco- 
nomic affairs, has a particularly good 
chance. The cabinet is short of native Eng- 
lish-speakers, and Mr Bartlett—as a former 
member of the defunct United party and its 
successor New Republic party—may attract 
some liberal votes that would otherwise go 
to the newly formed Democratic party. 
Much will depend on whether he manages 
to be elected as the new leader of the Natal 
party in July. Mr de Klerk may feel that Mr 
Stoffel Botha has to be replaced in the cabi- 
net by whoever replaces him in Natal. 

Other names to watch are Mr B. L. 
("Boy") Geldenhuys, chairman of the par- 
liamentary standing committee on defence 
and Mr André Fourie, a senior politiciar 
who, like Mr Bartlett, once belonged to the 
United party. 

Mr Piet Coetzer, a former political jour- 
nalist who canvassed hard for Mr de Klerk 
in the party's recent succession battle, may 
also expect a cabinet job. He argues that the 
party is undergoing a process of rejuvena- 
tion. The younger generation of party men 
were still at school or university when the 
Sharpeville massacre took place in 1960. All 
believe that black political aspirations must 
one day be accommodated, although they 
differ on the pace of reform. 

Another retiring member of Parliament 
is Mrs Helen Suzman, who has fought in- 
domitably against apartheid for 36 years. 
Many of the arguments she used for so many 
years against the government can now be 
heard on the lips of reformists inside the Na- 
tional party itself. What better tribute to 
Mrs Suzman than that? 
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Beware of the backlash 


FROM OUR SPECIAL CORRESPONDENT IN BUDAPEST AND WARSAW 


Now that the West has rapa the depth of reform taking place in parts of 
dn 


communist Europe, it s 


EOPLE do go from one extreme to the 
other. At first hardly anybody in the 
West paid attention to the changes under 
way in Poland and Hungary. Now western 
enthusiasm is so great one might think that 
full democracy had already been restored. It 
is right to be excited about the quiet revolu- 
yn in Eastern Europe. It would be foolish 
.. assume that conservative forces have 
been routed for good. 

Much of Eastern Europe—including or- 
thodox East Germany and Czechoslovakia, 
not to mention despotic Romania—is still 
untouched by change. In Hungary and Po- 
land, reformers are dramatically on top, for 
the moment. Bur the potential opposition to 
them is awesome. 

It is not just that, like all communist 
countries, they have armies of bureaucrats 
and party folk who resist change because it 
may put them out of a job or deprive them 
of power. There are hordes of other work- 
ers—in steel plants, shipyards, mines and 
other inefficient industries—who will at first 
lose out (and maybe lose work) as reforms 
take effect. Imagine trying to introduce free- 
market policies in a land full of Scargills. It is 
a daunting thought for Eastern Europe’s 
would-be Thatchers. 


The shape of future counter-reform is 
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ot forget the danger of counter-reform 


not hard to detect. In Hungary word has it 
that at a recent Central Committee meeting 
the leading reformer, Mr Imre Pozsgay, only 
just kept his place on the Politburo when 
membership was put to a vote. In the prov- 
inces, in particular, there is little enthusiasm 
for Mr Pozsgay's idea, that the communists 
should give up their monopoly of power 
and, if the voters say so, even give up power 
altogether. 

The rallying point for Hungarian con- 
servatives is the Ferenc Munnich Society, 
named after the man Soviet leaders wanted 
to put into power after the 1956 revolution 
until Tito talked them into opting for Mr 
Janos Kadar instead. It was Munnich who 
afterwards, as minister-of the interior and of 
the armed forces in the post-1956 Kadar 
government, did much to organise the re- 
pression that followed the Soviet invasion. 
The Ferenc Munnich Society claims to have 
around 12,000 members, nearly as many as 
the Hungarian Democratic Forum, the larg- 
est opposition group. 

While the forum's 14,000 or so mem- 
bers are mainly intellectuals, the 
Munnichites are mostly retired army and 
police officers. The opposition used to dis- 
miss the Munnichites as loonies. But given 
the right conditions, they could still lend 


Lg 


their strength to anybody trying to put th 
clock back. They have links with the so- 
called Workers' Militia of some 60,000 peo- 
ple (and 20,000 reservists). Officially undies $ 
the ministry of the interior, the militia is in. - 
reality the party's paramilitary arm. Beforea - 
mass rally in Budapest on March I5th, the 
militiamen were issued with arms. Not sur- — 
prisingly, the disbandment of the militia was 
one of the demands voiced at the rally. 
One problem for Hungarian hardliners 
is that they do not have a credible, compel- — 
ling leader. Poland’s do. There the conserva- — 
tives’ standard-bearer is Mr Alfred - 
Miodowicz, leader of the official govern- 
ment trade-union movement which was set — 
up during martial law with the aim of sup- — 
planting Solidarity. Within the Politburo, ad 
which he remains a member, Mr Miodowicz - 
opposed the round-table agreement with — 
Solidarity, fearing that it would poach many | 
of his 7m members. He lost that argument, - 
but won prominence as the man who prom- 
ises to speak up for workers who lose out in. 
any deals between the government and Soli- 
darity. There will be a lot of such workers if 
Poland actually carries through its promised — 
economic liberalisation. ] 
Poland's counterpart to the Hungarian - 
Workers' Militia is ORMO, the national po- 
lice reserve, with nearly 330,000 registered 
members at the end of 1987, some 20,000 
more than in 1984. The hardliners would 
not be short of muscle if push ever came to - 
shove. 
Nor will they be short of popular argu- 
ments. Just calling for a return to the dis- 
credited Stalinist past would not wash. But a 
populist campaign against corruption and. 
for more equality and job security could - 
draw a lot of support. Many of the 4.3m_ 
Poles who work in industry have good rea- 
son to feel insecure about their future. 
Others with little to look forward to ar 
the under-30s, who are just over half Pos 
land’s population. There will not be enough 
jobs to go round for all the new engineers 
economists and chemists now studying a 
Poland’s universities and institutes. y 
could be joined by disillusioned Solidarity 
radicals angry with Mr Lech Walesa for hav- 
ing done a deal with the government. It is 
unthinkable that passionate anti-comm zv 
nists like Mr Andrzej Gwiazda, an old rival 
of Mr Walesa's, could ever form even a tacti- 
cal alliance with the party's hardliners — 
against the round-table deal. But down at 
the grassroots such contacts are said to hiv 
been taking place already. 1 
Similar populist alliances—based on | 
simple slogans and relying heavily on na- 
tionalist feelings—could also emerge in 
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Hungary as an alternative to tough eco- 
nomic restructuring. A Swedish proposal in 
a recent World Bank study suggested that 
Hungary's steel industry should reduce its 
capacity by 20% and sack up to half of its 
workforce. The prospect of mass unemploy- 
ment and social unrest could drive even 
middle-of-the-road communists into the 
hardline camp. 

Could populism really provide an alter- 
native? Probably not for long. Policies based 
on its all-too-simple slogans are precisely 
those that have failed in the past and created 
the need for reforms. But Yugoslavia pro- 
vides an example of how populism can 
quickly catch on. Mr Slobodan Milosevic 
has captured power in Serbia with a mixture 
of nationalist and populist ideas. Now he is 


_ preparing to do the same in the whole of Yu- 


goslavia by offering "justice" to the workers, 
and an end to corruption in a socialist soci- 
ety based on equality. 

The attraction of populism is that it is 
impervious to rational debate and easily ex- 
plains away failures by blaming them on sub- 
versive plots by enemies at home and 


abroad. It taps the desire of frustrated indi- 


viduals to blame somebody other than 


_ themselves. If Eastern Europe's reformers 


rv 


fail, populism may get its chance. Mr Gorba- 


— chev would not be pleased— not least be- 


- cause the sight of Eastern Europe sliding 


‘into backward-looking populism could be 


an encouragement to his own populist chal- 
lengers in the Soviet Union now biding 


- their time. In this respect, as in many others, 


Eastern Europe is the Soviet Union's 
laboratory. 





Soviet Union 


Dangerous days 


FROM OUR MOSCOW CORRESPONDENT 


AD Mr Mikhail Gorbachev been 
tempted in Beijing this week to gloat 


- over the predicament of China's belea- 
 guered leaders, he need only have let his 


mind run over the problems that await him 
back home. Thanks partly to glasnost and 
the way it has angered the party faithful, and 


( i partly to perestroika, which has failed to 


- produce the goods for the shops, Mr Gorba- 


chev is facing the most dangerous few 


- months of his political career. 


The divisions at the top of the party are 


- already hard to disguise. The big vote for Mr 
- Nikolai Ivanov, a crime investigator, in the 


- run-offs on May 14th for the remaining 


seats in the new parliament will make dis- 


— guising them even harder. Mr Ivanov had 


á 
pt 
- 
t 
" 


k 


.. Yegor 


. used Soviet television and his election cam- 


to accuse one of Mr 
Politburo colleagues, Mr 
Ligachev, of involvement in 
corruption. 
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paign in Leningrad 
Gorbachev's 





Ligachev provoked 


Glasnost notwithstanding, no serving 
Politburo member has been so much as criti- 
cised in public, let alone accused of wrong- 
doing (though several have found their 
reputations in shreds pretty soon after leav- 
ing office). There has, by all accounts, been 
a furious row in the Kremlin. The chairman 
of radio and television, Mr Alexander 
Aksenov, has been sacked. Mr Ligachev has 
put out a statement denying the charges and 
calling them a political provocation. He is 
known to have taken a dim view of glasnost 
from the start. Mr Ivanov’s political cheek 
cannot have made Mr Ligachev's relations 
with Mr Gorbachev any easier. Still, che vot- 
ers are evidently enjoying their freedom. 

The new parliament, which meets for its 
first session next week, will bring more trou- 
ble. Some deputies say they will vote against 
the appointment of conservative-minded of- 
ficials to high ministerial jobs and to the Su- 
preme Soviet, the real working body of the 
parliament. That will only push the conser- 
vatives into fighting back. 

They have plenty of targets. One group 
of deputies, centred on the Moscow Tribune 
discussion club, will press for the abolition 
of controversial decrees cracking down on 
anti-state activities and restricting the right 
to demonstrate. Earlier this month nation- 
ally-minded deputies from the three Baltic 
republics (Estonia, Latvia and Lithuania) 
met in Tallinn to form an alliance commit- 
ted to something not far short of Baltic inde- 
pendence. In the new parliament they will 
continue to fight for things that Mr Gorba- 
chev has already said they cannot have: 
complete control over their own resources 
and their own purse-strings, and the right to 
veto any decisions made in Moscow that 
they do not like. 

Baltic nationalism has already produced 
a backlash. "International fronts" have 
been set up, which are for the most part 
ugly, chauvinistic organisations, mostly sup- 
ported by ethnic Russians angry at new laws 
on language and schooling that discriminate 
in favour of locals. However, they also have 
support from those in Moscow who think it 
is high time the uppity citizens of the Baltic 


republics were slapped down. 

The Russian nationalist backlash and 
the conservative backlash have started to 
blend dangerously into one. At a Central 
Committee meeting last month, a host of 
provincial party leaders who were heavily 
defeated in the recent parliamentary elec- 
tions launched a barrage of criticism at the 
"leadership", meaning Mr Gorbachev him- 
self. They want reassurance from him that 
the party really is still in charge. 

It would help if Mr Gorbachev could 
point to success on the economic front. Yet 
while China's Mr Deng Xiaoping can at 
least look back on a decade of rising living 
standards, despite his present troubles, Mr 
Gorbachev's policies seem to be bringing 
the Soviet people to their knees. There is a 
growing sense of panic as fewer and fewer 
goods find their way to the shops and infla- 
tion continues to rise. In most cities meat, 
butter, sugar, soap and washing powder are 
rationed, if they can be had at all. There 
panic buying of salt and matches. If angi, 
conservatives manage to find common cause 
with angry consumers, Mr Gorbachev's 
days will be numbered. This is no time to be 
suffering from jet-lag. 





Hungary 
Dam damned 


FROM OUR BUDAPEST CORRESPONDENT 


ACING their first real electoral test in 

decades, Hungary’s leaders are learning 
one of the skills of democracy: how to listen. 
Last week they finally took heed of growing 
opposition and suspended work on a mas- 
sive hydroelectric scheme on the Danube 
which would have caused serious damage to 
the environment. Work on the Nagymaros 
dam, about 30 miles north of Budapest, has 
been suspended for two months to await y 
another feasibility study and a vote in parli. 
ment. But no Hungarian would put his 
money on the work ever starting again. 

Cancelling the project creates new prob- 
lems. The dam is part of the Gabcikovo- 
Nagymaros hydroelectric scheme jointly un- 
dertaken with Czechoslovakia. The project 
is enshrined in a treaty signed by the two 
countries in 1977. By abandoning work on 
its dam, Hungary is breaking the treaty. 
What is more, the Hungarians have invited 
Austrian companies and banks to take part 
in the project. They were to have been re- 
paid with electricity generated by the 
Nagymaros barrage. The Austrians will now 
get not one kilowatt of electricity for their 
efforts. 

Hungary's partners are naturally furi- 
ous. Czechoslovakia has already presented a 
bill for 27 billion korunas ($1.7 billion) in 
compensation. Austrian claims are also run- 
ning into billions of schillings. Hungary has 
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merely suspended the work at Nagymaros in 
the hope that negotiatiors can reach an ami- 
cable settlement. The Austrian chancellor, 
Mr Franz Vranitzky, says he understands 
the Hungarian decision, although he also in- 
sists that contractors will have to be fully 
compensated. 

Such sentiments are not echoed in 
Prague. Relations between Hungary and 
Czechoslovakia have turned frosty in recent 


” The road from Helsinki 


ho would have thought, back in 
Helsinki in 1975, when pious prom- 
ises were made about freeing the flow of 
information between East and West in Eu- 
rope, that the 35 countries involved—the 

Europeans plus America and Canada, but 

minus Albania—would ever see promise 

put into practice? The month-long Lon- 
don Information Forum which ended on 

May 12th produced no new breaches in 

the wall of state censorship in the East 

(happily that wall is already being under- 

mined from within). Instead the forum 

produced nearly 70 sometimes overlap- 
ping, sometimes conflicting proposals for 
speedier visas for journalists, better access 
and protection of sources. They are bind- 
ing on nobody, but maybe not worthless. 
Proposals like these, and the talk-ins that 
produce them, provide the diplomats who 
work the Helsinki machine with some- 
thing to brandish before offenders and 
some moral authority to press on. 
Towards what? The next task is simply 
| to keep checking that the promises are 
| kept. If information is to flow freely, then 
journalists and their equipment must 
move freely too. The journalists invited to 
| the forum as delegates had plenty of griev- 
| ances. Chief offender against just about 
| every Helsinki rule is Romania, where vi- 
| sas are rarely given, and where even type- 
writers are viewed as tools of subversion 
and have to be licensed. But Romania 
does not discriminate against foreigners 
(except about visas). It is just as crabby to 
its own journalists. Plenty of scope for 
Helsinki pressure here. 

In the early days the Helsinki promises 
were simply a good excuse for the West to 
nag all the countries of Eastern Europe 
about their failure to keep them. Now the 
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weeks because of an interview with the for- 
mer Czechoslovak party leader, Mr Alexan- 
der Dubcek, broadcast by Budapest televi- 
sion. To the Czechoslovak government, the 
abandonment of the Nagymaros dam is vet 
another example of Hungarian treachery. It 
will also deal a blow to the Czechoslovak 
economy. The Danube's potential cannot 
fully be tapped by the single hydroelectric 
plant at Gabcikovo in Czechoslovakia. 

But when it comes to sorting out the 
contractual mess, Czechoslovakia may have 
to speak softly to Hungary if it wants to get 
some of its precious korunas back. 
Comecon, the Soviet-led trading group, has 
no legal mechanism for settling claims of 
this kind. So far Czechoslovakia has taken a 
dim view of Comecon reform. This bitter 
experience may serve to change its mind. 








balance is slowly shifting from nag to nur- 
ture. For the Hungarians and Poles, run- 
ning risks at home with their political re- 
forms, these big gatherings are a way of 
earning a public pat on the back from the 
West. For the Russians they are a school 
of glasnost, a way of exposing old thinkers 
and new thinkers to a blast of fresh air. 

Yet the cobwebs linger. Just before the 
forum started, the Soviet criminal law was 
changed to toughen the penalties for 
those trying to “discredit” the state, what- 
ever that means. Those doing the discred- 
iting using imported equipment (presum- 
ably photcopiers and the like) will get still 
tougher sentences. So much for the free 
flow of information equipment. 

A new Soviet press law, still in draft 
form but expected to be published soon, 
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FROM OUR BONN CORRESPONDENT 


A the air in West Germany these days 
and you can smell a government on the 
rot. The opposition Social Democrats love 
it. For them the coalition's decay gives off 
the scent of victory. sy 

The Social Democrats owe much of 


their revival to their workaholic chairman, 
Mr Hans-Jochen Vogel. Since taking c er 
urt 































































two years ago he has put a lid on the squ 
bles that his predecessor Mr Willy Brandt 
not only tolerated, but often encouraged. As 
a result the Social Democrats now look a- 
model of discipline compared with the bick- 
ering bunch led by Mr Helmut Kohl, Ger- 

"^ 


would stop the western presses overnight. 
In the West journalists are mostly subject - 
to the same laws as everybody else, but the 
new Soviet law would spell out who can 
call themselves journalists, what their job 
should be and how they can go about it. A 
couple of young radicals in the Soviet 
delegation came up with an alternative, 
more liberal draft, but none of the Mos- — 
cow-based papers would print it. It has 
since appeared in the Estonian press. } 

Worries that, even under glasnost, a — 
journalist's job will be very different in || 
Moscow from his counterpart’s in Mu- 
nich or Manchester meant that the Soviet 
proposal for an All-European Informa- 
tion Council got nowhere. Too often talk 
in the Soviet Union of safeguarding jour- 
nalists’ rights has really meant restricting || 
them. During recent nationalist unrest in |. 
the non-Russian republics, restrictions on. 
travel supposedly designed to protect - 
journalists’ safety simply prevented them 
from getting their story. 

Yet though Helsinki exposure can be a 
public-relations disaster for the East, it | 
can put western governments on the spot, || 
too. The British government acknowl | 
edges sourly that, yes, visitors from East- | 
ern Europe do often get their exit visas || 
from their own governments more speed- 
ily than they get their entry visas to Brite — 
ain (but still asks why they should need 
exit visas in the first place). | 

There is a bigger worry. As the Soviet || 
human-rights record improves, the Amer- 
icans may lose interest in Helsinki and all 
its time-consuming works. That could | 
leave the whole business vulnerable to be- — 
ing hijacked by those like the West Ger- — 
man foreign minister, Mr Hans-Dietrich 
Genscher, who prefer to take promises at 
face value rather than niggle at how they | 
are kept. Helsinki deserves a better fate - 
than to be Genschered. | 
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Lafontaine has ambitions, Vogel gets results 


many 's Christian Democratic chancellor. 

But Mr Vogel will not necessarily be the 
party's candidate for chancellor at the gen- 
eral election next year. That role could well 
go to the ambitious premier of the Saarland, 
Mr Oskar Lafontaine. Mr Vogel, now aged 
63, would stay on as chairman and “father 
figure". But Mr Lafontaine, aged 45, has 
more appeal to the new generation which 
dominates the top of the party. 

This is the first generation of politicians 
to reach seniority in post-war Germany 
without direct experience of Nazism, the 
war and the division of Europe. Their politi- 
cal outlook was shaped more by the student 
revolt at the end of the 1960s and the 
Ostpolitik of the 1970s. They include people 
like Mr Karsten Voigt, a defence expert, and 
Mr Wolfgang Roth, an economist, as well as 
victors in recent regional elections, such as 
Mr Volker Hauff, the new mayor of Frank- 
furt, and Mr Bjórn Engholm, premier of 


— Schleswig-Holstein. 


The shift of generation does not mean 
that the new Social Democrats are all auto- 


- matically ultra-left and anti-American. But 


they do look on NATO with a colder eye than 
their elders who witnessed the Berlin airlift. 
They are both younger and greener. Red- 
Green governments have already been es- 
tablished in Berlin and Frankfurt this year 
(helped by the rise of the far right, which 
took away support from Mr Kohl's Chris- 
tian Democrats). No Social Democrat with 
an eye on the job of chancellor would rule 
out in advance the idea for a red-Oreen co- 
alition in Bonn after the 1990 election. 
This vounger, ideologically looser party 
is also more open to women. It has propor- 
tionately more women members of parlia- 
ment than any other party bar the Greens 
and has approved a quota system which 
guarantees women at least 40% of party jobs 
by 1994. Some have already made it to the 
top, including Mrs Anke Fuchs, the party 
manager, Mrs Herta Daubler-Gmelin, a dep- 


64 


uty leader, and Mrs Ingrid Mattháus-Maier, 
the party's voice on finance policy. As a re- 
sult, the party is getting tougher on equal 
rights and equal pay for working women. 

The Social Democrats firmly oppose 
new short-range nuclear weapons to replace 
Lance, and call for talks with Mr Gorbachev 
on this and other disarmament issues. Ac- 
cording to the draft party programme, to be 
put to a conference in December, the Social 
Democrats also want atomic and chemical 
weapons-free zones in Europe and an even- 
tual dismantling of both the Warsaw pact 
and NATO. Until that can happen, the pro- 
gramme says, West Germany should stick 
with NATO—"‘provided it can introduce, 
and carry through, its own security interests 
there.” Not a ringing endorsement of the al- 
liance, but not neutralism either. 

Much of this is in line with the thinking 
of Mr Hans-Dietrich Genscher, the foreign 
minister and strategist of the Free Demo- 
cratic (liberal) party, junior partner in Mr 
Kohl's coalition. Indeed on many issues the 
Free Democrats now look closer to the So- 
cial Democrats than they do to their conser- 
vative allies in government. Through his 
sporadic but ostentatiously friendly talks 
with Mr Lafontaine, Mr Genscher nour- 
ishes thoughts of the revival of the centre- 
left coalition which collapsed in 1982. 

The obstacle is economic policy. True, 
Mr Lafontaine has called for more flexible 
working hours and has linked high wage 
costs to high unemployment, bringing jeers 
from the trade unions and some cheers from 
the liberals. The party programme also pays 
homage to market forces under the rubric, 
"as much competition as possible, as much 
planning as necessary." But some Social 
Democratic concepts on state direction of 
investment and sharply increased energy 
taxes are still enough to turn Count Otto 
Lambsdorff, chairman of the Free Demo- 
crats, red with rage. 

It was Count Lambsdorff who, as eco- 


nomics minister, pressed hardest for the lib- 
erals to leave the old coalition, accusing his 
partners of drawing "economic instruments 
of torture from the socialist chamber of hor- 
rors." He wants to see his party stay in its 
present alliance, not feel forced to seek an- 
other. But if the slump in the fortunes of the 
conservatives goes on and infects the liber- 
als, pressure will mount for a deal with the 
Social Democrats. The most recent opinion 
poll gives the Free Democrats only 6% sup- 
port. If they fall below 596 in an election, 
they will get no seats in parliament. 





Spain 


Democracy by 
television 


FROM OUR SPAIN CORRESPONDENT 


RIVATE television in Spain, whic 

drew a big step closer this week when the 
deadline for franchise bids ran out, is crucial 
to the spread of democratic habits in a coun- 
try ruled for 38 years as a one-party state. 
Television probably exerts more political in- 
fluence in Spain than anywhere else in Eu- 
rope. Spaniards are so hooked that last year 
state-run TVE ran advertisements urging 
them to be more choosey. On an average 
day more than 25m people—87% of the 
population over 14—turn on to goggle. In 
Europe only Britain has a higher propor- 
tion. But Britons read their newspapers 
more: 30% buy a daily paper, compared 
with just 8% of Spaniards. Most people in 
Spain—over two-thirds, said one recent 
study—form their political opinions from 
what they see on telly. 

That presents a big temptation for poli- 
ticians. Since coming to power six years ago 
the Socialists have raised standards on TVE's 
two nationwide channels but, like their cei 
trist predecessors, have made sure the polit. 
cal balance is angled their way. News reports 
of government initiatives rarely include crit- 
icism from the opposition. The editor of a 
prime-time programme, dismissed last year, 
claimed his mistake was to refuse to devote 
two-thirds of it to a news conference given 
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by the prime minister. 

Regional channels, run by their respec- 
tive autonomous governments, have made 
little difference outside Catalonia. There, 
TV-3, controlled by a right-of-centre admin- 
istration, has some 2.5m daily viewers. Of 
the four other regions with extra channels, 
three are run by socialist or socialist coali- 
tion governments. The Basque country, the 
fourth, has two additional channels, but 
their combined daily audience is a mere 
334,000. 

Technical limitations will restrict the 
new independent channels at first to Ma- 
drid and Barcelona, and even by 1995 they 
are not expected to reach more than 80% of 
the country. But the composition of the con- 
sortiums that got their applications in by 
Wednesday's deadline means that the gov- 
ernment cannot avoid letting rival views on 
to the box. Three franchises are on offer— 
and only six contenders. All were built 
around established Spanish interests. They 
had to be, because there is a 25% limit on 
foreign participation. 

At the heart of Antena 3 is a one-quar- 
ter stake held jointly by a radio chain of the 
same name and Barcelona’s right-of-centre 
daily, La Vanguardia. Univision Canal 
Uno (in which Mr Rupert Murdoch's News 


- [International has taken up the entire foreign 


quota) is led by the proprietors of the sensa- 
tionalist weekly magazine, Interviu. Half the 
shares in Canal Plus are split between the 
French pay-television company of that name 

the owners of El Pais, a newspaper 
broadly sympathetic to the government but 


— capable of chiding it briskly. In Gestevision- 


Telecinco, the Italian commercial television 
baron, Mr Silvio Berlusconi, is linked to the 
Spanish publishers, Anaya, in a project 
which aims to be the “least boring" alterna- 
tive. Interisa is based on the Grupo 16 news 
empire. The other bidder is Canal c, brain- 


— child of a group of Catalan entrepreneurs 


close to the regional government. 

The government has three months to 
announce which of them will get licences. 
Six months after that, the chosen trio must 
begin transmitting. For the health of Span- 
ish democracy, it cannot be soon enough. 





Turkey 


- Summer of 


discontent 


FROM OUR ANKARA CORRESPONDENT 


OR the first time since 1980, when the 
army took over the country for three 


I Turkey is experiencing worrying la- 
ur 


unrest. May Day saw ugly demonstra- 
tions in Istanbul, masterminded by militant 
left-wingers and brutally suppressed by the 
police. Three days later 24,000 workers in 


two big steel mills downed tools to press pay 
demands rejected by the government. Some 
220,000 public-sector workers in other in- 
dustries—the private sector is so far unaf- 
fected—are now threatening similar action. 
Silent protest marches through the streets 
are increasingly common. 

The average worker's pay packet, 
eroded by inflation which is down but only 
to 6596, seems risible. The steelmen, for ex- 
ample, get around $65 a month; their union 
is demanding a 30096 rise. Negotiations be- 
tween Mr Turgut Ozal's government and 
the main labour federation, Turk-ls, broke 
down last week, when the state offered wage 
rises of 11096 as the basis for a new two-year 
agreement. 

To make matters worse, the government 
is statutorily obliged to raise civil servants' 
pay in early July, and around the same time 
the farmers expect their usual subsidies. It 
looks impossible for Mr Ozal to dish out 
money to satisfy all these groups and at the 
same time pull down inflation. The central 
bank fears it will again be asked to print 
money. If Mr Ozal upsets the farmers he will 
find it hard to win back their votes, and if he 
further antagonises the workers, he risks 
more strikes and worse trouble on the 
streets. The opposition True Path party of 
Mr Suleyman Demirel is about to launch 
"Ozal-must-go"' rallies all over the country. 
Turkey faces a summer of discontent. 





The EEC Commission 


A tilt in the 
internal balance 


FROM OUR BRUSSELS CORRESPONDENT 


ISTEN to Mrs Thatcher and you might 
think that the European Commission 
under its Socialist president, Mr Jacques 
Delors, is in the vanguard of the revolution. 
But some of the biggest battles facing Mr 
Delors in the short term are within the com- 
mission itself, which is far from being cast in 
his socialist mould. A new and unexpected 
majority of free-market liberals is emerging 
among its 17 members. This group, firmly 
opposed to Mr Delors's interventionist style 
of economic management, is forming 
around Sir Leon Brittan, the commissioner 
for competition policy, and Mr Frans 
Andriessen, who is in charge of external re- 
lations. It is given vocal, if less intellectual, 
support by Mr Martin Bangemann, the 
commissioner for industrial affairs. 

In the last commission, whose mandate 
expired in January, Mr Delors held sway 
over a pliable majority of interventionists. 
He was thus able to impose his ideas for rig- 
orous fiscal harmonisation, for a protection- 
ist policy towards car imports from Japan 
and for restricted access to the EEC market 








Brittan the brain, Bangemann the voice 


for foreign banks. He couldn't do it now. 

The change in the internal balance is 
the more surprising since almost all the 
present commissioners were appointed by 
the same governments that nominated their 
predecessors. It has more to do with individ- 
uals than party labels. 

Much turns on Sir Leon and Mr 
Bangemann. Sir Leon replaced Lon 
Cockfield, who, though a Conservative an: 
a general believer in the self-regulatory 
power of the marketplace, was an unrepen- 
tant interventionist in fiscal affairs. Likewise 
Mr Bangemann's predecessor, Mr Karl- 
Heinz Narjes, was a German Christian Dem- 
ocrat but no free-marketeer. He even told 
the Japanese last year that they should pay 
reparations for destroying whole sectors of 
European industry. Now Mr Bangemann is 
telling EEC governments and carmakers that 
the Community should open its market 
wide to imports of Japanese cars by 1992. 
The switch of Mr Andriessen to external re- 
lations from farming, where the EEC has its 
most interventionist policies, has helped re- 
inforce the liberal camp. 

Mr Delors faces challenges from the 
anti-interventionists on a number of issues 
including fiscal harmonisation, an EEC tax 
on interest from savings and investments, 
car imports and telecommunications policy. 
The commission is to take decisions on all o 
these in coming weeks. Eventually membe. 
governments will have to do the same. They 
too are split along similar lines, on some is- 
sues at least. 

The general trend is for the southern 
members to be interventionist and the 
northerners less so. But a proposal adopted 
by a thin majority of liberals in the commis- 
sion does not mean that its adoption by the 
member states is assured. To approve most 
directives, a "qualifed" or weighted major- 
ity is needed. This means that two big mem- 
bers and a smaller one are enough to block 
adoption. Thus a northern coalition led by 
Britain, West Germany and Holland can 
easily stop the adoption of an intervention- 
ist proposal Alternatively, southerners 
France, Italy and Spain can block a directive 
they dislike. The result is that, whichever 
way the commission leans, there will be 
many hold-ups on the road to 1992. 
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HOW BUSINESS USED TU Br 
SHAPED IN THE BLACK COUNTRY. - 


The Black Country of the past was built from 








hard graft in harsh conditions. The biggest buildings 
were the foundries. 

Technological progress has given us more 
leisure and productivity from less effort — and 
there's no disgrace in that. 

As one of the fastest growing revitalised 
industrial regions, our reconstruction reflects the 
new mood. Low-rise factories and prestige offices 
will be balanced by housing and leisure areas — to 
create ‘a dynamic but humane environment. 

And less than two years from the foundation 
of the Black Country Development Corporation, 


the foundations of some striking new developments 





are already being laid. 


HE SHAPE OF THINGS TO COME. 


Sandwell Mall, at 120 acres one of the largest RS ty mu 3. 





mixed retail/leisure/entertainment developments 
in the UK, is now on schedule for opening during 
1994. This proposed development by Speyhawk/ 






Alton has been made possible by a partnership à 
between Sandwell Metropolitan Borough and the AER AIN 
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Corporation, and is typical of the cheerful spirit of 
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Under reconstruction 


N OSCAR WILDE'S “The Importance of Being 

Earnest", Algernon Moncrieff stands singing 
while his butler is arranging cucumber sandwiches 
for tea. Afterwards, he asks the butler what he 
thought of his singing. “I didn't think it polite to 
listen, Sir", comes the reply. In the 1970s a Japa- 
nese, an American or a West German, asked what 
he thought of British business, might well have re- 
plied in a similar way. The noises to be heard from 
British offices and factories were so unharmonious, 
discordant and downright awful that to listen 
seemed really rather rude. 

By 1988, however, nine years after Margaret 
Thatcher had entered office, the dictates of polite- 
ness had gone into reverse. With the British econ- 
omy expanding at nearly 5% a year in real terms, 
faster than any industrial economy bar Japan, it be- 
came fashionable to listen, and listen hard. Ameri- 
can news magazines, acutely conscious of their own 
country's difficulties, ran cover stories proclaiming 
that "Britain is back". One Chicago-based chief ex- 
ecutive, whose firm has subsidiaries in Britain, sums 
up the change by saying that in the early 1970s even 
Conservative politicians he talked to were defeatist 
about the economy, claiming that nothing could be 
done. Now he is told that anything is possible—and 
he believes it. 

Japanese and Germans have been a trifle more 
sceptical, perhaps, but still by last year they had be- 
gun to pay attention, to seek out opportunities for 
investment in Britain and to test, gingerly, whether 
it was true, as everybody was saying, that British 


workers had given up their old bloody-minded hab- 
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its. And, more predictably, supporters of Mrs 
Thatcher shouted of a "productivity miracle", a 
new "enterprise culture” and a "renaissance" of the 
British economy. 

Sure enough, miraculous signs could be found. 
Productivity in manufacturing industry rose by 5- 
6% a year on average in 1980-88, faster than in any 
big industrial economy, including Japan. The an- 
nual strike rate fell to the lowest for 50 years. Unem- 
ployment fell at last to below 2m, or 7% of the la- 
bour force, while company profits rose to record 
levels. Tales of remarkable turnarounds abounded, 
especially in the old nationalised industries. British 
Steel, for instance, raised productivity by nearly 
1396 a year in 1979-88 and moved from a loss of 
£452m in 1979 to an operating profit of £472m in 
1988. South Koreans claimed that Britain's steel 
was even cheaper than theirs. Jaguar's cars fought 
their way out of the red and of state ownership. Brit- 
ish Airways, before and after privatisation, could 
claim to be "the world's favourite airline" without 
making everyone snigger. 

A new ethos and a new optimism became ap- 
parent in all areas of business, one that seemed to 
favour ambition, hard work, working breakfasts, 
short lunches, marketing, buy-outs, restructuring, 
total quality and any number of other buzzwords. 
Businessmen may not have swallowed all the gov- 
ernment's propaganda about the rebirth of enter- 
prise, but they had gradually regained confidence. 
After a lag until 1984-85, they began sharply to 
boost capital investment. Talk to a politician or an 
economist, and rebirth began in 1982, after the 
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deep recession of 1980-81. Listen to many business- 
men, and it has happened only in the past two or 
three years. But still it has happened. 

Or has it? This year has brought new hope to 
Mrs Thatcher's critics and new doubts to business. 
The end, in early May, of the prime minister's first 
decade in office coincided with retail-price inflation 
back at an annual rate of 8%, a current-account def- 
icit heading towards £20 billion this year, and la- 
bour costs in manufacturing once again rising faster 
than productivity. With unemployment down to 
196 and labour markets tight, there were strikes in 
support of pay claims, or talk of them, in the car 
industry and elsewhere. For all the anecdotal evi- 
dence of success, had nothing really changed? 

[t is no wonder that Mr John Eatwell, a lecturer 
in economics at Cambridge University and adviser 
to the leader of the Labour party, Mr Neil Kinnock, 
asks with more than a little glee: "If things are so 
good, why is the outcome so bad?" 


A cloud for every silver lining 


Plenty of figures can be found to show that the out- 
come is lousy. Manufacturing output passed the 
1979 level only in 1987, and fixed investment in 
manufacturing has only just reached its pre-1979 
level in real terms. Despite the growth in labour pro- 
ductivity in manufacturing, by 1988 Britain's share 
of world trade in manufactures had fallen to 6.5% in 
volume terms and about 696 by value, compared 
with almost 896 on both measures in 1979. Imports 
have penetrated deeper and deeper into the econ- 
omy. So much for the new competitiveness of Brit- 
ish industry. 

Indeed, if you take figures for the whole econ- 
omy rather than just manufacturing (now only 2496 
of GDP) productivity growth looks less miraculous 
(see chart). Yes, GDP per worker grew by 212% per 
year in 1980-88 compared with 114% in 1970-80, 
but that seems less remarkable compared with the 
1960s (when output per head grew by almost exactly 
the same amount) and with other industrialised 
countries, many of which have had similar improve- 
ments this decade. The British performance has 
been faster than that in West Germany or the 
United States, but only a sliver ahead of France and 
behind both Italy and Japan. 

Pessimists even found it possible to disparage 
the improvement in labour productivity in manu- 
facturing. They argued that a 
cricket team's batting average auto- 
matically rises if the two or three 
worst players are excluded. Simi- 
larly, if you have a recession like the 
one in 1980-81 in which Gor fell by 
about 496, hundreds of firms went 
bankrupt and unemployment dou- 
bled to 3m, there is bound to be a 
rise in productivity as the least-effi- 
cient firms and factories disappear. 
Such an arithmetical gain does not 
imply that remaining firms have 
improved at all. 

But what of the new entrepre- 
neurial culture, of the new self- 
made stars of corporate Britain 
such as Mr Alan Sugar of Amstrad, 
Mr Tony Berry of Blue Arrow, the 





Brighter steel 


brothers Saatchi, Sir Philip Harris of Harris 
Queensway or Mr Richard Branson of Virgin? In 
the mid-1980s Mrs Thatcher made a great fuss of 
these and other business heroes, inviting them to 
dinner, giving some knighthoods and asking others 
to lead campaigns against litter or for 1992, for ex- 
ample. Yet, one by one, these stars have fallen or 
faded. The stockmarket crash of October 1987 ex- 
posed excesses of ambition and made it much 
harder to finance rapid growth using firms’ own ap- 
preciating shares. Their profits fell, their acqui- 
sitions proved unmanageable or unwise, their firms 
became targets for takeover, they lost their jobs. 
Few of Britain’s new headline-grabbing entrepre- 
neurs are keen on grabbing headlines any longer. 

If the pessimistic case is correct, then business- 
men should be ashamed of themselves. On the face 
of it, this decade has seen the biggest improvement 
in the climate for business since 1945. Three em- 
ployment acts shifted the balance of power in indus- 
try away from trade unions and towards employers, 
permitting a shake-out of excess labour and the re- 
moval of restrictive working practices. The top mar- 
ginal rate of income tax fell from 83% to 40%, 
greatly increasing the rewards of success. Venture- 
capital funds popped up everywhere, eager to pro- 
vide equity for any budding entrepreneur or manag- 
ers trying to buy their own company. The 
stockmarket boomed, making it easy for big firms to 
raise new finance. 

Privatisation shifted roughly 5% of GDP out of 
the public sector and into private hands able to re- 
ward managers and compete freely. Formerly 
monopolised or cartelised markets, such as those for 
telecommunications, financial services and bus 
transport, were opened to new competition. And 
on top of all that, the government managed its mac- 
roeconomic policy so as to squash inflation (until 
this year), providing seven straight years of solid 
growth. What more could businessmen want? 
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Miracles take time 


HE long answer begins with a judgment that 

the outcome is nothing like as bad as Mr John 
Eatwell says, but neither are things yet as good as 
the renaissance artists claim. Take a short answer 
first: what businessmen want is another decade, at 
least. It may even take a generation before British 
business has recovered fully from its condition in 
the 1970s. 

To see why, ask yourself what that condition 
amounted to. The response would certainly be 
shared by Japanese observers, for example, who saw 
Britain first as a tourist destination, second as an 
object lesson in dangers to avoid. In the 1970s Brit- 
ain was assumed to be a land of mediocre manage- 
ment, adversarial industrial relations, old-fashioned 
industries, second-rate schooling, poor marketing, 
insufficient research and development, a disdain for 
business and a liking for tea breaks. 

If that was so, then even allowing for the British 
penchant for exaggerated self-denigration it is not 
going to change in just a few years. Stable macroeco- 
nomic policies can help things along, but basically 
the problems listed are microeconomic ones that in- 
volve people, their motivations and their treatment 
of one another. Strife at the workplace, poor com- 
munication, a sense of us and them: none of these 
things can be removed instantly by new laws, lower 
taxes or a medium-term financial strategy. Too 
many obstacles and ingrained attitudes stand in the 
way. Be Japanese: take a long-term view. 

Such a view needs, first of all, to avoid being 
distracted by the rise and fall of headline-grabbing 
entrepreneurs. Every strong economic upswing pro- 
duces such fast-running hares, whether their names 
are Charles Clore or Maxwell Joseph (the 1950s and 
1960s), Jim Slater or Freddie Laker (the 1970s), or 
Tony Berry and George Davies (the 1980s). Some 
prosper; some do not. But they are a sideshow. 

The longer-run fate of British business does de- 
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pend, to an extent, on entrepreneurs but on the 
mass of small, unglamorous businesses rather than 
on the sprint-and-stumble brigade. Bigger business 
depends on a steadier sort of manager, the slow but 
determined initiator of change. Though he may oc- 
casionally envy a hare's speedy t tactics, what he 
really needs is the tortoise's sense of strategy. 

The questions about British business are mostly 
familiar. Are tortoises becoming as good at market- 
ing things as they always have been at inventing 
them? Are their middle managers now as fired up 
and well-taught as are those of their competitors? 
Are they spending enough money and time on re- 
search and development? Important questions, all 
of them. But they pale in comparison to a fourth 
question: are they using their employees effectively? 

With exchange controls abolished in most big 
countries, capital can flow freely across borders. So 

can technology; however good your robots or com- 
puters, your competitors can buy ones that are just 
as good. These days it is people that, relatively 
speaking, are immobile. This means that how peo- 
ple are used, how skilful they are, and what they are 
paid are among the most vital elements of competi- 
tiveness. That applies to workers as much as to man- 
agers. For Britain, it has a special significance since 
labour relations have long been the worst blot on 
business's copybook. It is on this measure, the use of 
people, that business will stand or fall in the 1990s. 


First, a fair trial 


So has anything changed? To answer that, start by 
giving British tortoises a fairer trial than that sug- 
gested by the "bad outcome" 
that argument is misleading; some of it downright 
wrong. Either way, it returns us to people. 

The most apparently damning figure— Britain's 
share of world trade in manufactures—has not in 
fact continued to decline. Though it remains lower 
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than in 1979 (and a century ago Britain had a 4096 
share), by value the share bottomed out in 1984 and 
has since risen gradually. On its own, a falling share 
is anyway a weak case for the prosecution; most in- 
dustrial countries’ shares have fallen in the past de- 
cade or so because of the rise of Asian dragons such 
as South Korea. 

The rapid rise in imports in 1988 and so far this 
year came at a time when domestic capacity was be- 
ing run at full speed and investment had not vet 
added enough new plant to meet demand. Manufac- 
turing output did, after all, grow by 796 last year, a 
result that would have been deemed miraculous 
during the 1970s. That it failed to grab a sharply 
larger share of world markets was not a failure of 
competitiveness, as such. lt reflected an excessive 
rise in domestic British demand, as well as the de- 
layed response of fixed investment to the economy's 
recovery after 1982. 

What of productivity? The "batting average" 
dismissal is plain wrong. If true, it would produce a 
once and for all improvement that would stop after 
the economy recovered. Instead, productivity has 
gone on rising. Further closures may have contin- 
ued to help the average, but not at anvthing like the 
same rate as in 1980-82. Something else must have 
been happening. 

A study* by Mr Charles Bean of the London 
School of Economics and Mr James Symons of Uni- 
versity College, London, considers two other ex- 
planations. The first is a "kick-in-the-pants" effect 
on managers: the increased threat of bankruptcy 
and takeover in the 1980s might have made manag- 
ers more efficient. It probably did, but it is impossi- 
ble to measure. One clue cited by Messrs Bean and 
Symons is that if better management were the main 
force behind productivity, you might expect capital 
productivity as well as that for labour to have im- 
proved. Yet the figures for total factor productivity 
(combining both capital and labour) suggest that 
most of the growth has been on the labour side. 








Explanation number two accordingly focuses 
on improvements in the use of labour. Demarcation 
rules, outdated working practices, a multiplicity of 
unions within the same factory, overmanning, re- 
current strikes and go-slows—all virtually guaran- 
teed in the 1970s that British business could not 
produce as much with each worker as could its for- 
eign competitors. The recession of the early 1980s 
forced most companies to shed their excess labour, 
while new laws restricted unions' ability to fight 
changes in working practices. These changes, think 
Messrs Bean and Symons, were the biggest reason 
why productivity leapt by 5296 a year. 

Such benefits were not once and for all, because 
practices and attitudes were so entrenched. Battles 
had to be fought, at Wapping, at coal pits, at steel 
plants. Union leaders and members and, it must be 
recalled, managers had grown up assuming that the 
relationship between employer and employee was 
an adversarial one; a gain for one was a loss to the 
other. Businesses had gradually to become con- 
vinced that things had really changed before they 
would want to add further capital to newly produc- 
tive labour. They were right to be cautious: in the 
past few months there has been a resurgence of 
strikes, or at least of threats of them. So far only the 
public sector has really been hit, but private-sector 
strikes may be back before long. 

Productivity growth has been fastest in manu- 
facturing because that is where the use of labour was 
at its most inefficient. Nevertheless, the benefits to 
growth (though not to the absolute level of pro- 
ductivity) from better use of labour will run out ei- 
ther when industrial relations in Britain are opti- 
mally arranged, or if and when the forces for change 
go into reverse. These depend on whether all the 
main obstacles to the efficient use of labour have 
been removed, and on whether the main stimulus 
for removal was merely fear or brute strength. If fear 
and strength were the cause, low unemployment 
and a change of government could remove the fear 
and transfer the strength. If, in other words. prac- 
tices have changed but attitudes have not, then 
there may be a lot of old scores waiting to be settled. 


Focus on factories 


This point applies throughout the British economy. 
But it is especially important in manufacturing in- 
dustry. One reason is that it is there that the biggest 
challenge still lies. 

Return to the productivity figures. Annual 
growth in output per manufacturing worker of 
512% for eight straight years suggests remarkable 
change; but now look at the table overleaf, which 
compares absolute levels of productivity between 
countries. Such comparisons are always a trifle 
dodgy, but they show British manufacturing still far 
less efficient at using labour than France or Ger- 
many, let alone the most productive country, Amer- 
ica. And, unlike surprisingly unproductive Japan, 
Britain has not been catching up for very long. 
There is a lot more ground to make up. 

A decade ago a popular response to this was a 
shrug of the shoulders and a claim that manufactur- 





*“Ten Years of Mrs T", by Charles Bean and James Sy- 
mons, LSE Centre for Labour Economics, working paper 
no. 1119, February 1989 
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ing no longer mattered anyway; it was doomed to 
decline, it was smelly, and the sooner civilised Brit- 
ain got out of it and into services the better. This 
argument was wrong then; other advanced coun- 
tries did not suffer anything like as fast a rate of de- 
cline in manufacturing as Britain, and factories were 
already getting much less smelly and rather more 
civilised. It is even wronger now. 

It is true that manufacturing is not the only area 
that matters, and it is anyway a term that has be- 
come increasingly hard to define. Firms that make 
things have contracted out some of the services they 
used to provide for themselves (from loo-cleaning to 
maintenance to legal advice) and the input of ideas 
and information (software, design, market research) 
has been playing a growing part in the building and 
selling of products. Services and manufacturing are 
often part of the same process. 

In any case, it is not essential that a country 
makes things. What is essential is that if a country 
wishes to import large amounts of tradeable items, 
whether goods or services, then it has to export lots 
of tradeable things in order to pay for them. In Brit- 
ain's case, the surplus on trade in services falls well 
short of paying for net imports of goods, particu- 
larly if oil exports are excluded. This means either 
that the services surplus has greatly to be increased, 
or that more tradeable goods have to exported if 
Britain is to maintain or improve its standard of liv- 


ing. (Borrowing from abroad is pos- 
sible for a time, but not forever.) 

In principle, exporting more 
manufactures might now, for the 
first time in years, prove easier than 
exporting more services. The exis- 
tence of a gap in efficiency between 
manufacturing in Britain and else- 
where means that, unless Britain 
has some intrinsic inferiority, 
catching up ought to be both possi- 
ble and profitable. Furthermore, as 
this survey will argue, this may actually be an area in 
which Britain has an advantage. 

lt is for these reasons that this survey will con- 
centrate on manufacturing industry, even though it 
only accounts for a quarter of British GDP. Other 
sectors may feel unfairly excluded or belittled as a 
result. But the themes that matter in manufactur- 
ing—the use and treatment of employees, the role 
of trade unions, Japanese rivalry, keeping up with 
international markets, the quality of managers—ap- 
ply to all firms in Britain, from the highest tech to 
the purest metal-basher, from the softest service to 
the hardest exporter. And one of the most striking 
lessons of this decade is that, despite all that has 
been said about the decline of manufacturing, Brit- 
ain may again be becoming the workshop of 
Europe. 


Britain 





Worker, meet manager 


F YOU compare a Japanese firm and a British one 

in the same industry, what is the most obvious 
difference, apart from the fact that one's market 
share may be rising, the other falling? Contrary to 
what many British industrialists may say, it is not 
that one takes a long-term view and that the other is 
hostage to a short-term City of London. Nor is it 
that one government has an "industrial policy” and 
the other does not. The crucial difference lies in effi- 





Keep 'em briefed 


ciency and productivity. And among the biggest de- 
terminants of that are the attitude of the firms’ em- 
ployees and how they are treated. 

A Japanese worker, whether in an office or a 
factory, basically believes he is a member of the 
same team as his company's boss. He may like it or 
hate it, but he sees that there are returns from co- 
operation. It is not that Japanese firms are egalitar- 
ian communes. Far from it: they are rigidly hierar- 
chical, with every individual knowing his place, with 
people entering according to educational back- 
ground and being promoted according to age. But 
there is only one hierarchy, not two or even three 
separate ones as in Britain. And, though status is 
important, it is not accentuated by symbols such as 
clothing, parking places or dining rooms. 

British workers certainly did not feel part of a 
team during the 1970s. Do they now? Many of the 
symbols of division between classes—between 
worker and manager, us and them, call it what you 
will—have been dismantled. Hundreds of firms 
have got rid of their ranks of corporate dining 
rooms and substituted one, modern, single-status 
canteen. Some have got rid of their segmented car 
parks, where bosses were less likely than workers to 
get their hair wet in a rainstorm. Many have belat- 
edly followed recommendations made by the Indus- 
trial Society in the 1970s that they should hold regu- 
lar briefings of workers to tell them what is going 
on; it sounds comical, but until recently virtually 
nobody used to bother. And besuited managers are 
more likely to be seen on the shopfloor, and less 


likely to be jeered. 
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Britain 5 trade 
unions are 
changing. But they 
make tortoises 
seem like Olympic 
sprinters 


It has not been easy. Take the Rolls-Rovce car 
factory at Crewe, opened in 1938 and a centre of 
traditional British methods if ever there was one. 
(Historic, too: the factory's machine shop was once 
used to build Merlin aero engines.) In theory, the 
firm epitomised pride in work and craft skills. Yet 
one current manager's father worked on the shop 
floor for 47 vears and was never once allowed to ride 
in the car he helped build. Bosses were never seen in 
the factory. 

That has all changed. In the 1970s Rolls was rel- 
atively advanced in things such as briefing workers 
about what was going on, but progress has acceler- 
ated since the firm merged with Vickers in 1980 and 
ran into difficulties in 1982. The factory is still a 
blend of ancient and modern; rows of old, noisy Al- 
fred Herbert machine tools stand in front of gleam- 
ing, quiet Swedish and German machining centres. 
Chauffeurs in peaked caps still drive the company's 
cars. A picture of the Queen and the Duke of Edin- 
burgh adorns the boardroom. But Rolls's labour re- 
lations are distinctly new, the product of new man- 
agement and five years of haggling since 1983. 

Before then there were seven manual unions 
and three staff ones, separate grading structures for 
manual workers, staff and managers, and complete 
secrecy (and hence suspicion) about how much dif- 
ferent groups were paid. What has emerged is a sin- 
gle grading structure for the entire company, from 
the most junior apprentice to the managing direc- 
tor, with no secrecy about pay or conditions. A cen- 
tral grading committee now sets grades and pay, 





with disputes settled by a sort of pendulum arbitra- 
tion between the committee and the company's 
board: issues swing back and forth until one gives 
in. At one point the firm mentioned the phrase 
"single-union agreement" and set talks back by 
nine months. But a deal was eventually struck. 

On both sides, there was strong resistance to 
change. One method the firm began to use in 1984 
to ease this was a week's course called "handling 
change", for ten shop stewards and ten supervisors 
at a time. Stewards viewed it with suspicion, and at 
first had separate lectures from the supervisors. 
Since then the course has been held four or five 
times a year and barriers have been lowered. 

Every six months Rolls-Royce now holds meet- 
ings for all employees in its ballroom, to give a video 
presentation about the firm's performance and 
about what its competitors are up to. Symbols of 
class division have gone, too. Everyone gets to ride 
in the cars from time to time. There is one spanking 
new canteen for all employees and managers. The 
sole reminder of the old style is a grand office build- 
ing with sweeping staircases, but that can hardly go. 
And the men's loo outside the boardroom still sim- 
ply has the word "private" on the door. 


A start, at least 


For all these and other undoubted improvements, 
there is a long way to go before British industrial 
relations meets the Japanese standard. A divide re- 
mains. Partly this is because plenty of firms have re- 
tained their status symbols and remain suspicious of 
giving out information to the lower orders. Chiefly 
it is that a new attitude among both managers and 
workers must be proved before it will be believed. 
Much to their surprise, for instance, ordinary Brit- 
ish workers seem rather to like working in Japanese- 
owned factories in Britain. They do not have to sing 
a company song or feel silly doing morning exer- 
cises, nor are they brainwashed. They are treated as 
part of a team, generally a successful one. But so far 
there are only about 25,000 such converts. Japanese 
methods and firms are only just arriving. 

There will be more later about the lessons from 
the Japanese. For the moment the point is that the 
best hope for sustained growth in productivity lies 
with management: whether it can succeed in the 
long-term task of putting trust and a sense of team- 
work in place of the old mistrust and us-versus- 
them. Most of the improvements in productivity so 
far have come from the side of the employee and his 
trade union. Before focusing on the managers, how- 
ever, it is worth taking a hard look at the trade 
unions. They, too, have a lot of improving to do. 





State of the unions 


ORGET any idea that union-bashing Maggie 

has sent the trade-union movement into termi- 
nal decline. The proportion of Britain's employed 
labour force that belongs to a union has fallen, but 
only from 5496 in 1979 to about 4296 in 1988, 
roughly the same level as throughout 1945-68; that 
is a decline but hardly a terminal one. The Trades 
Union Congress (TUC) did split last year, booting 


out Mr Eric Hammond's electricians union (EETPU) 
for its single-union and “no-strike’’ agreements, but 
that lost the TUC only about 350,000 out of more 
than 9m members. 

[n any case, unions per se have never been the 
problem; other countries have a higher density of 
union membership but happier labour relations 
and better productivity. The problem has been how 
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Brother Jack of the 1970s; black sheer’ Eric of the 1990s 


unions behave, how they are organised, and how 
they are treated. 

Behaviour has clearly changed, with union 
members showing a new realism. As the chart below 
shows, the number of working days lost through 
strikes has fallen dramatically. But the number re- 
mains higher than in any of the other rich countries 
shown. And what has not yet improved is absentee- 
ism, a more insidious drain on productivity and efh- 
ciency than strikes, if less directly damaging. On ev- 
ery working day in 1983, the most recent date when 
absenteeism was surveyed, a staggering 12% of 
workers was absent for one reason or another. 

Unions are less obstreperous than they were in 
the 1970s, when Mr Jack Jones ruled the roost, 
largely because of the government's legal changes. 
The three acts’ most significant measures were to 
ban industrial action in firms unrelated to the dis- 
pute in question; to ban the closed shop; to make 
parent unions liable for actions of their branches; 
and to require full ballots of members before strike 
action as well as direct election of officials. In the 
short term, accompanied by long dole queues, this 
has had its desired effect of hampering militants, of 
allowing the courts to seize unions' assets in case of 
illegal action, and of ensuring that members' un- 
willingness to risk their jobs for a strike was fully 
reflected in union decisions. 

With the possible exception of the closed shop, 
it is unlikely that a future Labour government will 
seek to reverse these laws. That does not mean that 





War and peace 


Industrial disputes: number of working days lost per 1,000 employees, 


all industries and services 
* Change in series, wey oro ni drei soe ped t Estimate 


Sources: Department of Employment; international Labour Organisation: US Department of Labour; OECO 
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strikes are a thing of the past. Di- 
rect elections and democratic bal- 
lots make it harder (though not im- 
possible) for unions to be exploited 
for political purposes. But they do 
not necessarily make unions or 
their officials any weaker. Democ- 
racy provides a powerful mandate. 
In future, the question will be 
whether or not voters want to 
strike. Union officials remain ea- 
ger: so far this year they have held 
ballots in the car industry; in engi- 
neering; and in the docks, in pro- 
test at the abolition of the National 
Dock Labour Scheme that, since 
1945, had guaranteed overmanning and jobs for life 
for registered dockers. 

There are still strange examples of workers and 
unions willing to cut off their own noses. Earlier this 
year, for instance, workers at a Birds Eye food fac- 
tory near Liverpool pushed their employers 
(Unilever) to closure rather than bring their work- 
ing practices into line with other British plants. Last 
year Ford withdrew plans for a big investment in 
Dundee because of trade-union inflexibility. By and 
large, however, realism prevails. So far, most ballots 
have rejected strike action. 

For all the progress, however, the basic problem 
with the organisation of industrial relations re- 
mains: there are too many unions in the same fac- 
tories or offices, bargaining not just with employers 
but against each other. Overall information on this 
is sketchy, but according to the latest Workplace In- 
dustrial Relations Survey, in 1984 3596 of manual 
workers and 61% of non-manual workers still had 
more than one union at their place of work, com- 
pared with 3596 and 5796 respectively in 1980. 

Mergers have reduced the total number of 
unions affiliated to the 
TUC from 112 in 1979 
to 78 now, but that still 
leaves most large plants 
organised by a cluster of 
separate, partly compet- 
ing unions. As long as 
that remains, the dan- 
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Solidarity, British style 


ger is that demarcation disputes will persist or 
revive. 

What of the celebrated single-union agreements 
pioneered by the EETPU in the printing industry and 
at new Japanese electronics plants, and by the engi- 
neers (AEU) at Nissan’s car plant in Sunderland? 
The trouble is that there are still too few of these to 
have much overall impact. The electricians have 
made only about 40 single-union deals, of which 
about half have been with Japanese companies. 
Most of these agreements also include provisions to 
make strikes unlikely (contrary to myth, there is no 
such thing as a "noestrike" deal, just anti-strike mea- 
sures) such as binding arbitration and some sort of 
works council. 

Such agreements are anyway not without their 
problems. Delegates to an EETPU conference late last 
vear complained that companies are not always 
keeping their side of the bargain, failing for instance 
to convene works councils or managing to widen 
the gap between shopfloor and offices rather than 
to narrow it. British managers often seem to neglect 
the spirit behind the deals even as they rejoice in the 
letter. 

The biggest obstacle to single-union deals, how- 
ever, remains the TUC. As a confederation of sepa- 
rate unions, the TUC is unable to accept a develop- 
ment that benefits one lot of its unions at the 
expense of another. When in 1985 the EETPU agreed 
to organise Mr Rupert Murdoch's printing plant at 
Wapping, it was at the expense of the existing print 
unions. Those unions have never been exactly eager 
for the modern world, and nor are many others in 
the congress. But their needs are always taken into 
account. Like the print unions, the TUC will not be 
able to prevent change altogether. But it can do a 
great deal to slow it down. 


Returns from co-operation 


There are still only glimmers of what will be the 
most valuable change in Britain's unions: the accep- 
tance that it is good to be associated with a success- 
ful business. This is where the electricians are most 
different: they appear to want their employers to be 
profitable, and have become heavily involved in 
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running training schemes for firms. Others want 
that too, but old icons and traditions stand in the 
way of actually saying so. 

At the same time, more and more British man- 
agers do seem to be learning that it does not boost 
profits to be horrible to the workers. This is admit- 
tedly a rather exaggerated way of putting it, and 
there were always many cases of good treatment 
and co-operation to set against the better-publicised 
cases of strife. For example International Business 
Machines (1BM) has avoided having any trade union 
at all in its British subsidiary, which employs more 
than 18,000 people, and has never lost a single day's 
production through a dispute. It has managed this 
by being exemplary in its treatment of staff, provid- 
ing a common set of benefits within a single status of 
employee, equality of opportunity and—as far as 
possible—open, two-way communication from top 
to bottom. 

Such a system takes a long time to set up. In a 
recent book* Mr Philip Bassett writes that Mr Len 
Peach, a former personnel director at IBM, was asked 
by other companies how they could emulate IBM's 
harmonious record. He replied to one: "You start 
30 vears ago". Nevertheless, there are signs that 
some companies are now ten years into this process 
and that both they and their unions are learning 
that there are returns from co-operation. 

The most surprising lesson of this decade in 
British business is that the returns from this and 
other changes in attitude or organisation have 
proved to be greatest in those industries consigned 
in the 1970s to the mental dustbin. Come to Ryton, 
near Coventry, to what is now Peugeot-Talbot. The 
car industry was once the engine room of British 
growth, but by the late 1970s it was the epitome of 
everything that was wrong with the country, its in- 
dustry and even its society. The engine room broke 
down so often that Britain seemed doomed to rely 
on its sails, Not any longer. Prepare to be 


astonished. 


*"Strike Free: new industrial relations in Britain" by Philip 
Bassett, Macmillan 1987. 
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A Coventry cathedral for cars 


HOSE with a good memory will know Peugeot 

as the firm that bought Chrysler’s British sub- 
sidiary in 1979 for $1; those with a long memory will 
know Peugeot-Talbot as the descendant of Rootes, a 
local family firm founded in 1928 and famous for 
supplying Humber, Sunbeam, Hillman and Talbot 
cars to royalty and Sir Winston Churchill. You 
need a long memory to know when, before this de- 
cade, it last made a profit: 1973. Plus ça change? In 
1986 it made just £100,000, even after a £15m grant 
from the French parent. But wait: in 1987 it made 
£13.9m without any grant. And in 1988 it made a 
net profit of around £100m. Suddenly, Britain 
looks like a good place to make cars. 

Compare that to the 1970s, when Chrysler's 
factories at Ryton, near Coventry, and Linwood, 
near Glasgow, were a joke. The phrase “everybody 
out" could have been invented at these sites. They 
typified everything that was wrong with British in- 
dustry. In 1978 there were 700 separate industrial 
disputes at Ryton and Linwood. 

Chrysler, however, did not think this was 
funny. It had bought the joke in 1967 to bail out 
Rootes, which was then losing money. Chrysler saw 
Rootes, along with a French firm, Simca, as a way to 
become a global firm to rival General Motors and 
Ford. In fact, it was a way to go bankrupt. Chrysler 
hardly made any money in Britain. In 1974-75 it 
tried to sell out to Harold Wilson’s Labour govern- 
ment. Mr Wilson (sensibly) refused to buy it but res- 
cued it by injecting £50m. That failed to rescue the 
parent from bankruptcy, partly caused by problems 
elsewhere in Europe. And it failed to stop the Brit- 
ish subsidiary's strikes, or its losses. 

The trouble at Rootes-cum-Chrysler was not 
politics, as such; unlike British Leyland, it never had 
Red Robbo or any other saboteurs in its ranks. But 
it had all the industry's other problems. When Mr 
Mike Judge, Peugeot-Talbot's personnel director, 
joined the firm from Ford in 1969, it had 57 sepa- 
rate negotiating units. 

Coincidentally that year the firm changed from 
paying by piecework (pay by output) to hourly 
wages of £1 an hour (headlines in a Coventry paper 
admired these "£2,000-a-year men"). That change 
had an important outcome: union officials accus- 
tomed to constant negotiation about pay and the 
measurement of work now had just an annual pay 
negotiation to think about. So attention switched 
to working practices: how many were needed in the 
paintshop, how many on relief, and so on. Different 
unions were therefore competing with one another 
to negotiate in inefficiencies. 

Such inefficiencies (Chrysler admitted to 2596 
overmanning, but it was probably far more) were 
defended with strikes, which were successful for two 
reasons. First, car sales were booming so that, dull as 
Chrysler's cars were, they could be sold as fast (or as 
slowly) as they were made. Second, the parent 
needed cash to flow in Britain because it was finan- 
cially weak at home, so it always gave in. That pro- 
duced a third reason: Chrysler tried to run its indus- 
trial relations from Detroit. Telephone calls would 
come at midnight from American managers want- 
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ing details of the latest strike and ordering what 
concessions should be made. British unions there- 
fore knew it was not worth bothering to listen to 
what the local managers had to sav. 


Change at last 

In 1979, when Peugeot took over Chrysler's bust 
British and French assets and installed a new man- 
aging director, Mr George Turnbull, he too was 
greeted by an all-out strike over pay. lt was the 
firm's longest ever, lasting 14 weeks. Mr Turnbull 


Ei 


Bad old Chrysler days 





Shiny new Peugeot days 





Chrysler 5 old 
British albatross 
has become a high 


fl ler 





IHE NEW 
PEUGEOT 403. 
TAKES YOUR 
BREATH AWAY 


.42 SURVEY BUSINESS IN BRITAIN 





D 


gumtgnes t dum mommy t 
e RT s E ` M 





surprised the unions by just sitting out the strike. 
He had little to lose; the firm was bankrupt anyway. 

That was the last big strike at Peugeot-Talbot. 
Remember the 700 disputes in 1978? In the first 
three months of 1989 there were just two. Of those, 
the longest stoppage was half a shift, involving 400 
people over the sacking of a young woman who had 
been absent 14 times in her first year. Half a shift 
was roughly how long it took for the management to 
explain to the workers what had happened, and 
why. Thus informed, they went back to work and 
the woman still had to leave. 

So what has changed? The firm has been drasti- 
cally shrunk and reorganised. The Linwood factory 
was closed, with the loss of 5,000 jobs (but no strike 
at Ryton). Total employment fell from 24,000 in 
1979 to just 4,500 by 1983. A design centre at Whit- 
ley was sold to Jaguar. The old Commer truck and 
van factory at Dunstable, which Chrysler had re- 
named Dodge, was sold to Renault. A plant at 
Stoke, near Coventry, that made car kits for export 
to Iran had to be closed when that once-lucrative 
contract was cancelled. The dealer network (which 
was the firm's main attraction to Peugeot) was 
slimmed from 800 to about 400 main outlets. Out- 
put in the early 1980s of a rather tired range of Tal- 
bot cars chugged along at about 25,000 a year, com- 
pared with 35,000 in the last days of Chrysler. 

The new French owners left the firm entirely 
under British management, albeit bringing in some 
new faces. Expecting little from their new posses 
sion, they said that if the British could raise the re- 
maining (Ryton) plant's productivity to French lev- 
els they would invest, but not before. They waited 
until 1985, by which time two things had happened. 
Peugeot-Talbot had lifted its fortunes from a 
£102.3m loss in 1980 roughly to break-even in 
1983-84. And the Peugeot parent had revamped its 
own rather boring product range so successfully 
that it had a runaway bestseller in a new small car, 
the 205, both in France and through exports to Brit- 
ain. That combination gave Peugeot the confidence 
to launch production of its next new car, the 309, at 
Ryton. 

That marked the beginning of Ryton's revival. 
By 1986 some 309s built at Ryton were being ex- 
ported to Europe, a prospect that in the 1970s 
would have been laughed at. In 1987 Peugeot re- 
tooled Ryton at a cost of £25m to make its next new 
car, the 405. Output that year was about 45,000 
cars, which was doubled in 1988 to more than 
80,000 by adding a night shift and recruiting (ves, 
recruiting) 1,600 new workers, raising the total to 
1,500. This year output is expected to pass 100,000 
cars. There will be more recruitment, and by the 
summer Ryton will be running at full capacity. At 
that point, Peugeot will have to decide whether to 
make another much bigger investment, perhaps to 
build a new factory. 


Consenting adults 
Peugeot-Talbot has benefited from that 


rationalisation and, most of all, from the success of 
Peugeot's new range of cars, all designed in France. 
[n the 1970s, however, even that would not have 
been enough. The firm would not have been able to 
build them. 


Fear has played a part. There was no point in 


striking when Linwood closed, as Ryton was clearly 
at risk too. Fear also made it possible to get rid of 
overmanning and daft practices at Ryton. But it is 
much more than that that has changed. Under Mr 
Turnbull and his successor from 1984, Mr Geoffrey 
Whalen, Peugeot-Talbot has entirely changed its 
way of dealing with its employees. With hindsight, 
the secret is simple: treat them as adults. 

This began straight after the 1979 strike. In- 
stead of talking only to trade-union officials, using 
shop stewards as conduits for the little information 
the firm chose to impart, Mr Turnbull decided to 
bring in regular briefings for ordinary workers, to be 
carried out by the foremen, who in turn were to be 
briefed by the next layer of management, and so on 
right to the top. For at least a quarter of a century, 
foremen at Ryton had only spoken to the men to 
give commands. The unions, told that the line 
would stop for half an hour a month for a briefing at 
full pay, thought it was a joke. Once it began, after 
the foremen had been trained by the Industrial So- 
ciety about how to run meetings, they stopped 
laughing. Now they think it is rather a good idea. 

Such so-called "cascade briefings" had been 
toyed with at British Leyland in the 1970s (where 
Mr Whalen then looked after personnel) but had 
never really been supported by top management. 
The proof to workers that Peugeot-Talbot means 
business is not only that real information about the 
firm's performance is conveyed in the briefings, but 
also that they are by no means the only form of com- 
munication. All announcements are made to the 
workers (by foremen) before they go to the press. 
There is a monthly company newspaper, the Talbot 
Times, which includes lots of news about the indus- 
try and area as well as company news and pin-ups 
(this remains a man’s industry). And every em- 
ployee gets a copy of the annual report, which is 
designed to be readable rather than 
incomprehensible. 

What has been realised in these ten years of 
change is that employees have an insatiable appetite 





Communicative Whalen 
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for information. They do not just chuck the newspa- 
per or the report on the factory floor. What has 
been built up, helped by the sense of a new begin- 
ning that came from bankruptcy and closures, is a 
trust that information does not mean propaganda 
or lies. During pay talks, for instance, the unions 
now allow management to send full details of pay 
offers direct to employees. It saves shop stewards the 
trouble. Since 1980 those pay talks have been with 
one joint negotiating committee for all manual 
workers, even though there are still four unions. 
Could the bad old days return? This year a 
strike was threatened over pay (a 10% rise in basic 
rates had been offered), partly because of similar 
murmurings at nearby Jaguar and partly because 
Nissan had given a few of its Sunderland workers 
22% rises. But, fully informed about the offer, work- 
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ers voted against a strike. 

The result of all the changes in the 1980s is that 
productivity at Ryton is now comparable to that in 
Peugeot's bigger plants in France. Warranty costs, a 
measure of the reliability of cars, have halved since 
1979. In the 1970s Ryton managed, at best, to run at 
roughly 80-85% of its scheduled speed. Now it is at 
95%, and sometimes beats the schedule. All that 
has happened in a firm where personnel is handled 
by the same managers as in the 1970s and where 
cars are made on a production line that, apart from 
being tidier and having a halfway civilised canteen, 
looks very like a 1970s line. Though the innards 
have changed, the Ryton factory first opened in 
1939. And there is not a robot to be seen. It is not 
machinery that makes the difference: it is how you 
use it. 
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EUGEOT-TALBOT is not unique. But it is a 

model for what can be achieved in a manufac- 
turing company in Britain. Remember that 1988 
profit figure: around £100m. That should be seen as 
a minimum, since it still represents a return on sales 
of only 1296. But as a return on the £200m sunk 
into the firm by Peugeot since 1979 it is more than 
enough to encourage further investment. 

There's the rub. Note that, ten years into the 
"British miracle", Peugeot has still not made that 
investment. Half the cars it sold in Britain last year 
were imported. All were designed in France, and 
even the ones made at Ryton used imported body 
shells and engines. It has taken a decade to convince 
it that Britain is a good place in which to make cars. 
The firm's revival has only just begun. 

But if that is the attitude of a company whose 
sales are booming, what hope can there be for oth- 
ers? In 1972 nearly 2m cars were made in Britain, 
compared with domestic new-car sales of 1.6m. Last 
year only 1.2m were made in Britain, compared with 
sales of more than 2m. Britain had a trade deficit in 
vehicles and parts in 1988 of more than £6 billion. 
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Wot, buy a British car? 





So far, that deficit shows no sign of decreasing. 

Yet the omens are that it will. Car production 
in Britain is on the verge of a big increase, as in- 
formation about how profitable it can be sinks in. 
The most obvious sign is the announcement in 
April by Toyota, Japan's biggest and the world's 
third-biggest carmaker, of plans to spend £700m on 
a new factory in Derbyshire that will employ 3,000 
people and produce 200,000 cars a year by 1994. 
That is more than Vauxhall now makes in Britain, 
and about half Ford's output. Nissan, Japan's sec- 
ond-biggest car firm, is already breaking even at the 
Sunderland factory it opened in 1987, although its 
annual output is still only around 40,000 cars. By 
1992 that is planned to increase to 200,000; and the 
firm has hinted that it may raise the figure to 
400,000 by the late 1990s. 

Add to all that the likelihood that Peugeot will 
invest to double its output, again to 200,000, and at 
least 500,000 cars would have been added to British 
production by 1995. Other Japanese companies 
may arrive. Miss Del Denison-Barrett, the motor- 
industry analyst at Albert E. Sharp, a Birmingham 
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stockbroker, forecast even before 
the Toyota announcement that car 
output in Britain would rise to 2m a 
year by 1992. She speculates that a 
West German manufacturer, possi- 
bly Volkswagen, could also build a 
plant in Britain. 

Robert Bosch, a German elec- 
tronic components maker, has al- 
ready announced plans for a new 
£100m factory in South Wales, cre- 
ating 1,200 jobs. Although Britain 
has a trade deficit in parts as well as 
in finished cars, it is becoming 
more important for independent 
component-makers to be close to 
their customers, so more firms will 
arrive if British car output rises. 
Most British car manufacturers 
have moved to some sort of “just-in-time” arrange- 
ment of supply. They have also ceased to buy purely 
on price, as in the past, and are tending to build 
longer-term, more co-operative relations with fewer 
suppliers, rather along Japanese lines. Components 
manufacturers that have adjusted to this and have 
kept up with technical progress in the car industry, 
such as Lucas or Armstrong Equipment, are thriv- 
ing. Those that have not, are not. 

Does it matter that all these expanders, includ- 
ing Peugeot-Talbot, are foreign? Not in the least, be- 
yond sentiment: it might be nice if a magic wand 
could be waved and suddenly a new, world-beating 
all-British firm could pop up, or if the Rover Group 
could suddenly double its sales, but neither of these 
is terribly likely. In any case, Ford has been in Brit- 
ain since 1923; Ryton has not been in British hands 
since the 1960s; Vauxhall has been owned by Gen- 
eral Motors since 1925. These days both Ford and 
Vauxhall are thought of as British makes. 


Toyota versus Rover? 


Before celebrating the revival of car manufacture in 
Britain, another possibility merits consideration. It 
is that, rather than adding to total output, the new- 
comers might simply replace existing production. 
That is a euphemism for a further decline of the 
Rover Group, né Austin Rover, né British Leyland, 
né BMC, né many other names besides. 

Rover has shared in the industry's revival, even 
though its market share has slipped to 14.7% from 
17.6% in 1980. Its profitin 1988 were £65m, the 
best for a decade, and could reach £100m this year. 
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Vauxhall—but Rover makes and sells more than 
twice as many cars. There remains room for im- 
provement at Cowley and Longbridge, now that 
British Aerospace owns the firm. 

It is hard to tell, but some of that room may still 
lie in labour relations. Management at the then Brit- 
ish Leyland was so bitter about the disruption of the 
1970s that its rather macho reaction in the early 
1980s has almost certainly stored up some trouble 
even though it, too, has since moved to a more 
open, communicative management style. Jaguar— 
now independent, privatised and profitable, but 
then part of Leyland—still has more industrial nig- 
gles than does its neighbour at Ryton. The macho 
reaction also resulted in some strategic own goals, 
such as the closure of the MG sports-car factory at 
Abingdon, near Oxford. What Rover now lacks in 
the American market is a prestige, well-known 
brand of the sort that MG could now have been pro- 
viding. "Badge engineering’ —just shoving the MG 
name on to other Rover cars—is no substitute. 

Rover claims that it is on the way to “doing a 
BMW”, namely developing a fashionable, upmarket 
product range. Its problem remains that, behind the 
advertising, its cars are still Rovers, dogged by pub- 
lic scepticism about poor quality and dull perfor- 
mance. Downmarket, its cars are ten years out of 
date and light years out of fashion, even if it makes 
them more efficiently than it did. Changing that is 
the firm’s biggest challenge, and is not something 
that being owned by British Aerospace will either 
help or hinder. 

That said, the arrival of new competitors is like- 
lier to be a help than a death sentence. Nissan and 
Toyota will set a stiff benchmark for productivity 
and reliability, whether for Rover, for components 
suppliers, or for Ford and Vauxhall. For instance, 
Ford in 1987 had a productivity of 17 cars per 
worker per year in Britain; Nissan claims it will be 
producing 40 per worker per year by 1992. With any 
luck, these Japanese will push Rover closer to its 
partner, Honda, both because Honda needs a Euro- 
pean plant to compete with its Japanese rivals and 
because Rover will need Honda’s research and 
development if it is to survive. The chances are that 
fresh competition will force Rover to give up the 
pretence of being a volume producer of all rypes of 
car. But the worst outcome would be if misplaced 
British nationalism forced Honda to build a Euro- 
pean factory in Spain, to avoid embarrassing Rover. 
That really could toll the bell for Rover. 





Turning Japanese 


HE Japanese are investing in a lot of places, but 

Britain is their European favourite. Japanese di- 
rect investment in Britain in the year to March 1988 
totalled $2.5 billion, more than six times Japanese 
investment in West Germany, eight times that in 
France and nearly ten times that in Spain. Already 
there are 97 Japanese manufacturers in Britain, em- 
ploying about 25,000 people. That is small—among 
American firms’ subsidiaries, 18M and Mars com- 


bined employ just as many. But Japan’s investment 
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is growing rapidly and is having an influence far be- 
yond its present size. 

Rather than getting hot under the collar about 
the colonisation of Britain or about "Trojan 
horses” or some such nonsense, it is more interest- 
ing to ask why these firms are building their fac- 
tories in Britain rather than Bavaria or Barcelona. 
Though, in the car industry for instance, some Japa- 
nese firms do have investments in Spain or ltaly, 
none is anything like as big as the new British ones. 
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Our visual identity isn't the only thing that’s changed 
this year. We will be giving more emphasis to the BP name, 
and updating our forecourts to make them greener than ever. 
And that was just a small part of our year at BP 

Our annual report explains why we successfully acquired 


Britoil and now have access to around 30% of the UK North 


Now we’re greener than ever 


Sea's licensed exploration acreage. And we are the biggest oil | 
producer there. It also explains how BP Chemicals achieved 
a record operating profit in 1988, and how BP Oil is widen- 
ing its range of products and services. 

With BP being Britain’s largest company and reporting 
a 1988 replacement cost profit of £1,437 million, which 
excludes stock holding losses, wouldn't you like to find out 
mores Phone us now or fill in the coupon below and 


discover the state of the art at BP 


For a copy of the 1988 annual report 
please telephone 0800 400 402 
(Freefone available to UK callers only), 
or (0)272 217 217 (callers outside the 
UK), or post this coupon to BP. 
Freepost, Room 2548, Britannic House, 
Moor Lane, London, EC2B 2D). 
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Letters of credit and bills 
for collection have always 


taken too much time and 


trouble. 
The introduction of 
the international postage 


system helped a bit. And 


the telephone did its part. 


But strangely, even in 
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these days of micro chips 
and space travel, letters of 
credit and bills for collec- 


handled 


tion are in the 
same old paper-bound way. 

Today, there's a brand 
new Midland system that 
changes all this: MidTrade. 
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foreign transactions are 
entered into the MidTrade 
computer system. 

With import letters of 
credit, the data is then 
transmitted to the foreign 
bank in seconds. 


With bills 


collection, MidTrade speeds 


export for 
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reminders for your customers' 


banks. And for both activities, 


it also supplies up to the 
minute status reports. 
This means you can 
control your international 
transactions and exposure 


with all the speed, ease and 
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accuracy you'd expect from 


a properly computerized 
system. 

In a normal advert you'd 
send a coupon for further 
details. 

But in the true MidTrade 
spirit, we'd like you to 


bypass the paperwork and 


free phone 0800 289 359 

for an information pack. 
The quicker you do it, 

the faster you'll be ahead. 
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and development land? 
There's an abundance 
competitively priced, with 
grants available for 
construction, refurbishment, 
research and development 
and marketing. . . 


. 9.5 million potential 
customers right on the 
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40 minutes away — 
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... The advice and expertise 
offered by the local authority 

is second to none — making 

relocation painless . . . 





... Lhe choice, size and 
style of housing is wide with 
prices well below the national 
average. 
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the Birmingham investment. It's been designed to create the 
perfect environment for business success. And it's working. 


/ It's given the city the UK's fastest nationwide communications 
/ links — including the UK's fastest growing international airport. It's 
supporting one of the UK's most exciting development programmes, 
| with new industrial and commercial projects worth more than 
| £1-5 billion currently in the pipeline. 
\ And it's established Birmingham as one of Europe's great 


business cities, with developments like the new £121m International 
Convention Centre and the expanding National Exhibition Centre. 
Most important of all, the 
investment is working directly for 
hundreds of local companies, 
which are expanding faster than at 
any time over the last ten years. 


To find out how the Birmingham 
investment could start working for 
your business, clip your business card 
to this ad. Or call the Birmingham EDU. 


»> Birmingham is the manufacturing centre of the 





Birmingham 














UK, with more people engaged in manufacturing 
than Manchester and Sheffield combined. 


> Commercial rents and rates in Birmingham 
can be as little as a third of London and 
South-Eastern levels. 


» Well over 100 overseas manufacturing firms 
have already invested in Birmingham. 


> Birmingham offers the highest RELOCATION OPPORTUNITIES 


ee s 051-235 2222 





























to business expansion of any 
UK city. 
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The Investment working 
Birmingham City Council, Economic Development Unit, Development Department, 
Room 103, Baskerville House, Broad Street, Birmingham B1 2NA 













Surprisingly harmonious 


It is not because of language; the Japanese are barely 
more proficient at English than at any other lan- 
guage and do not base business decisions on such 
flimsy grounds. Nor is there much personal affinity. 
The response of the Sun and other popular British 
newspapers to Emperor Hirohito's death in January 
suggests, if anything, the opposite. Wartime memo- 
ries run deep. 

The real reason is not entirely complimentary. 
Britain offers the best combination of low labour 
costs (the lowest in industrial Europe except Spain) 
and relevant skills. Spanish workers are thought to 
be less skilled and less predictable than British ones. 
That is not much of a benchmark: by and large Brit- 
ish skills are "relevant" because the country's 
workforce is less well-educated and less well-trained 
than that in France or West Germany, for instance. 
In other words, at present wage levels, Britons are 
better suited to fairly humdrum tasks—like assem- 
bling Japanese cars. 

This is even more true for other favoured Japa- 
nese products, such as televisions, computer print- 
ers, silicon chips, earth-moving equipment or bat- 
teries. Take Oki Electric's new factory in the 
Scottish new town of Cumbernauld, near Glasgow. 
In 1987 it took over a big factory left vacant by Bur- 
roughs, an American computer firm, and equipped 
it swiftly to employ 420 people making dot-matrix 
computer printers. In Japan, Oki uses robots to do 
that. At Cumbernauld, admittedly working with 
smaller volumes, it uses mostly 18-23-vear-olds who, 
according to the (Scottish) personnel manager, 
needed a great deal of training. But, with unemploy- 
ment in the Cumbernauld area only just below 1096 
for the first time since 1980, there are plenty around 
to train. 

That is not meant to be rude, just realistic. Oki 
did not go to what Scotland calls its "silicon glen” 
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in search of state-of-the-art technology but rather 
for nimble fingers and a willingness to do assembly- 
line jobs. Despite an array of electronics firms in 
Scotland, components supply was not an attraction 
either. Oki's printers contain only about 40-5096 lo- 
cal parts; newer models only about 3096. 

It is the same story in Wales, where Professor 
Sig Prais from the National Institute of Economic 
and Social Research has surveyed Japanese fac- 
tories. At one television plant he was told by a frank 
Japanese manager that Welsh workers are better 
than Japanese ones because they are more willing to 
do boring work. But the machines run for less of the 
time than in Japan because it is harder to keep them 
maintained. Unskilled women are easy and cheap to 
find. Maintenance engineers are more scarce. 


Japanese teachers 


This is not a reason to keep the Japanese out, but 
rather a reason to upgrade education and training 
(more about that later). Japanese jobs are better 
than the dole queue, but that is not the main value 
of Japanese inward investment. The value is that it 
brings Japanese management and competition right 
to the doorstep of British firms. Western firms have 
talked for years about learning from Japan, but it is 
easy not to do your homework when teacher is 
5,000 miles away. It is harder when he is just down 
the road and is either an employer, a customer or a 
competitor. Most important of all, the arrival of 
such factories in Britain, staffed and even managed 
by British people, proves that Japanese methods 
work not just with Japanese, which arrogant Britons 
used to claim were brainwashed automatons. 
Japanese methods also work in places other 
than new factories with disorganised labour. That 
has been shown by Sumitomo Rubber's turnaround 
of Dunlop's old, loss-making tyre factories, and 
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Listen to teacher 


Komatsu's successful revamp and expansion of Cat- 
erpillar Tractor's old factory near Newcastle (both 
of these now have single-union deals with the engi- 
neers' union). In 1979 Hitachi built a joint-venture 
television plant with GEC at Hirwaun in South 
Wales which by 1984 was dirty, indisciplined and 
bankrupt. Hitachi then took sole control and 
kicked out five unions to do a single-union deal with 
the EETPU. Now it is thriving. 

What is the Japanese trick? One point is, of 
course, that these are branch plants run by already 
successful firms. with good products and effective 
marketing. Beyond that, however, the trick lies 
chiefly in motivating employees and suppliers. At 
Dunlop, changes were gradual and fully explained 
to the 2,500 of Dunlop's former 3,500 workers that 
Sumitomo Rubber kept on. Sumitomo now makes 
50% more tyres than Dunlop did, with 30% fewer 
workers, and switched a £20m loss in 1983 to a slen- 
der profit in 1987. 

Come back to Cumbernauld. Oki has only 
seven Japanese expatriates among its 420 staff, al- 
though small groups of engineers do visit if new ma- 
chinery is to be installed. As at other Japanese firms, 
everyone wears company jackets and offices are 
open-plan. The monthly "cascade" briefings of 
workers used at Peugeot-Talbot and many other 
British companies are not thought good enough for 
Oki. The Japanese boss apparently said: “If I met my 
wife once a month, we wouldn't be very happy." So 
every group is briefed for five-ten minutes daily. 


King customer 


A wider Japanese influence is being felt in the rela- 
tions between suppliers and customers. It is usual in 
Japan for customers to take a keen interest in suppli- 
ers’ methods and equipment, often offering advice 
or assistance with research. In Britain, with the sole 
if notable exception of clothing suppliers to Marks 
and Spencer shops, it is usual to be left to get on 
with it. But if that means that the British supplier's 
quality or reliability is too low for a new Japanese 
customer, it will lose its contract. The arrival of 
Nissan's car plant brought Japanese car-compo- 
nents factories in its wake. That brings the next 
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Matsushita Electric 


danger: if a British supplier fails to meet Nissan's 
standards, its Japanese transplant rival might get a 
contract with Ford as well. 

In this decade, more and more British 
firms—including Ford and Rover—have at long last 
made an effort to match Japanese practices, in sup- 
ply as well as manufacture. One danger about just- 
in-time supply, however, is that it also requires Japa- 
nese-style industrial relations. The absence of stocks 
makes a customer more vulnerable to a strike at a 
supplier, as Rover found when Lucas workers went 
on strike in 1986, causing 12,000 lay-offs at Rover. 
Organisational gimmicks must be combined with 
broader changes in atmosphere. 

The general point about learning from Japan is 
that it is as important to ask why a Japanese firm 
does something as to find out what it does. For in- 
stance quality circles—the use of small teams of 
workers to control quality—are no good just as a 
gimmick. The spirit behind them, however, is that 
workers are given responsibility for their product 
rather than merely relying on inspectors to pick up 
defects. Circles may not be the only or most appro- 
priate way to achieve that. 

Similarly, according to Mr John Parnaby*, di- 
rector of manufacturing at Lucas (which has turned 
very Japanese since it lost money in 1982), many 
companies have tried to modernise their manufac- 
turing and stock control simply by shoving in com- 
puters (usually an off-the-shelf panacea known as 
MRP 11) that then prove too inflexible, too small or 
too impersonal to make much difference. He also 
thinks that although British firms use product engi- 
neers, too few use engineers to design and then im- 
prove continually their manufacturing systems. 

The benefits of Japanese techniques will come, 
but the process is gradual. Meanwhile, Japanese 
firms are doing their bit to bring down unemploy- 
ment in Scotland, the north-east of England and 
South Wales. As that happens, and as growth has 
spread for other wider reasons from the prosperous 
south-east to the depressed north, politicians have 


*“Creating a Competitive Manufacturing Strategy", by Dr 
John Parnaby. Production Engineer, July/August 1988 
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begun to crow about an end to the “north-south 
divide” that in the early 1980s threatened to rend 
Britain asunder. Well, perhaps. Come to the city of 
Newcastle-upon-Tyne, once the centre of coal, ship- 
building and engineering in north-east England. 


Bridging the Tyne 


Baith sides o' the Tyne, aa remember, 
Was covered wi’ bonny green fields, 
But now there is nowt but big furnaces 
Down fre Newcastle to Shields. 
OT any longer there isn't. Between 1971 and 
1984 the number of people employed in man- 
ufacturing industry on Tyneside almost halved, 
from 147,000 to 77,000. The big losses were in ship- 
building, ship repair and engineering, but virtually 
every other manufacturing sector cut back as well. 
Only a handful of those jobs were replaced in ser- 
vices. Tyneside had 66,000 fewer jobs in 1984 than 
in 1971, and more than 15% of the labour force was 
on the dole. And, as if to rub it in, after an awful 
recession in 1978-81 Newcastle had another one in 
1983-85, as manufacturing output fell again and 
productivity fell with it. 

Now, however, there is a new optimism on 
Tyneside, fuelled by two years of growth roughly in 
line with that in the rest of Britain, rather than be- 
hind it as before. What is striking to any southerner 
harbouring thoughts of the grimy industrial north is 
that the area’s professional boosters, such as the 
government-funded Northern Development Com- 
pany, are trying to sell the region to inward inves- 
tors using its quality of life: its bonny green fields 
and, most of all, its cheap housing. They may well be 
right, compared with congested London. And baith 
sides o' the Tyne are now being covered by gardens, 
a business park and a new “Quayside” development 
of offices, shops and hotels. It still looks pretty dis- 
mal, but it will look better in a few years. 

The biggest psychological boost, however, has 
been the MetroCentre, a remarkable development 
at Gateshead (south-west of the city) that is now Eu- 
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rope's biggest shopping mall, with a ten-screen cin- 
ema and funfair. It was dreamt up and built by what 
was then a small local property firm, Cameron-Hall, 
whose owner, Mr John Hall, was born in 
Ashington, a nearby pit village. In 1981 he bought 
long-term options on a pile of mud that had been a 
power station's ash tip but happened to be in a gov- 
ernment-designated enterprise zone. That meant 
that the project’s whole cost was allowable against 
tax. But Cameron-Hall was too small to pay much 
tax; and anyway no one had vet built American- 
style malls in Britain, least of all in a depressed area. 
The idea sounded barmy. 

Armed with a set of plans less ambitious than 


Regional real gross product* 
% change from previous year 


North 

Yorkshire & Humberside 
East Midlands 
East Anglia 
South east 
South west 
West Midlands 
North west 
Wales 

Scotland 
Northern Ireland 


UK including North Sea oil 
Source: Business Strategies "Excluding North Sea oil output 
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George Stephenson built his “Rocket” locomotive 
behind what is now Newcastle Central station, and 
ran it from nearby Stockton to Darlington in 1825. 
A century and a half later, the city is reviving. But 
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Things are looking 
up on Tyneside. 
But that only 
means an 
improvement from 
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he really wanted, Mr Hall began to hawk the idea to 
investors who might have tax to lose, and to retail- 
ers, expecting only to get carpet warehouses and do- 
it-yourself stores. To his surprise a presentation at a 
local hotel drew contracts from respectable high- 
street folk such as Marks and Spencer and British 
Home Stores. The idea's time had come. As the 
project took off, the plans could be upgraded con- 
tinuously without delays: no planning consent is 
needed in an enterprise zone. Eventually Cameron- 
Hall sold the MetroCentre to the Church of Eng- 
land, which had tax to lose, keeping only a small 
part of the site. The centre is now attracting 16m 
visitors a year, from as far away as Carlisle or low- 
land Scotland. 

The most extreme claim made for the 
MetroCentre is that a retail project has driven the 
local economy, rather than the other way round. 
The truth is that it hasn't, at least not directly. The 
construction did create quite a lot of local business 
(Cameron-Hall bought all its steel from British Steel 
at Redcar, even though it cost 2596 more than the 
Korean alternative, on condition that strike-free de- 
livery was guaranteed) and there are now 4,000 re- 
tail and other jobs on the site. But some of that re- 
tail business has been pinched from the city centre, 
which has not made Mr Hall a popular man with the 
Newcastle establishment. And, in the end, the 
MetroCentre still depends on the rise or fall of local 
incomes. 

Probably the main effect of the project is that it 
altered London financiers’ attitude to Tyneside. 
Money could be made up there. Mr Hall certainly 
made a lot: he has now bought Wynyard Hall, a 
stately home near Stockton, from Lord London- 
derry and is building houses, offices and golf courses 
on the estate; his family-run group now includes an 
advertising agency, a small engineering firm and an 
array of small start-up investments; and with Mr Joe 
Robertson, a rock-group manager turned wine-bar 
entrepreneur, he is trying to get control of Newcas- 
tle United football club. The club’s share structure 
is rigged against outsiders, but it needs his money so 
he will almost certainly win in the end. This is new 
money at work. But then the region’s old-rich 
families—the Strakers, Ridleys, Armstrongs and 
others—were all new once. 







































































SCOTLAND — 


< "These and other successes are all very welcome, 
but they are nowhere near enough to replace the 
66,000 lost jobs. Newcastle has been booming in the 
past two years, but only in contrast to its previous 
unmaghificent seven. And, contrary to political 
claims, the north as a whole has not been catching 
up with the south. Growth in 1988 in the north, 


though an impressive 6.196, was still less than in the 





.south-east. Unemployment has fallen, but only 


from 15.7% in 1985 to 10.5%. That remains half as 
much again as the national average. 


Abigholetofill ==. 

What was especially dispiriting about the 1980s re- 
cession in Newcastle was that among the closures 
were smaller factories originally. attracted by re- 
gional grants, such as Osram (light bulbs) or Levi 
Strauss (denim jeans). Large bribes—the area has 
been designated a depressed area under various gov- 
ernments’ regional policies ever since 1934—had 
persuaded firms to build factories there that were 
not justified by basic, long-lasting economic factors. 
Many of them were rather distantly and unenthusi- 
astically managed as branch plants. — 

Recent arrivals and start-ups look more encour- 
aging to the extent that firms are being lured by gen- 
uine cost advantages rather than temporary bribes. 
Nissan, though a boost to the area, was one of the 
last of the bribed arrivals; new EEC rules have made 
regional grants far less easy to hand out. A lot of 
small new businesses have sprung up, helped by the 
millions in redundancy money paid out by British 
Steel or the shipyards. Berween 1978 and 1988 the 
number of self-employed people on Tyneside in- 
creased by 6,000. Derwent Valley Foods, which 
makes Phileas Fogg snacks in the former steel town 
of Consett (just outside the area), is a celebrated re- 
dundancy-money success. But roughly half such 
start-ups fail. Golden Canopy Foods, also in 
Consett and making frozen canapés, went bust in 
May 1988. i 

One new phenomenon that will matter in the 
longer term is local venture capital. Four regional 
funds have been set up this decade: Northern Inves- 
tors in Newcastle; Lancashire Enterprise in Preston; 
Yorkshire Enterprise in Leeds; and MARCH, based 
in Manchester. Northern Investors was born when 
in 1983 the government closed the old National En- 
terprise Board and its Newcastle regional office; a 
small £5m private fund was set up in its place with 
money from local firms, and it made 30 invest- 
ments. In October last year the six managers at 
Northern Investors set up a new company called the 
Northern Venture Partnership Fund. lt raised 
£15.8m, mostly from institutional investors, with a 
mandate to invest in the north and in Scotland. 








By train to Lyons : 

It is a similar picture in other parts of northern Eng- 
land: a new optimism, a great deal of urban re- 
construction, new shopping centres and industrial 
estates, a justified feeling of, at last, a cost advantage 
compared with the south-east, but still a long way to 
go. Take Wigan, a coal town where employment in 
that industry has fallen from 20,000 in the 1960s to 
1,000 now. The canalside pier that comedians 
joked about and George Orwell claimed not to exist 
has been reopened as a museum. Heinz is moving its 








"n CRU TU TER i biż vA? 1 










" 


John Hall's dream come true 


British headquarters to Wigan from the London 
suburbs, to join an existing food factory. The Tote 
horse-race betting organisation has just moved 
there. But unemployment is still 14%, or 19% if vou 
include nearby St. Helens. 

One possible threat to the new cost advantages 
of northern Britain is the Channel tunnel, due for 
completion in 1993. A report* written last vear for 
the Centre for Local Economic Strategies in Man- 
chester (a sort of local-authority think-tank) sug- 
gested that, with the present British Rail network, 
the tunnel would hurt output and employment in 
the north in textiles and metal manufacturing, and 
possibly in mechanical engineering. The study was 
vague, and contradicted anecdotal, more optimistic 
evidence from local businessmen. What both do 
seem to agree on is that investment in new rail infra- 
structure is needed before the tunnel can have 
much of a positive effect on the north. 

By that they mean two things. First, a smoother 
and faster route around London both for passen- 
gers and (more important) for freight. Second, more 
container depots in the north (at present there are 
only four, plus ten non-containerised ones) and the 
electrification of lines. A common (if unscientific) 





*"Channel Tunnel: Vicious Circle: The impact of the 
Channel tunnel on the North of England’’, CLES Research 
study no 2, January 1989 





vision is of those improvements, plus an end to the 
dock labour scheme, reviving Liverpool’s Victorian 
role as Britain’s main port for North American 
trade and acting, like Rotterdam, as an entrepót 
serving Europe through the Chunnel rather than 
the Rhine. 

So far, the argument over this issue has been 
presented largely as a choice between private and 
public finance for infrastructure. This is bogus; the 
Channel tunnel itself has an implicit government 
guarantee (though that is hotly denied), and will be 
made more profitable by public investment in the 
new high-speed rail link through Kent to London. 
The public sector is already inextricably involved. If 
investment in better links to the north can be 
shown to meet the standard Treasury rules on rates 
of return, including, crucially, social benefits, then 
where the money comes from is irrelevant. It may 
well prove a better form of regional policy than were 
the old bribes. 

Will that happen? Chiefly, it is a political ques- 
tion. Mrs Thatcher's government has become ac- 
customed to shaking nationalised industries out of 
the public sector. The enormity of that task has, 
however, prevented it from evolving a clear, consis- 
tent view of quite where the line should be drawn 
between the public and private sectors. Drawing 
that line is a task for the 1990s. 





A harsh world out there 


HE Channel tunnel and the fall of remaining 

non-tariff barriers to trade in the EEC after 1992 
will expose British business even further to interna- 
tional pressures. Can it cope? This worry, combined 
with the prejudice that British firms are insular, ig- 
norant of export markets and foreign competitors, 
and incompetent at foreign languages, has long 
been something of a cliché. Yet it is strange. About 
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20% of Britain's GDP goes to export, more than in 
France, double the proportion in Japan and almost 
four times that in the United States. What an ad- 
mirably global lot. They need to be, sufficiently to 
compensate for the British propensity to import. 
But that is a different matter. 

There is another contradictory criticism: that 
British business is too international, more willing to 


BUSINESS IN BRITAIN SURVEY 





British firms are 
getting better at 
measuring 
themselves against 


the world 








23 — 








"Wa 


The City's shop floor 


— " QS APSE D in- rain 
NES - 1 ar i A 4 j - wie * Oro 
Gc n- BEN X I — 7 ip, " 


P. o 


buy up foreign companies than to invest in good old 
Britain. In 1987 and 1988, according to a database 
compiled by Mergers & Acquisitions magazine, 
British firms spent £30 billion buying American 
firms, even beating Japan's spree in the United 
States. Total gross direct investment abroad in 1987 
and 1988 by British companies was £33.7 billion, 
however, implying that some of the finance for take- 
overs comes from abroad. Nevertheless, the aboli- 
tion of Britain's exchange controls in 1979, com- 
bined with the country's big oilfired current- 
account surpluses in 1980-85, sent capital flowing 
abroad in direct and portfolio investment, making 
Britain for a few years the world's biggest net credi- 
tor (it was overtaken by Japan in 1985). 

Are British overseas investors voting with their 
feet, then, implying that there is something wrong 
with Britain? No, because this is not Latin-Ameri- 
can-style flight capital: first, the export of capital in 
some form must happen when there is a current- 
account surplus; second, it is a perfectly reasonable 
attempt to diversify portfolios, even if sometimes an 
investment will be proved right, other times wrong. 
British companies. in the mid-1980s had become 
awash in liquidity, and many wanted to use it to ex- 
pand beyond the limits of the British market. Net 
earnings from interest, profits and dividends on 
overseas investments paid, in effect, for £6 billion 
(6%) of imports last year. 

What remains clear is that British firms are 
more comfortable spending that cash in buying 
American firms than European ones. Despite the 
hype about 1992, that is not necessarily a mistake; it 
is surely better to invest in a country you under- 
stand and where markets are open and transparent 
than in areas less well understood but temporarily 
fashionable. Sometimes the common language does 
divide the two nations and British investors prove 
to understand America less well than they thought. 
Midland, Barclays and Lloyds banks all made a hash 
of their Californian investments in the early 1980s 
for instance. But it is not always thus. America also 
happens to be preferred to Europe by Dutch and 
West German overseas acquirers. In 1988 German 
direct investment in America totalled DM7.5 bil- 
lion ($4.3 billion), compared with DM6 billion in 
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the EEC outside West Germany. 
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One barb that is no longer true is the idea that 
British firms remain biased towards the old empire. 
In 1965 only 27% of British exports went to the Eu- 
ropean Community and 15% to North America; by 
1988 the figures were 51% and 16%. In 1973 Brit- 
ain's exports to the EEC were double those to North 
America and 60% bigger than exports to develop- 
ing countries; by 1988 they were 31/4 times as big as 
to North America and three times as big as to the 
developing world. 

The stock of British direct investment overseas 
has shifted similarly, with the EEC accounting for 
20% in 1987 and North America for 43%. A few 
firms do remain that are wedded to the Common- 
wealth: there is no doubt that Australia looms larger 
in the eyes of British businessmen than it does for 
French or West Germans. Yet if language or tradi- 
tion provide an advantage in that market, exploit- 
ing it is not at all irrational. Australian entrepre- 
neurs, such as Mr John Elliott or Mr Alan Bond, 
appear keen on exploiting it in reverse. 


Unslick City 


To accuse British business of insularity or of exces- 
sive attention to the old empire or the new world is 
to ask the wrong question. The right question is 
whether British firms do whatever it is that they do 
better than alternative suppliers. There is only one 
way to find an answer: to keep them exposed to 
their competitors. 

There is no doubt that the 1980s have exposed 
an ever wider proportion of British business to com- 
petition. Take the City of London, a prime case of 
how long lunches and protected cartels put business 
into a lousy shape to compete internationally. The 
“Big Bang" at the London Stock Exchange in Octo- 
ber 1986, and two years of preparation before it, 
suddenly exposed stockbrokers and merchant 
banks to cold international winds. It has proved a 
distinctly uncomfortable experience. 

For all its criticisms of British industrialists, the 
City has not exactly come through Big Bang with 
flying managerial colours. Just when the end of old 
cartels and of fixed commissions was bound to in- 
crease competition and reduce profit margins, the 
financial industry acted as though its market and 
profits were about to expand exponentially, raising 
salaries, handing out Porsches and increasing its 
cost base immensely. Stockbrokers used to small 
partnerships had little idea of how to manage big 
integrated firms. Within a year, reality hit the City 
with an even bigger bang. Firms’ combined losses in 
1988 totalled around £500m. 

Yet the result, amid scores of cases of lamenta- 
ble management, ought to reassure British national- 
ists. The City has not, as was feared, been taken 
over by foreigners exploiting British feebleness or 
their own huge economies of scale. The two clear 
leaders in the equity and gilts markets remain Brit- 
ish: Barclays de Zoete Wedd and S.G. Warburg. The 
same is true of corporate-finance advice. Neither 
American nor Japanese investment-banking or 
stockbroking firms have succeeded in penetrating 
domestic financial business. The leading foreign- 
owned stockbroker, uns-Phillips & Drew, lost more 
than £100m in 1988. Though other British firms 


have had their troubles, the outcome so far suggests 
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sh managers are not quite as universal 
ent as is often imagined. 


satanic mills 

Moreover, British firms have proved able to re- 
id to a flood of imports without either going 
or requiring immediate trade protection. Take 
Kk at Tootal, a Manchester-based textiles group. 
|. It would be far-fetched to suggest that the textiles 
| industry is due to copy the car industry's British re- 
vival. But, as long as it stays international and pays 
attention to its market, it can do much more than 
.. merely survive. s 
|. _ . A few miles outside Glasgow, at Neilston and 
- nearby Newton Mearns, stand two mills making 
. sewing thread for Tootal. There have been mills on 





= these sites for two centuries, exploiting local sup- 


plies of water that is crucial for dyeing. Tootal still 
owns the mill in Derbyshire originally founded by 
Sir Richard Arkwright, inventor in the eighteenth 
century of many early spinning techniques. But 
shouldn’t this all now be done in China, where 
power costs a third as much as in Britain and wages 
are a tenth as high? Only up to a point, thinks 
Tootal. | 

With hindsight, the mistake made by most Brit- 
ish textiles firms in the 1960s and 1970s (including 
Tootal) was that they tried to respond to cheap im- 
ports by becoming bigger and more vertically inte- 
grated in Britain, doing all the processes in textile- 
making from beginning to end in the hope of using 
"synergy" and "scale" to beat cheap imports. They 


| . also, by and large, thought that as long as they got 


. their production right, their goods would sell 
themselves. 
.. Since 1980-81, when Tootal suffered huge 
losses, it has changed its tack completely. It is still 
integrated, but in a different way: through joint ven- 
tures or subsidiaries, it has moved all those parts of 
its processes that are best done with cheap labour to 
East Asia. It has not given them up: instead it is 
itself an importer, serving its distribution channels 
in Europe. In Britain and other industrial countries 
it has kept and invested in those parts of the process 
that need to be most responsive to customers. That 
includes thread mills: buyers of thread, such as sup- 
pliers to Marks and Spencer, need stocks rapidly 
and in carefully matched colours. Proximity and ser- 
vice matter there in a way that it does not in weaving 
fabric. That can be done in China. 


Know your challenger 


Tootal has recovered, to the extent that it is perhaps 
a compliment that Mr Abraham Goldberg, an Aus- 
` tralian textiles magnate and corporate raider, is now 
stalking the firm. The key to its approach is that it 
has seen that marketing and customer service, not 
production, give it a competitive edge. In a different 
industry altogether that is what Mr Alan Sugar has 
exploited at his Amstrad electronics firm, handling 
design and marketing while leaving his hi-fi systems 
and computers to be made in Asia. And it is what 
many Japanese firms have been doing at home in 
response to the strong yen and that country's boom- 
ing imports: if Scotch whisky or American beef or 
Taiwanese radios are going to invade the market, 


- |. why not profit from the invasion yourself? 


Vickers—maker, inter alia, of tanks, printing 
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A neat idea, but where should it best be used? 






equipment and Rolls-Royce cars—has used an alto- 
gether different way to keep up with foreign compe- 
tition. Its method represents a smaller part of its 
strategy than Tootal's, but it points up a central 
management problem: how do you know how good 
you are until it is too late? 

As one way to solve that and to improve its use 
of employees, Vickers ran an exercise in which divi- 
sional managers were sent to study their competi- 
tors and had to present the findings to the firm's 
management conference in Miami in October 1988. 
Each picked one or two competitors and visited 
them to get as much information as possible about 
how they trained people, how they were organised 
and so on. Rolls-Royce cars picked Daimler-Benz, 
which was rigid, had a fat procedural manual, but 
spent millions on training, and Ferrari, which was 
chaotic. 

Vickers Defence Systems, which makes tanks, 
had a trickier task; in contrast to the car industry, 
tank makers are understandably secretive. After try- 
ing to get co-operation from Krauss-Maffei in West 
Germany and General Dynamics in America, it 
eventually succeeded with a Californian firm, FMC. 
What the Vickers people found, after a week in 
California, was that their rival had a massive struc- 
ture devoted to training and development whereas 
Vickers Defence (a much smaller firm) had only 
four people responsible for it. The British tradition 
of the gifted amateur lives on, even if Vickers is try- 
ing hard to turn professional. E 

On the other hand, comparing yourself can be | 
reassuring. Vickers felt that at Fc the gap between: _ 
workers and unions was far wider, with little evi- 
dence of communication. And, when the folk from 
Vickers invited the Americans to come and study 
them for a week, FMC showed no interest at all. 





The protective instinct | 

Reassuring though such anecdotes may be, it re- 
mains common among industrialists and politicians 
to demand that British firms should be protected 
against foreign bidders, or else subsidised by the 
government for "strategic research" or whatever. 
Such demands are at their loudest when a foreign 
bidder, as in the case of Nestlé of Switzerland taking 
over Rowntree of York last year, is not itself vulner- 
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There is nothing 
wrong with British 
managers—except 
poor training, poor 
schooling and poor 

leadership. A bit 
sweeping? Yes, but 
the same is true for 

workers, too 





able to takeover for one reason or another. This 
seems unfair. 

Yet there are two persuasive arguments for al- 
lowing such bids to proceed. One is that it is not 
clear who is "losing" by such unfairness. If share- 
holders, usually British pension funds, want to sell 
their assets to a foreigner why should they be 
stopped? It is not as if Rowntree was about to be 
towed down the Rhine to Basle. Only ownership 
was changing. 

The second and more powerful argument, how- 
ever, is that there is no alternative to open bidding. 


Japanese, West German or Swiss firms may benefit 
from close ties with their banks and tight, interlock- 
ing shareholdings, but if Britain wanted to set up 
such a system it should have started 50 years ago. It 
is too late now. If Europe's project 1992 is going to 
produce as many mergers and industrial reshapings 
in the next two or three years as is popularly 
thought, a speedier means will be needed to keep 
British firms competitive. Though takeovers are far 
from ideal, they are the only available way to keep 
top British managers on their toes. It would be un- 
fair to protect them from that. 





The model of the modern British manager 


RE British managers any good? Ask someone in- 
volved with management in Britain and you 
will usually get one of two replies. One is that there 
is a problem in middle management; those at the 
top are as good as anywhere, but the junior officers 
are a bit sub-standard or insufficiently trained. The 
other common answer, however, is that there is a 
problem at the top: middle managers are terrific and 
would bloom if only those complacent nincom- 
poops on the board would give them the chance. 
Not surprisingly, the answer depends on whom 
you are asking. A business-school professor, for in- 
stance, will tell you that middle managers are Brit- 
ain's weakness—they need more business-school 
courses. Someone at an acquisitive conglomerate 
such as Hanson, BTR or F.H. Tomkins, however, will 
tell vou that the problem lies at the top. After all, 
the conglomerates only get to study firms that they 
buy, and by definition those are ones where top 
management has gone astray. Complacency in high 
places is what makes them a living. 


Agents of change 


Still, to gauge by their prosperity, there must be a lot 
of it about in Britain. Hanson accounts for 296 of 
the FT-SE 100 stockmarket index and increased its 
pre-tax profits by 5196 a year in 1982-87. The much 
smaller Williams Holdings doubled its pre-tax prof- 
its in 1988 to £116m. BTR, formerly 
British Tyre and Rubber, has in- 
creased its profits more than five- 
fold since 1982. And there are a 
host of smaller emulators. 
Complacency can arrive even 
among raiders. Mr Tony Alexan- 
der, chief operating officer at Han- 
son, tells of how in the early 1980s 
his firm bid for Lindustries, a Han- 
son-style group that had turned 
sleepy. Hanson made a bid that it 
thought Lindustries had accepted, 
but then the board withdrew its 
consent. A year later Lindustries 
was still announcing bad results, so 
Hanson made a hostile bid at the 
same price as before, and won. Sim- 
ilarly, BTR’s takeover of Thomas 
Tilling in 1983 was not only a case 
of shark eating shark, but was also 
typical of the change running 


through boardrooms: among the first victims of the 
takeover were Tilling's fancy dining rooms. 

[n theory, shareholders ought to be able to con- 
trol management and shake out complacency them- 
selves. But they cannot. Institutional shareholders 
are investment managers, not industrial ones; they 
are poorly equipped to steer boardrooms. Voting 
with their feet tends, unfortunately, to be a better 
way of exerting control. Hence the rise of industrial 
acquisitors such as Hanson. Institutions rely on 
them to do their dirty work. 

It is odd that while in America diverse conglom- 
erates are out of fashion, in Britain they have gone 
from strength to strength. But these are not 1960s- 
style conglomerates, assembling diverse portfolios. 
Rather, they are agents of change, exploiting institu- 
tional dissatisfaction with top management and 
bearing a skill in exerting financial control. They 
have faith in middle management partly because 
one of their main tools is to give better incentives 
(that is, money) to managers in firms they buy. All 
the acquisitors have is a lean corporate headquar- 
ters and a set of budgeting rules. 

One criticism is that acquisitors' financial con- 
trols eliminate spending on research and develop- 
ment, replacing it only with short-term profits. That 
may be true, but by no means always. And it is not 
clear that firms depending strongly on research 
have been particular targets of the raiders: no one 
has bid for Glaxo, for example, or ict (though it may 
also be too big). Those firms have proved too suc- 
cessful, in the short term as well as the long. BTR's 
bid for Pilkington Glass in 1987 failed partly be- 
cause the target’s successful record in R&D gave 
shareholders faith in the incumbent management. 

Is there still enough complacency in high places 
to keep these firms going? Hanson certainly thinks 
so; its official line is that Britain’s booming econ- 
omy in the past two or three years has covered up a 
lot of ills. In engineering, for instance, it has been 
hard not to make money. If Hanson is right, then it 
will take another downturn in the economy and 
stockmarket to shake out the next layer of compla- 
cency. Only if and when there ceases to be a supply 
of poorly managed, purchasable companies, or of 
junior managers capable of being fired up, will the 
Hansons of this world fade. The beauty of these 
conglomerates is that, when they fade, they are 
prime candidates themselves for bid and break-up. 
After all, there is no industrial logic for Hanson to 
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Back to school, managers 


be in both bricks and tobacco. 

How about middle managers? The Hanson view 
is that their problem is one of motivation. Too of 
ten, they are given insufficient leadership and pre- 
vented from working to full potential. This idea of 
frustrated but ambitious managers is confirmed by 
Ji, Britain's largest and oldest venture-capital fund. 
Earlier this year, 3i ran advertisements for “break- 
out seminars" for managers that felt "trapped in the 
corporate structure" and would like to be taught 
how to buy their firm, how to buy in to another one, 
or how to start their own business. It received 1,500 
applications in three weeks. Similarly, last year a sin- 
gle 3i advertisement in the Financial Times seeking 
managers keen on becoming part of teams to buy in 
to firms drew 800 responses. 

Lower personal taxes, the ready availability of 
venture capital and the proliferation this decade of 
business-school courses on entrepreneurship will 
all, given time, unleash such frustrated ambition. 
Questions about senior or middle management do 
not stop there, however. The most important are 
whether such managers have the right sort of educa- 
tion and training during the 15-40 years before they 
might become budding break-out artists; and 
whether the right people become managers in the 
first place. 


The making of managers 


In April 1987 two studies, one now known as the 
Handy report, the other as the McCormick report, 
were published. One looked at other countries’ 
managers, the other at British ones. The McCor- 
mick report reckoned that Britain has about 
350,000 senior managers, 800,000 “middle” ones 
and 1.6m junior ones. Briefly, the conclusions (with 
some doubts about ease of comparison) were that: 
€ About 85% of top managers in America and Ja- 
pan and 65% in Germany. and France have univer- 
sity degrees. A 1975 survey found that only about 
25% of British top managers had degrees. Even to- 
day about half of Britain's younger managers have 
left education before degree level. 

€ Practices vary too widely between countries to 
come up with a single formula for management edu- 
cation. [n America, for instance, 70,000 students 
get MBAs each year compared with about 1,200 in 
Britain (rising rapidly), none in Germany and just 
60 in Japan. In Britain there are 120,000 qualified 
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accountants compared with just 6,000 in Japan; that 
is not because more books are kept, but because ac- 
countancy in Britain is seen as a way into general 
management. 

@ More than 40% of the top 300 American firms, 
and most big firms in Germany and Japan, give 
more than five days off-the-job training each year to 
every manager. For Britain the reports' statistics be- 
came rather vague, but reckoned that the average 
British manager received just one day's training 
each year. 

That conceals a wide variety—some big compa- 
nies such as GEC or Unilever have large, well-at- 
tended management-training centres—but it is the 
average that counts. Tootal, for instance, says it had 
"hardly any” management training in the 1960s 
and 1970s. It now has the first real training pro- 
gramme it has ever had. 


A case for public involvement 


This last comparison—showing the lack of 
training—is the most damaging. However ambi- 
tious they may be, managers who are neither edu- 
cated nor trained are unlikely, on average, to work 
as effectively as do their rivals abroad. 

What is to be done? One important answer is 
that companies should spend more time and money 
training their managers. That already happens, and 
the arrival with a thud of the Handy and McCor- 
mick reports on personnel managers’ desks has al- 
most certainly given it an extra boost. Anecdotal 
signs such as hotels' thriving business in corporate 
courses and conferences seem to confirm that. The 
markets for custom-made courses at places like 
Ashridge Management College and for outward- 
bound courses to encourage team spirit at places 
like Leadership Trust are booming. Vickers and 
Bowater, to name but two, use Leadership Trust, 
and their managers seem to rave about wading 
through mud or climbing cliffs. 

There remains a logical difficulty, however. In- 
vestment in training is risky: people can simply hop 
off and join another firm that hasn't bothered to 
invest. That risk, at least in a job-hopping culture 
such as Britain's, means that the market cannot be 
expected to provide the optimal amount of training. 

Workers and foremen appear to suffer from a 
similar lack of skills in comparison to their counter- 
parts abroad. The National Institute of Economic 
and Social Research in London has conducted a 
whole series of comparisons between the skills, 
qualifications and organisation of workforces in 
similar plants in Britain and Europe, in industries 
such as engineering, construction or other manufac- 
turing. [n every case it concluded that British work- 
ers had fewer qualifications and much less training. 
Even using similar machinery of a similar age, pro- 
ductivity in British plants was considerably lower. 

The problem is exactly the same as for manag- 
ers: a likelihood of job-hopping makes it irrational 
to spend the right amount on training. This is a clas- 
sic case for the use of public money to help correct a 
market imperfection. So far in the 1980s, the gov- 
ernment's efforts have, understandably, been di- 
rected principally at training the unemployed. That 
addresses a different problem, however: as the gov- 
ernment's latest advertisement says, it is training 
the workers without jobs to do the jobs without 
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The British have 
not yet learned to 
love business. 
Changing that 
could begin at the 
top 





workers. In other words, it is trying to address a mis- 
match between old skills on the dole queue and 
more-modern requirements. That is a big problem, 
but the general shortage of training is a far bigger 
one than that: it concerns those in work as well as 
those out of it. Some efforts are being made to ad- 
dress this, at least in the training of workers. But 
they are small compared with the size of the task. 

Is it worth tackling? Think again about the im- 
provements in productivity mentioned in earlier ar- 





The industrial spirit 


HE changes that have taken place in the climate 

for British business—new labour laws, privatisa- 
tion, lower personal taxes, deregulation and so 
on—need more time to have their full effect. For 
the moment, that dreadful word stagflation has re- 
turned, bringing doubt about Britain’s immediate 
economic future. Nevertheless, if only those new 
circumstances could be combined with stable, non- 
inflationary macroeconomic policies, the changes so 
far made might well prove a necessary condition for 
prosperity, jobs and competitiveness. But that 
would still not be enough. 

Even if it were better directed, better motivated 
and more harmonious, the human capital of Britain 
remains inferior to that of its industrial competitors. 
There is nothing new about that perception—it has 
been complained of for at least 20 years—but never- 
theless the gap remains unnarrowed. The problem 
involves both education and vocational training, 
but it begins with education. Take virtually any 
measure—performance in mathematics tests, the 
numbers attending higher education, the propor- 
tion of the population with any educational 
qualifications—and Britain will be placed a long 
way behind Japan, France, West Germany and even 
America, worried as the land of the free is about the 
standards in its own schools. And it has become 
worse: the 1987 Labour Force Survey found that 





ticles. Assume, for a moment, that British manufac- 
turing had the most modern machines available. In 
that case, there would be basically two ways in 
which productivity could be increased. One would 
be to use existing people—workers or 
managers—more effectively. That has been the 
main preoccupation of this survey and the main, as 
vet not fully tapped, source of improvements in Brit- 
ish business in the 1980s. That may be hard, but the 
second way is even harder: having better people. 


—— c!('! 


8096 of men aged 25-29 in Britain had no educa- 
tional qualifications, compared with 65% among 
those in their 40s. 

This issue is normally discussed in moral, social, 
political or cultural terms. But, above all, it is an 
issue for business. Education, skills and ideas are 
what lie behind productivity, whether in factories or 
offices. And, as stated earlier, with capital and tech- 
nology both mobile, they are any business's main 
competitive assets. This decade, the gap between 
the average quality of such assets in Britain and else- 
where has probably widened even further. Next de- 
cade, as the end of the postwar baby boom means 
that the number of school leavers and graduates en- 
tering the labour force each year will diminish rap- 
idly, it will become even harder to narrow it. 

The Conservative government is trying to re- 
form Britain's schools. Mr Kenneth Baker, the edu- 
cation secretary, has produced measures that seek to 
improve education by introducing more compe- 
tition as well as a national curriculum, and altering 
the way in which higher education is financed. This 
may well help matters. But on the simplest test—the 
proposed curriculum in mathematics—things look 
unlikely to improve very much. 

Under the new curriculum, at the age of 11, for 
example, the aim is that British children should be 
taught how to multiply seven by nine. Yet according 
to Professor Prais, who at the National Institute has 
been in charge of the international comparison of 
education and skills mentioned in the previous arti- 
cle, every other similar country teaches that to eight- 
year-olds. Moreover, skills basic to ordinary folk 
joining the workforce in West Germany, such as 
how to calculate the area of a circle or fractions of a 
fraction, are left out. Professor Prais resigned from 
the maths committee once this became clear. 

Some children will be taught these things, and 
will learn multiplication earlier. But for questions of 
productivity and human capital it is the average pu- 
pil that matters. It has long been clear that British 
education is geared to the elite rather than the mass, 
and that the best of its output is as good as any- 
where but that its average is inferior. That was true 
even after the Butler education act of 1944, though 
that did a great deal to make schooling more merit- 
ocratic. It should not be forgotten that the first com- 
plete products of that act are only now entering the 
top echelons of British management. Such social 
change takes a long time to work its way through. 

Yet education remains bent towards the elite. 
Much of the responsibility for the still-wide class di- 
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Where you go next will determine how far you will 
go in the future - 
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Election surprises, coups d'etat, diplomatic initiatives 
can ali catch businessmen off their guard. If you're 
using only the world's conventional press to monitor 
political developments you are overlooking a vital 
forecasting tool. 


This is Foreign Report, the confidential newsletter 
which has been published weekly by The Economist for 
the past 42 years. 


Among other things, Foreign Report has recently: 


€ provided exclusive reports on the plans of the 
Bush administration and the thinking of the Central 
intelligence Agency 


€ published the plan for a Middle East Common 
Market before it was announced 


revealed Hungary's hopes of joining the European 
Free Trade Association 


* reported the existence of an opposition party in 
Cuba 


* revealed that the Philippines government was 
incapable of spending the aid money it was offered 
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With its unsurpassed record of being ahead of the 
world's press, no wonder politicians, diplomats, P 
businessmen and the world’s intelligence services find 
it essential reading. 


Foreign Report acts as a private intelligence Service. 
for its readers, Shouldn't you join them? 
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vide in businesses belongs to the fact that the best 
education has still, by and large, been allocated ac- 
cording to social and financial background rather 
than merit, through the top public (that is, private) 
schools and the Oxbridge universities. That, also, is 
a familiar complaint. But it continues to have im- 
portant effects on business. The first is the weakness 
of the average pupil. The second is disdain for busi- 
ness among the above-average. 
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The business of Britain 


On the surface, this decade has seen a resurgence in 
Britons' desire to do well in business and to get rich. 
A so-called "enterprise culture" has made money- 
making more respectable. Unemployment has 
shown that the alternative to growth is not a cul- 
tural idyll but poverty. Newspapers have begun to 
copy the American habit of compiling scorecards of 
the country's richest people. The City of London 
has lured people from all classes to enjoy its tele- 
phone-number salaries, Porsches and insider-deal- 
ing trials. 

This is not wholly a myth; something has in- 
deed changed to revive the work ethic and pep up 
ambition, whether you live in Chelsea or in 
Consett, County Durham. Managers do work 
longer hours, they do stay sober at lunch and they 
do feel it is again possible to become rich through 
work, rather than merely luck, speculation, crime or 
inheritance. There is clear evidence of a new inter- 
est in entrepreneurship. Annual new registrations 
of small companies have nearly doubled since 1979 
and exceed liquidations by a factor of five. Manag- 
ers want to own their own companies. In 1988 Peat 
Marwick, an accountant, reckons there were 340 
management buy-outs with a combined value of 
£4.6 billion, compared with 202 in 1981 and a value 
of £210m. 

Yet underneath all that, it is still not clear that 
those with the best education want to go into busi- 
ness. A study by Professor Sue Birley from 
Cranfield School of Management concerning Brit- 
ish entrepreneurs in 1988 showed that, compared 
with similar American ones, very few had qualifica- 


tions from higher education; 45% had left school at 
16 and, unlike the Americans, few had previously 
worked in large firms. Admittedly, those studied 
were existing owner-managers of fairly large, estab- 
lished firms, so new arrivals may be a little different. 
Entrepreneurial success is often inversely related to 
qualifications, but nevertheless there still seems to 
be a notable absence in Britain of the whizz-kid 
American invention-in-the-garage sort. 

Try another statistic about this supposedly 
greedy decade. In 1979 the proportion of new grad- 
uates from Cambridge University going into "in- 
dustry”, a category which includes manufacturing, 
civil engineering and some services, but not the City 
or banking, was 16%. By 1988 it had fallen to 9%. 
The proportion going into “commerce”, which in- 
cludes stockbroking, other financial services, ad- 
vertising and management consultancy, rose from 
896 to 1396, probably partly at industry's expense. 
But the combined total nevertheless dropped, from 
2496 to 2296. There is a similar story in figures for all 
university graduates. The fall is not very large. But 
after ten years of Mrs Thatcher banging the drum 
for business it might have been expected to rise. 

The British still do not seem to love business. 
According to Mr Martin Wiener in his 1981 book 
"English Culture and the Decline of the Industrial 
Spirit”, they have not done so since the 1850s. This 
will not prevent economic growth, nor need it make 
Britons pessimistic about their prospects in the 
1990s. But it puts a ceiling on the human capital 
available to generate growth and to create jobs. 
Without a prolonged change in that attitude, there 
is a limit to Britain's capacity to have an "economic 
renaissance’, 

Changing such an attitude would be a very 
long-drawn-out task, one of generations rather than 
a few years. The attitude is rooted, first and fore- 
most, in the education system, particularly in the 
top public schools and at Oxbridge. But the tone is 
also set at the very top of the British hierarchy, in 
the Royal family and in the social pyramid of which 
it is the apex. The Queen, despite the annual 
Queen’s awards to industry, shows scant interest in 
business of any sort. Nor really does Prince Charles; 
he has paid some attention to small business, but 
virtually none to big. Unwittingly perhaps, the 
Royal family sets a tone that remains anti-business 
and establishes a set of social aspirations that per- 
petuate the worst extremes of class. 

Mrs Thatcher has made a speciality out of at- 
tacking British institutions, but one that she will 
never be able to touch is the Royal family. The only 
person who could touch it would be Prince Charles 
himself. It is perhaps too much to hope that he 
could abolish all the aristocratic and social para- 
phernalia that surrounds his future throne, though 
it would be a boon if he did. But he could set out, 
through visits, patronage, social events or the me- 
dia, to promote interest in businesses of every sort, 
as much as places to work as a way to get rich. This 
would not boost profits at a stroke, but it could, in 
time, help encourage the best to go into business, 
help motivate those who are there, and help finally 
to make workers and managers breach the class di- 
vide. If all that happened, it really would be the be- 
ginning of the end in the battle for British business. 
EN = SSeS eee SSS EE ae eee 


THE ECONOMIST MAY 20 1989 






IMEDE 1989 
... building on your executive 
experience... 


Rigorous, practice oriented management 


programs. Interaction — a key element of the 


IMEDE process. Faculty with a real-world 
focus and world class reputation. 
Business leadership on a global scale. 


. IMEDE 1989 GENERAL 
MANAGEMENT PROGRAMS 


Seminar for Senior Executives 


To widen strategic vision, broaden perspectives and 

strengthen leadership practices. For executives in 

senior positions. 

February 26 - March 17 June II - June 30 
October I5 - November 3 


Managing Corporate Resources 
For senior operating executives and general managers 
who want to develop broader perspectives and inte- 
grative abilities in leading their management teams. 
April 30 - May 26 September 17 - October 13 


Program for Executive Development 
To prepare successful middle managers for future 
general management positions. Separable in 2 five-week 
modules. 

January 8 - March 17 April 23 - June 30 
August 13 - October 20 


For more information on the full range of IMEDE's 
programs, please contact Marie-Dominique Calcio, 
IMEDE, Tel.: Int'l ..4121/26 71 D 


BUILDING FOR . 
THE FUTURE | 


WITH A WORLD- 
CLASS FACULTY 





IMEDE 
Chemin de Bellerive 23 - Lausanne - Switzerland 
Postal address: PO, Box 915 - CH-1001 LAUSANNE 
Tel: ..4121 7/2671 12 - Fax: 26 6725 - Telex: 455 871 





YOUR VERY OWN 
MOTORWAY... 










West Lancs with its towns of Orrnskirk and 
Skelmersdale connects nationwide via its o 
M58 motorway linked to M6 and M62. Oni y 
quick motorway trip from the Lake District, : 


















with the West Pennine Moors and the Yor 
Dales on the doorstep. Just 30 minutes TO 
UK's second largest population concentratior 
West Lancs greenfield sites offer pastures ne A 
to industry and commerce. 





















! would like to know more. To: Fred McClenaghan gs 
The West Lancs Project 1 Westgate Pennylands Skel imersdaie. 
Lancashire WN88LP Tel: 0695 50200 Fax: 0695 50112 
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Süleyman the Magnificant ( 1494 - 1566) 
Victorious on three continents, a great builder 
and a revered lawmaker, Sultan Suleyman led 
Sultan Suleyman & bis monogram” | the Ottoman Empire to its golden age during 
Computer image by E Senan | bis 46-year reign, ruling witb strength and 

| brilliance. 
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Ask any historian... TEB is a leading provider of a full 
spectrum of wholesale banking services 
with a special emphasis on foreign trade 
and corporate advice. 


Sülevman the Magnificient derived his 
success from his immense knowledge of 
affairs of state, the arts and culture. Türk 


Ekonomi Bankasi works with a select TEB's Advisory Services Department 
group of clients and prime correspondent provides special consultancy services on 
banks with the same philosophy: capital market strategies, privatization, 
Knowledge leads to success. investment projects, commercial law, 

; SONS TR U taxation, accounting systems, tourism and 
TEB's highly professional team adheres to computer software. 
traditional banking values, follo WIDE. ^ For vour business in Turkey, contact TEB. 
financial movements and economic Profit from our knowledge and 


'hanges in Turkey and around the world. 
changes in Turkey and around the worlc experience. 








TURK EKONOMİ BANKASI AS. 
Profit from our knowledge | 


| GENERAL MANAGEMENT | 
TKLAL CAD. 284 ODAKULE 80050 BEYOGLU-ISTANBUL, TURKEY PHONE: a 151 21 21. TELEN: 25358 TEBU TR TELETEXT: deyo: 024. 





ee Tory policy 
EEC. A “socialist 


su perstate", worried Margaret 
Thatcher: ' ‘absolute rubbish", 


-retorted Edward Heath. Brit- 

ain must rise to the challenge, 

wrote. Michael Heseltine, in a 

perfectly timed book. Some 

- Tory Mrs used a Commons de- 

bate on the EEC to press for 

| more Euro-zeal from Britain. 

= Others rallied to Mrs 
Thatcher (see page 41). 


Mr Ken&eth Clarke, the 
health secretary, asked why 


' the EEC should impose laws for 


member states on minor is- 
sues. He had just been odd 
man out in a vote by EEC | 
health ministers on two com- 
mission directives over | 
smoking. 


| Getting there 
Only 1096 of London's work- 


ets failed to get to work during 


| -a 24-hour strike by bus and 
tube workers. The number of 
cars was up just a bit—and 
they travelled much faster, 
without buses to clog up the 
roads, 


The Department of Transport 
announced a big road-build- 
ing programme which will 
turn Britain's three busiest 
motorways into superhigh- 
ways. Plans to boost private 
| roads have yet to be revealed 
(but see page 45). 


_ The Post Office plans to in- 
vest £620m in its letrers ser- 
vice over the next three years. 


Where did you say the fresh ammunition was? 


| New York-style guardian an- 


_ gels appeared on London's 
tubes, to offer travellers pro- 
tection against mugging. An 
arch-angel said they had been 
asked to set up patrols on in- 
sane council estates. The 
pol E: said they would discuss 
the plans. 


Compacts between busi- 
nesses and schools seem to 
be working, reported the In- 
ner London Education Au- 


thority. Attendance has risen _ 
in east-London schools where 


employers have promised jobs 


| and training for leavers who 


meet agreed standards. And 
more teachers have accepted 
secondments to local 
businesses. 


Rows, tantrums, etc 


A House of Lords committee 
rejected the route proposed 
for an express rail-link be- 
tween Heathrow Airport and 
Paddington. Not green 
enough, it said. 


The government was twice 
defeated in the House of 
Lords on its privatisation 
plans. One amendment would 
make water boards comply 
with EEC quality standards by 


1993. The other would require 


electricity suppliers to encour- 
age energy saving. | 


| 


The law lords rejected 


decision of Lord Young, the - 
trade and industry secretary, 
not to publish the report by 
DTI inspectors into the 
Harrods affair. 


Archaeologists and a London 
property developer disagreed 


. on the effect of driving piles 


through the freshly discovered 
remains of a Southwark the- 
atre, the Rose, where Shake- 


 speare acted. À cast of theat- 


rical stars turned back the 
builders and the government 
gave £1m to pay for more time 
to consider alternative devel- 
opment plans. 


The Labour party was heading 
for a fine old mess over the 
coming Vauxhall by-elec- 
tion. Many in the local party 
wanted a black, hard-left can- 


didate. Headquarters over- 
ruled them, and was dubbed 


^ racist. 


The £50 billion social-secu«- 

rity business is to be over- = 
hauled, Mr John Moore, the- 
secretary of state, told parlia- 
ment that by April 199] most. 
of his department’s work will 

be hived off to three agencies, 
dealing with benefits, na 


.| tional-insurance contributions 
and its vast computer net- . 


work. Delegation, not privati- 
sation, insisted Mr Moore. 


Rebuffed — 


P to bis ar 


| (see page 20. Mr D 
| former co-leader o 
Lonrho's appeal against the- |. ance, described Dr 


l Owen, the spp leader, asa pi 


litical gadfly 


Ata ecd conference of th. 
in Medical Association, 

all but three of 800 doctors _ 
voted to block any implemen 
tation of the apie so 


the eum and del À 
Clarke, the health secreta 
to calm down, sit down: 


slow down" s Mr r Clarke s sai 


Mrs Thacher was si direi ae 
quoted by a parliamentary. E 
sketchwriter in The Time 
having told a Tory MP, M 
John Redwood, that his ti 
was too long. À prime-min 
terial joke? Alas, no: the re 
mark had been wtongly attrib 
uted to her by a sub-editor, 
who added quotation marks 
where none were intended. 
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HE split in the Conservative party over 

the future of the European Community 
may turn out to be its most significant rup- 
ture since Sir Robert Peel repealed the Corn 
Laws. The party is swirling with speculation; 
factions of all shades are plotting. Already, 
Europe looks the rock on which—one 
day—Mrs Margaret Thatcher’s premiership 
will founder. It seems also to be the issue 
that will turn Mr Michael Heseltine, who 
quit the cabinet over the Westland affair 
three years ago, into her most dangerous 
challenger. His new book calling for greater 
British involvement in Europe (see page 
114) has been exquisitely timed. 

That the Conservatives should have got 
into such a mess now is odd. British diplo- 
mats in Europe think they are building the 
free-market Community that Mrs Thatcher 
wants. Elections to the European parliament 
loom, Recently, Tories thought they would 
-gain seats. Now Mr Edward Heath says the 
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Not such a splendid isolation 








government is talking nonsense: Lord 
Plumb, a Conservative Euro-Mr, calls for un- 


Thatcherlike moves towards European 


unity; Sir Geoffrey Howe, the foreign secre- 


tary, damns Mr Heath but reminds his audi- 
ence how keen on Europe he is. This is the 


kind of chaos on which Labour holds 
the copyright. 

Blame Mrs Thatcher for it. She 
has never been a European in her 
heart. But she was prepared to 
sign the Single European Act 
in 1986 because she 
thought it would turn Eu- 
rope Thatcherite. She 
now thinks she was 
tricked into giving up 
British sovereignty. For 
this she blames the For- 
eign Office in general, 
and Sir Geoffrey in 
particular; he must be 





ung 





vulnerable in the coming reshuffle. 

Last summer Mrs Thatcher made 
disquiet public at Bruges. She has now to 
ministers to oppose in Brussels anything 
that seems an arrogation by the Community 
of national sovereignty. This has alre 
bred absurdity. The British have. spur. 
European money for foreign-language teac 
ing; Mrs Thatcher prefers to speak Engli 
loudly. Mr Kenneth Clarke, the heale! 
retary, has opposed. standardised. healt 
warnings on cigarette packages. =) 






























Some of Mrs Thatcher’ 
go along with this; some of t 
hope it will win them gold sta 
reshuffle. The more seriou 
the patter of rain before a 
full-scale cabinet row is loomi 
It will most likely break over 
ment's reaction to the report of 
committee on European monetary 
which recommended. a. three-stag 
proach. First, the European Monet 
tem (EMS) would be refined. Seconc 
Community institutions would be s 
The third stage would see a central b 
a European currency. x 
The Delors report is likely to d 
the European summit in Madrid 
month. Not a single British minister fay 
stages two and three of Delors, Bur: 
them think that merely by saying so ca 
stop other member states from end 
them. Britain could be left behind in : 
speed Europe. "This", one minister sai 
week, "is big stuff”. m 
The cabinet has not yet discussed 
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would appear to be an endorsement of 
age one (on which the Delors committee 
no time limit) coupled with a rejection 
tages two and three. But a British en- 
sement of stage one would mean putting 
ng into the EMS, and this the prime 
ister and her economic adviser, Sir Alan 
rs, are still not ready to do. Others in 
ehall hope a compromise will be 
:hed— that the prime minister will agree 
terling joining the EMS within a certain 
tiod—so long as stages two and three are 


That is how the politics will develop. 
at is missing from the debate so far is the 
mics. Should the pound join? The Ems 
en its full members low inflation {a 
nt average of 3.4% compared with Brit- 
7.9%) alongside exchange-rate stabil- 
et the case against joining deserves to 
«en seriously. 

wo questions are central (see box). 
irst is whether Britain is different from 
ther EMS members, so cannot expect to 
fit from full membership in the same 
The other is whether the success of the 
$ a fake. The answers to both questions 
on whether exchange-rate discipline, 
f, can deliver a lower rate of inflation. 
igel Lawson, the chancellor, is right 
it can, EMS membership for sterling 
d be seen as a gamble worth taking— 
worth taking straight away. If not, it 
be better to delay joining, or not join 


egardless of whether Mr Lawson or Sir 
is right, one hard question remains for 
sides. Those who believe that fixed ex- 
ge-rates lead to lower inflation should 
lly go for the greater discipline of full 
etary union, and reap the microeco- 
€ benefits which that would bring as 
. But those who think that the bendable 
iplines of the EMS might not force Brit- 
inflation rate down should similarly be 
acted by the toughness of full monetary 
on. (Indeed, some insiders say Sir Alan 
lready told the prime minister that 
re is a sound economic case for union.) 
planned abolition of European capital 
ols next year only strengthens: this 
pint, for then the greater weight and vola- 
ity of capital flows could test the present 
ipromise of semi-fixed exchange rates to 
'Struction. 
That is precisely why the Delors report 
bed amrency union. With these 
st 'Ospect, Beide E 
















iasm for joining i het ^ 
nte est in eventual monel ty. 
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SECTORES 


NE of the "Britain is different" ar- 

guments for keeping the pound out 
of the EMS now looks much weaker than 
it used to: the idea that sterling behaves 
like a petro currency. If it did, it would sit 
uncomfortably in the system. Every time 
the price of oil changed by much, sterling 
would move sharply against the other 
European currencies (and especially 
against the D-mark, which is not backed 
by oil). Frequent realignments of the sys- 
tem would be needed, which would be a 
nuisance to Britain and to the other 


members as well. Sterling, however, no ` 


longer behaves like a petro currency. Oil 
is a dwindling part of the economy, and 
big changes in oil prices now have hardly 
any effect on the exchange rate. In this 
respect, therefore, the time is right for 
sterling to join. 

But suppose, says Sir Alan Walters, 
that Britain is different in another way. 
Suppose it has a higher underlying rate 
of inflation than West Germany—per- 
haps because of its labour markets—and, 
crucially, that the exchange-rate disci- 
pline of the EMS would not deal with this. 
Then not only will Britain fail to see the 
low-inflation benefits that the others 
have seen, but the Ems itself will begin to 
operate perversely. 

This perversity works as follows. The 
EMS gives financial markets an assurance 
that exchange rates will remain within a 
prescribed band pending realignment of 
the system. Since realignments are to be 
avoided, exchange rates might stay semi- 
pegged for a year or more at a time. With 
that assurance, interest rates for assets 
with a one-year maturity or less cannot 
diverge by much. Members with high in- 
flation will have nearly the same nominal 
interest rates (and hence lower real rates) 
as those with low inflation. 

Monetary policy, in other words, 
would be looser in Britain than in West 
Germany. Eventually, the difference in 
inflation rates would force a realignment. 
Once this was expected, interest rates in 
Britain would have to rise sharply to 
compensate investors for the deprecia- 
tion to come. So periods of monetary 
looseness would be followed by bursts of 
extreme interest-rate volatility. 

Why does this not happen already 
within the EMs: surely France and Italy 
are just as inflation-prone as Britain? 
Maybe, but this is where Sir Alan brings 
in a second doubt about the system— 
that its success has been a fake. France 
and especially Italy still have explicit con- 
trols on international capital flows. 
Other countries, arguably including 
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West Germany, retain assorted. implicit 
controls. 

Depending on the demands of the fi- 
nancial markets, these controls mean 
that interest rates can be higher or lower 
than would otherwise be needed to keep 
the currencies stable. So they restore a 
degree of discretion to national mone- 
tary policy. But they do it by distorting 
financial markets in a way that Mrs 
Thatcher finds unacceptable. One of her 
proudest boasts is that Britain disman- 
tled its capital controls almost as soon.as 
the Tories came to power in 1979. 

Next summer, as part of the changes 


promised before 1992, Europe plans to 


do aed with the rest of its capital con- 
trols. On the face of it, France and Italy 

will then lose some of their remaining 
monetary discretion. When that hap- 


pens, the EMS may start to work per- 


versely, and interest rates could be in for 
a bumpy ride. It is conceivable that Eu- 
rope will eventually have to choose be- 
tween a far less rigorous EMS, or a stricter 
version that binds its partners together 
much more tightly. The present compro- 
mise may be blown away by free-flowing 
capital. 


... and the Lawson rebuttal 

How might Britain’s chancellor of the ex- 
chequer reply to all this? A partial answer 
to the problem of alternating phases of 
monetary ease and interest-rate leaps 


. would be to have smallish realignments 


fairly often. This would make it possible 
for currencies to depreciate gradually 
(and hence for interest rates to diverge as 
necessary within the system) without the 
need for big announced changes in pari- 
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ties (which would send interest rates | e 


haywire). 


But that is a ekaia answer. The 


core of the chancellor's view is that 
greater exchange-rate discipline really 
can bring Britain's underlying rate of in- 
flation down just as it seems to have 
brought down France's and Italy’s. It 
would do so by confronting. managers 
and workers with a clearer promise that 
they will have to suffer the unpleasant 
consequences of wage and price increases 
that leave their firms uncompetitive. Un- 
der the present policy, they can tell them- 
selves that a future devaluation of the 
currency will always be there to bail them 
out—at the cost of higher inflation. 

_If Mr Lawson is right about the disci- 
plinary effect of greater exchange-rate ri- 


gidity, an EMS: like today’ s might still- 
nd Sir Alan's: 





work well after 1990— 


fears would c come. to o nothing. - 
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Earnings 
Rising more 
Slowly 


O FRIGHTEN away inflation, the gov- 

ernment is making fierce noises on pay 
claims. Real earnings, however, are rising 
more slowly than at any time for five years. 
Despite a tightish labour market, they are 
increasing by 1.3% a year, less than half the 
rate of GNP growth. The pessimists say that 
they are merely lagging behind inflation: op- 





Pay squeeze 

Real GDP % change on a year eartier 4 
2 
* 
i 
E a 
2 
Average earnings 20 

% change on a year earlier 
Nominal 13 
10 

t 
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Real* 

LAN T p 
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timists think that after three years of high 
increases, earnings are adjusting to a slower- 
growing economy. If the worst happens, the 
country could be in for more inflation and 
strikes; if the optimists are right, the govern- 
ment may be in for an easier ride. 

The pessimists say that workers have 
iot yet woken up, and that if price inflation 
stays at its present level, wage demands will 
catch up. The timing of wage claims sup- 
ports them. Among the joys of spring are 
the public-sector negotiations that are caus- 
ing most of the current unrest. The private- 
sector pay round starts in the autumn, so 
much of the private-sector horse-trading was 


Tight labour markets mean tube strikes 
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already done before inflation put on speed. 
The pessimists therefore expect an autumn 
of hefty private-sector demands which will 
push real-earnings increases back on to the 
same track as the GNP growth rate. 

Settlements—affecting the basic rates 
agreed between managers and workers—are 
certainly rising. The Confederation of Brit- 
ish Industry says manufacturing settlements 
are up from 6.3% in the third quarter of last 
year to 7.1% in the first quarter of this year. 
But earnings—total (pre-tax) pay after add- 
ing overtime and any other frills—are in- 
creasing more slowly. The premium of earn- 
ings over settlements was 234 percentage 
points in the third quarter of 1988 but was 
down to two points in the first quarter of 
this year. The narrowing of the premium en- 
courages the optimists. They say that em- 
ployers, distrustful of the boom, increased 
production as far as possible last year by 
bribing workers to do overtime rather than 
taking on more labour. 

The change in the kind of pay deals 
made recently. is also helping to shrink the 
gap between earnings and settlements. More 
than ever before, pay is linked to company 
productivity. As the economy slows, wages 
will go up less quickly. And the fall in union 
membership will reinforce the trend. Mem- 
bership across the workforce is down from 
5296 in 1980 to 4296 now. 

This decline has been almost exclusively 
in the private sector. In the public sector, 
four out of five workers are still unionised: 
in the private sector fewer than a third are, 
compared to just under half ten years ago. 
Perhaps that is reflected in their pay claims. 
Public-sector workers are striking in the face 
of offers of more than 796. By contrast, the 
past three months' deals in the relatively 
quiescent private sector have, according to 
Industrial Relations Services, been at ex- 
actly that level or lower. 

All these figures, though, are pitched at 
a national level. They ignore a growing re- 
gional disparity. Labour shortages in the 
south-east are forcing wages up faster there 
than elsewhere. Unemployment is still high 
enough in many parts of Britain to let man- 
agers worry more about prices and interest 
rates than workers' pay demands. 
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Private roads 


Prepare to pay 






HE fury of traffic-jammed motorists has 

forced the government to reach for a 
quick public-sector fix to the transport 
mess: a doubling of investment on new 
roads to £12 billion over roughly ten years, 
announced on May 18th. That will not, - 
however, deflect the transport secretary, Mr 
Paul Channon, from his long-term ambition - 
to be remembered as the man who made pri- 
vate investment in public infrastructure as 
common in the twenty-first century as in the 
nineteenth. E 

Talks between the Department of. 
Transport, road-builders and merchant 
banks to work out how best to harness pri- _ 
vate money for road-building have resulted — 
in a green paper, to be published within the 
next few weeks. Developers will like some of .— 
the proposals more than others: | 
e Since the Middle Ages, legislation has 
been needed to set or increase any toll. The _ 
green paper will suggest that a road conces- 
sion could allow the developer to set his own _ 
rate. Only on natural monopoly routes, like 
bridges over estuaries, would the govern- 
ment fix the toll. 

The government, which likes the idea of - 
charging users for public goods rather than - 
paying for them through taxes, is leaning to- 
wards the idea of tolls on new public roads 
too. That would lower the biggest commer- 
cial obstacle to viable toll-roads—the exis- 
tence of free alternatives. 
€ Most privately financed routes are likely 
to be put up for open tender. That may 
mean fewer ideas generated by developers, ' 
like Costain's plan for double-decking the 
M25 and tunnelling along the bed of the- 
Thames. Companies might not want to 
waste their time developing a project only to 
find the route stolen by a lower bid. 

The principles of competition, as well as- 
a draft EEC directive, will demand that the 
Department of Transport tout any prospec- 
tive project round companies. But if the re- 
sult is fewer unsolicited schemes, ideas for — 
the routes themselves will continue to come _ 
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y DU bureaucrats 


: 'HE diera bas sprung a leak—not 
. of information, but economists. It 
ploys almost 80 economists, the larg- 
.number in Whitehall, but in recent 
irs they have been leaving in droves. 
fewer than 30% of the Treasury's 
conomic advisers" and "economic as- 
tants” left last year, many lured by jobs 
n the City. 

Why did they quit? How have they 
ared? The Economist decided to con- 
uct a poll. Our task was made easier by a 
sup, “Treasury Macroeconomists in 
e”. They held a dinner just after the 
arch budget for macroeconomists who 
orked in the Treasury under Mr 
enis Healey, Sir Geoffrey Howe or Mr 
gel Lawson, and who are now working 
1 the private sector. We sent a question- 
naire to the 50 who were invited to the 
inner; 44 replies were received, includ- 
ng one (after the deadline) from the eco- 
omics editor of this paper. 

. The usual explanation for the outflow 
f economists is money. The exiles who 








rs” if they were still at the Treasury—ie, 
hose in their late 20s and early 30s— 
iow enjoy a median salary of £31,000, 
gainst the £19,000-25,000 they would 
> on if they had stayed. The range of 
utside pay is wide: £14,000 to 
120,000. Those who became City scrib- 
rs (two-fifths of the total) have a me- 
ian salary of £50,000. That is at least 
double what they would be getting in 
Whitehall—not counting perks like 
cheap mortgages, company cars and pri- 
vate health insurance. 

< The older exiles have a median salary 
of £60,000; those in the City, £85,000. 
fany. of these would now be "senior eco- 
omic advisers" on £30,000-34,000. To 
et that promotion, however, they would 
robably have had to swallow their pride 
d leave the Treasury for a department 
it sounds less impressive at dinner par- 
». Six respondents can boast salaries, 
luding bonuses and stock options, in 
ix figures. Sir Terence Burns, the Trea- 
ty: s top economist, gets £66 ,000; he 














rivate schemes will be additional t to ane 
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account of such contributions, even. 


Her r Majesty s exiles 


hought they would be “economic advis- 
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once spending levels have been set. 


e The government is inclined to give conces- 


sions for a limited period. That view does 
not suit private developers, who argue that 
they will have to pay to maintain their roads. 
But the government worries that companies 
will go on raking in huge profits on a popu- 
lar route once the debt on the initial build- 
ing cost has been paid off. 

@ The green paper should sort out the tricky 
business of compulsory purchase of land. 


has a car and driver for official travel, 
and an inflation-proof pension (handy 
that, in view of his recent performance), 
but no other perks. 


You just don't listen any more 


Of the 44 respondents to our question- 
naire, only seven gave money as the main 
reason why they left. Six referred to fu- 
ture prospects—which is perhaps an- 
other way of saying money. As many as 
17 blamed poor morale and bad man- 
management, some using terms that 
would be frowned upon in Whitehall. 


Only a few said they left because they dis- 





agreed with the government’s economic 
policies. 

Morale has slumped partly because 
economists are now being used in a dif- 
ferent way. In the 1970s they became in- 
creasingly involved in decision-making. 
Under Mrs Thatcher, they have. been 
used less to make policy and more to de- 
fend it. With the new emphasis on 
presentation over content, many com- 


í companies: “the eleétaiciy bill liens] pro- 
poses it. But Mr Channon may well decide 
to do the purchasing himself, and sell or 
lease the land to the developers. 

Even if Mr Channon moves fast, the 
first big franchise is unlikely to be granted 
before a general election. Commercial mo- 
torways are still a long way down the road. 
(That'll be £2.50 for the metaphor.) 


isfy that epecation | Trin econo- 
mists have to do plenty of briefing for 
ministers, but they know that most of it 
will never be used. They also have to - 
knock the work of outside economists 
and, in general, anticipate and under- 
mine all facts or ideas in conflict with the. 
government's expressed opinions (this . 
work is usually used). 

Many of the officials who stayed feel 
that the quality of work is suffering as tal- 
ent is creamed off by the City. Recently 
150 of them (administrators as well as - 
economists) on the policymaking side of 
the Treasury signed a petition to this ef- 
fect. By Treasury standards, that was 
reckless militancy. 

The chancellor, well briefed by his 
civil servants, replies that the living stan- 
dards of his staff have indeed fallen, but 
argues that this is mainly due to the re- 
cent rise in house prices which is now 
abating; moreover, the boom in City | 
jobs is clearly at an end. He might add. | 
that the employability of Treasury staff 
cuts two ways. A brief spell on comic. 


where in due course. That is why bright 
young things still want to join, even if 
they are no longer so willing to stay. 

As for the chancellor, he can rely on 
being the last to know about the poor 
performance of his younger staff, be- 
cause he is protected by layers of clever | 
and dedicated officials just beneath him. 
The Treasury still has plenty of quality at. | 
the top—but a problem does seem to be 
brewing for Mr Lawson’s successor. 

If today’s exiles had stayed. in the 
Treasury, economists had not gone into 
exile, and if (a big if) Mr La 


àwson was pre- 
ES to. o lisen, o ad ic 
















plain, proper analysis does not get done. — think 


Too much of their time, they say, was. 


spent on the loathsome task of answer- 
ing parliamentary questions. (Tradition _ 


demands that MPs must lodge these ques- 
tions in the expectation that nothing will 





be gained. It is the officials" duty to sat- x CÓ 
isfy that expectation). Treasury econo- t 
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wages in Whitehall buys a nicer job else- | 
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How strong a union? 





"A Scotch mob is exceedingly dan- 
gerous, because it will not rise till it 
knows what it wants, and will then go 
straightforward to that even if the 
path lies over human lives.” 


HUS wrote Walter Bagehot, to whom 

this page is henceforth dedicated, in 
The Economist in 1869. Mrs Margaret 
Thatcher's cabinet, faced with devolution 
problems that have changed little since 
his and Gladstone's day, may soon appre- 
ciate better what our illustrious editor had 
in mind. 

Earlier this year the cabinet met, with- 
out civil servants present, to discuss the 
state of Scotland. Such meetings are rare; 
this one was held because some minis- 
ters—including Mrs  Thatcher—think 
that the union between England and Scot- 
land is in danger. The recent conference 
of the Scottish Conservative party in 
Perth should have confirmed their fears. 

Half the delegates at Perth munched 
their way round tables groaning with drop 
scones, cream cakes and Scotland's many 
other varieties of cholesterol. The other 
half worried themselves sick over three 
speeches. Mr Malcolm Rifkind, the Scot- 
tish secretary, Mr Michael Forsyth, one of 
his juniors, and Mr Michael Ancram, a 
Scottish Office minister until he lost his 
Commons seat in 1987, all delivered one 
message: unionism—the creed that says 
that England and Scotland are partners in 
a common state, sharing common politi- 
cal goals—is in peril. 

The starting point of all three speeches 
was the Tories’ performance at the 1987 
general election, when they won ten out 
of 72 seats. Two years on, their condition 
is even worse. How much worse is a moot 
point. Mr Ancram foresaw a crisis after a 
future election where "the writ of a West- 
minster government would no longer run 
in Scotland because it was no longer rep- 
resented there". He meant, of course, a 
Conservative government. 


A split in the Tory ranks 

Why is Scottish Toryism in such straits? 
Within the party there have been two 
views, though both share despair at the 
party organisation in Edinburgh. One 
wing thinks the party has been insufh- 
ciently Thatcherite in its stance. It has en- 
couraged a dependency culture in Scot- 
land; it has accepted pleas for special 
treatment (like the saving of airports, 
smelters and steelworks); it has not 
stamped on those who want devolution of 
power to an elected Scottish assembly; 
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and it has not sufficiently stressed the vir- 


tues of unionism. 

Another wing says the opposite, and is 
joined by non-Conservative opinion. 
Scotland, it maintains, is a place apart, 
but is governed by an English nationalist 
in London. It is less individualistic—ie, 
more tribal—than England. An assembly 
would focus its sense of nationhood. 

Until Perth it was assumed that Mr 
Rifkind was in the first camp. Scottish La- 
bour MPs said he was confrontational and 
set only on making Scotland safe for 
Thatcherism and the union. If so, his tac- 





Thoughtfully right in Midlothian 


tics have failed. An alarming number of 
Scots appear to loathe the prime minister 
and have lost faith in the union. 

Last year a committee of Scotland's 
great and good published a “Claim of 
Right for Scotland", and made the case 
for an assembly which a "constitutional 
convention” in Edinburgh is now consid- 
ering. The Scottish National Party (SNP) is 
on the warpath. It has one scalp under its 
belt—last year’s Govan by-election, where 
it thrashed Labour—and is after another, 
at the coming Glasgow Central by-elec- 
tion. The Kirk’s church and nation com- 
mittee has said that English conceptions 
of parliamentary sovereignty are inconsis- 
tent with Scottish constitutional theory. 

Against this noisy background came 
Mr Rifkind's speech at Perth. First, he sig- 
nalled a pause in Thatcherite social poli- 
cies. In local-government finance, educa- 
tion and housing, he biffened, there was a 
"need for a modest period of consolida- 
tion". And—in accordance with the cabi- 
net meeting on Scotland—he held out an 
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olive branch to Labour. Labour, he said, 


was unionist at heart; he called for a de- — 


bate among all unionists on Scotland's fu- 
ture government. 

But what would such a debate be 
about? For if there was one thing in Perth 
more shocking than hearing Conserva- 
tives say that an independent Scotland 
may soon come, it was seeing how little life 
they could breath into the supine corpse 
of unionism. 

Mr Ancram, like the Tory authors of a 


pamphlet from the Centre for Policy || 
Studies last year, could suggest nothing || 
more than a reshuffling of official busi- - 


ness, with the Scottish Office losing some 


functions and gaining others. Every great | 


department, he said, should have a Scot 


in it; one Scottish Conservative MP mut- || 
tered that he did not think his party — 
would win Scottish hearts and minds by — 


promising a Scottish junior minister at 


the Treasury. Mr Forsyth thinks Scottish || 
Tories should work harder; no doubt they || 


should, but it is not much of a policy. 
Hence the gloomy prognosis. Modern 

"Conservatism" is an English creed. 

Unionism has had its day. Devolution to 


an assembly is impossible, for it would - 
mean (in the terms of the famous West Lo- | 
thian question, invented by Mr Tam | 


Dalyell circa 1976 and by Bagehot circa 
110 years earlier) that Scottish Mrs at 


Westminster could vote on English mat- — 
ters, whereas the converse would not be | 


true. So the force is with those who want 
nothing less than an independent 


Scotland. 


Or is it? Perhaps Messrs Ancram, For- — 
syth and Rifkind had another course in © 


mind. Little noticed, they all said that 
Scotland could have its assembly and 


beard the West Lothian question, too—if 
Britain were to become a federal state like — 


America or West Germany. A federal par- 
liament in London would look after union 


questions; "national" parliaments else- || 
where would deal with matters in their 


own competence. 


We are bound to say that our former — 
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editor thought federalism in the British 


Isles to be a “revolution of portentous 
magnitude and diffculty”, but even Bage- 
hot sometimes nodded. Gladstone, speak- 
ing at the Dalkeith Corn Exchange in 


1879, averred that federalism would be “a 


great national good”. If Mrs Thatcher be- 
lieves the union is at risk, she might reflect 
on the wisdom of a prime minister who 
thought longer and harder about it than 


any other of her predecessors. The Grand 
Old Man was right. 
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anadian Pacific Limited had net income for the first 
three months of 1989 of $134.1 million or 42 cents 
Mus per Ordinary share, compared with $183.9 million or 
61 cents per share in the corresponding period last year. 
Consolidated revenues, after elimination of inter-company 
transactions, were $2,691.7 million in the first quarter of 1989. 
compared with $2,959.1 million in the first quarter of 1988. 


The first quarter results reflect mainly reduced volume 
of railway traffic, especially grain as a result of the severe 
drought in Western Canada last year, and lower income from 
forest products as a result of lower demand for newsprint 
and the increase in the value of the Canadian dollar 
compared with other major currencies. 


Earnings from AMCA International Limited improved as 
a result of increased activity and strong order backlogs in 
all of its divisions. Improved earnings from real estate 
operations included higher land sales. 


mions of $Cdn except amounts pe ph 


Consolidated income (unaudited 


ist Quarter 1989 1st Quarter 1988 


Transportation and Waste Services $ 25.9 $ B17 


Energy 36.3 30.0 
Forest Products 51.9 59.0 


Real Estate and Hotels 14.7 110 
Telecommunications and Manufacturing 5.3 (4.9) 
Discontinued Businesses 7.1 


Net income __ 
Earnings per Ordinary share 


————À 


. Although Canadian Pacific continues to anticipate good 
earnings in 1989, they are unlikely to reach the levels of 1988. 
There has been some erosion in non-grain rail traffic due to 
business conditions, newsprint markets are expected to - 
remain highly competitive, and the stronger Canadian dollar 
has had a negative impact on profits. However, it now appears 
that average oil prices will be higher than in 1988, grain 

traffic should return to normal in the fourth quarter, and pulp 
markets should remain tight for the balance of the year. - 















largest advertising group. 
< f The takeover, worth $864m, 
| gives WPP control over billings 
| worth around $14 billion, a 
T: whisker behind Saatchi & 
| Saatchi. David Ogilvy, who 
- | earlier called Mr Sorrell a little 
|. jerk, will become chairman of 


^| wep. Clients of Ogilvy may be 


less easily won over. 





Rupert Murdoch’s Sky 
Channel sued Walt Disney for 
$1.5 billion, claiming that the 
studio was ducking out of sup- 
plying the troubled British sat- 
ellite pioneer with program- 
ming. But an old foe, Robert 
Maxwell, has agreed to distrib- 
ute Sky through his British ca- 
ble network. Mr Murdoch’s 
Australian holding company, 
-News Corporation, made a 
profit after tax of A$312m 
'*- ($259m) in the nine months 
to March. The interest bill was 
a Wapping A$633m. 


| Waving, not — 


Two more schemes to buy 
Eastern Air Lines out of 
bankruptcy—one led by Wil- 
liam Howard, a former chair- 
man of Piedmont, the other 
by Joseph Ritchie, a finan- - 
-| cier—failed. Both involved 

| raising yet more debt for East- 


- | ern which recently filed for 


| Chapter 11. Unless another 


-|- bidder comes forward, the 


: ? €& fe 3t 
management's plan to "slim 


sp the airline by selling some of 


its $1.8 billion-worth of assets 
is likely to go ahead. 





| 





Alan Bond's family company, 
Dallhold Investments, has put 
up for sale its 1896 stake in 
Bond International Cold. In 
the past six months the trou- 
bled Australian entrepreneur 
has disposed of investments 
worth A$3 billion ($2.3 bil- 
lion). The Australian Broad- 
casting Tribunal is considering 
whether Mr Bond is a fit per- 
son to hold broadcasting 
licences. 


Coming apart? 


Britain, France, West Ger- 
many and Holland have told 
Boeing that its new 400-seat 
jumbo jet does not meet their 


` safety requirements, 


Shares in Cray Research, an 
American supercomputer 
company, lost a tenth of their 
value after news that the com- 
pany's founder, Seymour 
Cray, is spinning off to run a 
computer-development com- 
pany. A forecast of reduced 
profits at Cray did not cheer 
investors either. | 





A New York judge, Michael 
Mukasey, has scuttled Brit- 
ain's biggest-ever takeover, 


Minorco's £3.5 billion ($5.7 
Gold Fields. The judge re- 


: fused to lift an anti-trust in- 


junction, even though the 
South African controlled in- 
vestment company had accep- 
tances from 5596 of 
ConsGold’s shareholders. 
Both the British and Euro- 
pean competition authorities 
had let the bid pass. Possible 


next step: that 55% majority 
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billion) bid for Consolidated 











may try to dislodge 
ConsGold's chairman, Ru- 
dolph Agnew. 


No stopping them - 


Kao, Japan's soap and cos- 
metics giant, is closing in on 
its western rivals. It bought 
Goldwell, a German hair-care 
firm, for DM270m ($139m). 
Blendax and Betrix, two other 
companies that beautify Ger- 


mans, are owned by Procter & 


Gamble and Revlon, both 
American. Consolation: West 
Germany's Wella is a success 
in lapan. 


South Korea's Sammi Steel 
picked up the speciality steel 
operations of Rio Algom (part 
of Britain's RTZ}. The deal 
makes Sammi the world's big- 
gest speciality stainless steel 
manufacturer. 


Grand Metropolitan, Brit- 
ain's food-and-drinks giant, is 
washing down its recent $5.7 
billion acquisition of Pillsbury, 
the owner of Green Giant veg- 
etables and Burger King, with 
the $100m purchase of Mont 
La Salle, the largest vineyard 
in California’s Napa valley. 


Uppity stakes 





ADT, a Bermuda-based ser- 
vices company with a stronger 
history in auctioning used cars 
than Picassos and Renoirs, has 
taken a 5.6% stake in 
Christie’s. 


France’s securities watchdog, 
the Commission des Opéra- 
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pumping out too much of th 



















tions de Bourse, has decided 
not to criticise the rapid and 
complex way in which Ber- 
nard Arnault built up his 
44% stake in Louis Vuitton: © 
Moët Hennessy. The French 
financier, who shares his stak 
with Guinness, is currently | 
chairman of the luxury-goods 
company. The Vuitton famih 

is looking for new ways to.ou 

him. NM 


Hot metal, cooler oil 














The price of an ounce of pk 
inum, which rose rapidly to 
reach a high in June last year 
of $650, has fallen back to ` 
$530. But, thanks to contin 
ing demand from Japanese - 
jewellers, there is still a phys 
cal shortage on world markets 


stuff—21m barrels a day, 2.5 


barrels above the cartel's sel 
imposed ceiling. 














Bottom lines 


Hanson's pre-tax profit for’ 
the six months ending in 
March were up 26% at £447m 
($791m). The predatory Brit- 
ish conglomerate says that. 
prices are too high to bid for 
more companies: Wall Street 
and the City of London are | 
unconvinced. | 


Southmark, a struggling 
American property company, - 
lost $1 billion in its third — — 
quarter, wiping out its re- 

ported shareholders’ equity. 









Although the Old World is 
currently experiencing an 
economic renaissance, thanks 
. to the impetus created by the 
- approach of the Single Euro- 

pean Market, the Far East 
© Still has the greatest growth 
potential of any region in the 
world. Consequently, recent 
calls for some type of m 
al cooperation among it 
nations, in order to Sis a 
counterbalance to Western 
Europe and North America, 
have underscored the need 
for its trading partners 
throughout the world to dev- 
'elop a Pacific strategy. | 
.. Compared with their 
> foreign rivals-especially US 
| companies—West German 
"firms have so far not been 
particularly active in East and 
Southeast Asia. However, 
they will now surely begin to 
expand their presence in the 
region, not least because 
doing so will give them a bet- 
ter start in a future Asian 
"common market". Last year, 
West Germany's merchan- 
dise trade with East Asia 
accounted for only 9% of its 
overall trade volume. And 
although the figure rises to 
. almost 20% if trade with other 
EC countries is not con- 
sidered, these figures are 
modest when compared with 
the trade between East Asia 
and North America, which 
adds up to over 3096 of the 
latter's merchandise trade. 
| If the potential of the 
d. dynamic . Asian markets is to 
be tapped, each of the coun- 































group must be carefully 
analysed. After all, re 





tries in this heterogeneous | 


The Commerzbank report on German business and finance 


| The Far East: tapping 
the world 's most dynamic market 


includes not only Japan and 
the four newly industrialised 
countries (NIC's) of South 
Korea, Taiwan, Singapore 
and Hong Kong, but also the 
People's Republic of China 
and the members of the 
ASEAN group. 

While imports predomi- 
nate in West Germany's mer- 
chandise trade with East Asia 












advantageous to serve key 
markets like West Germany 
from a local base. | 

Improved access to the 
region's sizeable national mar- 
kets is not the only benefit to be 


gained by West German firms. 


through direct investment in 
East and Southeast Asia. By 
the 1990s, the volume of 


trade within the region could ni 


West German merchandise trade with East Asia, 1988 





Japan PR China 


S dGerman exports - 
"d German imports 





4 NIC's ASEAN 
(exci. MAT 


4 NIC's: Hong Kong, Singapore, South Korea, Taiwan 
ASEAN: Brunei, Indonesia, Malaysia, Philippines, Singapore, Thailand 


in general, and with Japan in 
particular, the imbalance is 
even greater with respect to 
direct investment. West Ger- 
many's non-financial fixed in- 
vestments in Japan are equiv- 
alent to only about a quar- 
ter of what Japan has invested 
in the Federal Republic. 
Although a number of suc- 
cessful new German ventures 
have been reported recently 
in Japan, the gap will prob- 
ably continue to widen, given 
that country's drive to expand 
its presence in West Germany 
and in other EC countries. 
Moreover, the four NIC's 
have also learned that it is 


exceed that of its external. 


trade with the United States. 
Thus German companies with 
man operations there 
might be able to develop 
export markets in the region, 
and—given such comparative 


advantages as low wages— 


they might even find that 


export production for other 
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` global : markets is an attractive 


prospect as well. 
German. firms jour solid 


incentives to focus more on 





there which has debt prob: 
lems. With a third of the 
world's total population- 
China alone has over a billion 
people--the Far East is also 
one of the largest consumer 
markets. 


Favourable prospects 
The outlook is good for 
West German firms seeking 


to capture a greater share of 
East. m in. bogey Many | 





| Ameri and | imponis A More- 


over, the spread of industrial- 
isation will boost demand for 
many German products. And 
rising consumer purchasing 
power will stimulate imports 
of sophisticated products. In 
Japan, the sales prospects for 
high-quality consumer goods 
are steadily improving, given 
the good reputation of the 
“Made in Germany" label l 
there. 

All in all, West Goras 
industry is increasingly rec- 
ognising that the Asian pie 
has already been cut and that 


the pieces will go on a first | 


come, first served basis. De- 
spite their ever stronger Eu- 
ropean orientation, West Ger- 
man firms have also real- 
ised that a. solid commit- 
ment to the East Asian market 
will be essential to maintain- 
ing global competitiveness. 








German knowhow in global finance 
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The last days of the beerage 


RITISH brewers are long overdue for a 
dose of perestroika, and Lord Young, 
the secretary of state for trade and industry, 
is the man to give it to them. Or so he 
laimed in March, when he unveiled a re- 
port by the Monopolies and Mergers Com- 
mission (MMC) on the brewing industry. He 
should say it again. 

The report showed how some much- 
needed competition could be injected into 
the £9 billion ($14.6 billion) annual market 
for beer, with the aim of lowering the price 
of a pint and increasing drinkers’ choices. 
Britain’s brewers have launched a vigorous 
counter-attack,. claiming in lavish advertis- 
ing that the proposed changes would “mean 
the end of the pub as we know it.” Precisely! 
Britons deserve better than the poor choice, 
dreary food and rank atmosphere of many 
British pubs. 

What sets the British beer industry 
apart from any other in the world is its high 
degree of vertical integration. With few ex- 
ceptions British brewers make, distribute 
and retail beer. To secure the last part of the 
chain, brewers own pubs. The MMC calcu- 
lates they own three quarters of Britain’s 
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80,000 pubs, which are either managed di- 
rectly by the brewer or controlled through 
low-rent agreements with tenants in “tied 
houses", who are obliged to buy all their 
supplies from the brewer. 

The mwc labelled the industry a “com- 
plex monopoly". It cites powerful evidence: 
the price of beer rose by 1596 between 1979 
and 1987 in real terms, twice the rise in 
prices charged by restaurants; the price in 
Britain of continental and American-style 
lager beer is unduly high; pub drinkers are 
charged astronomical prices for soft drinks; 
and consumer choice is limited. In some 
small towns and villages all the pubs are 
owned by the same brewer. 

The MMC wants to reduce the effect of 
the "tie" between brewers and pubs. 
Among other things, it suggests that brew- 
ers should not be allowed to own more than 
2,000 pubs each (meaning that the six big- 
gest brewers would have to sell a total of 
22,000 pubs) and that landlords of pubs 
which remain tied would have the right to 
sell at least. one beer not brewed by the 
owner and to buy soft drinks from any sup- 
plier. Perhaps pubs could then sell their 


P 
» 


(nasty) orange juice for less than the current 
equivalent of more than £3 a pint. 

These recommendations are “miscon- 
ceived, illogical and disproportionate”, says 
the Brewers’ Society, the formidable lobby- I 
ing arm of an industry traditionally so in- 
grown and powerful that its leaders became - 
known as the beerage, a more commercial, — 
and often richer, replica of Britain's peer- 
age. The brewers claim that the MMC has ig- 
nored the benefits to publicans of the tie, 
which brewers say spreads the risk of failure 
and offers retailing and other skills to pubs 
of every size. Besides, the brewers argue, - 
competition among themselves and from - 
restaurants has already forced them to im- 
prove pubs and introduce new products. 

But the MMC dismissed competition — 
among the big brewers as “stylised and - 
muted”, and instead chose to listen to con- k 
sumer groups. These say that the average 
British pub is failing to provide the kind of 
service that two-thirds of the population (es- 
pecially women) want. Most customers pre- 
fer reasonable food and clean toilets, and 
tend to dislike rooms filled with smoke or 
the deafening noise of juke boxes and slot 
machines. But their desires are usually ig- 
nored. Selling vast quantities of beer to 
heavy drinkers makes more economic sense _ 
for brewery-controlled pubs. 

The brewers’ defence of the tie now lies : 
in tatters. Lord Young says he is convinced 
that it operates against the public interest 
and must be changed. The question is: how? 
Their economic arguments rejected, the | 
brewers have been reduced to defending the — 
status quo by painting a bleak picture of the — 
future, in which pubs will be owned by a few 
chains of retailers dedicated to selling noth- 
ing but foreign lagers heavily promoted on 
television. Reaching this future, they say, 
will cost thousands of brewery jobs, the 
death of many brands of British beer and - 
the closure of thousands of country pubs. 

Parts of this vision will come to pass if 
the MMC recommendations are accepted. 
British brewing suffers from extensive over- 
capacity, which has survived thanks to the 
tie. The rationalisation of the business will 
undoubtedly lead to job losses. Consumers 
may be more worried about a possible reduc- 
tion in the number of available brands. Bass, 
Allied Lyons and Grand Metropolitan each - 
produce more than 100 different brands of — 
beer. But much of this choice is phoney. - 
Many beer brands are indistinguishable. ' 
Consumers would probably be better served 
if a free market forced the big brewers to 
concentrate on brands where they have a 
price or quality advantage. 

What of the Brewers' Society's claims 


77 


è A Mm 


ih. aL Ss] ~N 


A 








80 


| 30 




































| 73 7 TH R 8 B 8S 
5: The ürewers' Society. Monopolies and Mergers Commission study 


he proposed changes will open the way 
oreign invasion of the British beer mar- 
The simple answer is that the invasion 
already happened. The British drink 
Carlsberg than the n Holland's 
neken is produced under licence by 
itbread; Australia's Fosters by Courage; 
America’s Budweiser by Grand Metro- 
olitan. True, the owners of these brands 
ay choose to market their beer in Britain 
iemselves should the rules change. But it is 
no means certain that other foreign brew- 
would queue up to lose money in what 
uld be a highly competitive market. 

Jill dozens of country pubs be closed? 
€ Brewers’ Society would certainly have 
's rural drinkers believe so. While 
ne country pubs might prosper from 
re competition in the wholesale market 
beer, others might indeed founder unless 
ir owners learnt to cook and serve decent 





HREE-quarters of Britain's brewers 
A. welcomed the government's proposed 
reforms of their industry. But their voice 
is tiny. Between them they brew less than 
196 of British beer. _ 

By the early 1970s, after a century of 
brewery closures and mergers, many of 
- Britain's old ales had disappeared. In their 
. place came tasteless, mass-produced imita- 
| tions of British bitter like Watney's Red 
| Barrel. These beers were so bad they pro- 
voked a consumer backlash. New, small 
breweries sprang up to serve dedicated 
and disgusted warm-beer drinkers. The 
Small Independent Brewers' Association 
(SiBA) reckons that since 1974 over 200 
micro-brewers have started up. About 75 
have failed. 

. Some of the survivors, however, have 
surished. Archers Brewery, for example, 
arted in Swindon in 1979. brewing for 
five customers. It now sells up to o 80 bar- 





















British beer production, 1985 


[ Total: 36.6m buik barrels | 


Micro brewers* ——————9———— ] 


Brewers without | 
Hed pubs ————-— i 







Local Bass 
brewers -——— 
Grand 
Metropolitan Allied 
Lyons 

Courage ee s 

aren Whitbread 
Scottish & 
Newcastle mmm mml 

+ Less than 1% 


food. But this might not be worse than what 


4s happening already. The big brewers have 


starved their tenanted pubs (many in the 


country) of investment, pouring money in- 


stead into more-profitable urban pubs 
which they manage directly. 


Surprisingly, brewers’ shareholders may 


have more to gain than consumers from the 


MMC's recommendations. The big six brew- 


ers divide neatly into two camps—those 
who are better at brewing and those who are 
better at retailing. Bass, Scottish & Newcas- 
tle and Courage (owned by Australia's EL 
ders) fall into the first category. Scottish & 
Newcastle is only just over the ceiling of 
2,000 pubs. The other two, however, could 
keep their profitable managed pubs, sell 


their tenanted houses and use the capital | 


gain to invest in their breweries. Grand Met- 
ropolitan, Allied Lyons and Whitbread 
could do the opposite—sell their breweries 
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The beer-bores' brewers 


rels a week to local free houses and owns 
two pubs. The company has prospered by 
making good traditional beer as well as 
some oddities. Archers’ “Headbanger’”’ 
bottled beer boasts an alcohol content of 
6.5%, compared to 3.7% for most normal 
beers. That is still wimpish fare compared 
to that from Sussex-based Ballard’s Brew- 
ery, whose "Old Bounder” has an 8.5% 
kick. 

There are two problems for brewers 
like Archers and Ballard's. Their mar- 
ket—ie, free houses that do not have loan- 
ties to big brewers—is too small to pro- 
vide security. And the duty they have to 
pay is not calculated on a sliding scale 
linked to the amount they produce—as it 
would be elsewhere in Europe. 

SIBA is lobbying hard to make sure that 
Lord Young implements the MMc's pro- 
posals. As. these upstart brewers represent 
Thatcherite values in full voice, their pleas 
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split itself i into two companies—one E 
for retailing and brewing. Applving typical 
price-earnings ratios of 13-14 in retailing 
and nine in brewing, Bass would be worth 
£3.6 billion as two separate companies, 

00m more than its current market 









should. ot start to spend 
ot. T ot the first 


break. the tie. 
MMC rep port also : 


the Brewers’ Soci E 

Beer duty provides a hefty chunk of the gov- 
ernment's revenue. In addition, the brewers 
have generally been generous supporters of 
the Conservative party. More than 60 Tory 
backbenchers have signed a motion asking . 
Lord Young to reconsider. his plan to imple 
ment ie MMC’ s re » mendations, Whil 







minister, Mr Tian any Me 
him over.. in tds = i 

However, theré are: signs char the brew 
ers’ attempts to a public opinion may 
have misfired, An ill-judged press and poster 
campaign angered Lord Young and infuri- 
ated the Advertising Standards Authority. 
With an MMC report due soon on compe- 
tition in the credit-card market and another 
one on whether oil companies collude in 
selling petrol, the government cannot afford 
to smudge its free-market credentials by cav- 
ing in to the beerage. 








dud not fall on deaf. ears. . But SIBA | 
might be wise not to let the government. 
see the most recent issue of its ; newsletter, : 
which carries an article entitled. “20 meth- 
ods of evading excise duty." 
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Counter trade is often the only way ex- : 
porters can gain access to difficult markets. _ 
The principle is simple: swap goods for 
goods. Yet setting up such a transaction is 
one of the most challenging tasks in modern 
trade financing. 


Nothing in international trade is 
more difficult than a simple barter. 


BHF-BANK makes it easier for you. With — 

its experience in advising on, arranging, — 
handling and financing offset agreements, 
for instance. Or through its credit line ar- 
rangements with foreign banks if the financ- 
Ing is to be supplied along with the export 
merchandise. With non-recourse financing 
when you as an exporter want to eliminate 
the credit, currency exchange and interest 
rate risks. With cross-border leasing, accept- 
ance credits, third-country financing and 
foreign guarantees. 

A pre-eminent position in trade financing 
is only part of what it takes to make a bank | 
a partner for the discerning export/import- 
oriented customer. 

Equally important are a service-minded 
approach and customized problem solu- - 
tions -the style of a merchant bank, which 
BHF-BANK has cultivated for more than 
100 years. 





Er 


Lr 


BHF-BANK - 


Merchant Bankers 
by Tradition 


Head office: Bockenheimer Landstrasse 10, D-6000 Frankfurt l, Tel. (069) 718-0, Fax (069) 718-2296, Telex 411026 (general) 
Branches and subsidiaries in Amsterdam, St. Helier/ Jersey, London, Luxembourg, New York, Singapore, Tokyo and Zurich. E- 
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OPERATING PROFIT 





| PRE- TAX TRDEN 


| EARNINGS PER 25p ORDINARY STOCK UNIT 





"adjusted for the i Choral isation issue in in May 1988 and the stock split in Decéhiber 1988 


a With pre-tax profit up 36%, Bank of Scotland reinforces its position as 
: one of Britain's most successful financial institutions. | 


^ Net ordinary dividend for the year increased s 21% to 3 B8 pence per 
25p Ordinary Stock unit. i i 





" Strongly capitalised and displaying consistent groviti T n 
turbulent industry, Bank of Scotland will continue to Hes 
sound ivre DEP SER | TE 





For a copy ofthe c Bank s Annual Repe di cor TUN the Public Affairs Department, Bank of Scotland, 0 BOX 


BO users os eund EH4 2UH. Telephone: 03t 343 70 
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. chart shows how in all but one of the 


to invest. 
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ng countries has been weak 
982, both by historical standards 


in elation to other countries. The 





“Baker-15”’ countries the ratio of invest- 


| ment to GDP was significantly lower in 
<> 1982-88 than i in the previous six vears. In 


Argentina the ratio fell from 25% to 15%, 


| in Venezuela from 33% to 1896. The ex- 
< ception was Colombia which, 


although 
on the Baker list, has not needed to re- 
schedule any of its debt. In a selection of 
other developing countries that are free of 
debt problems, the investment ratio typi- 


cally increased between the two periods. 


The fall in investment has, in turn, re- 
duced the growth of output and exports 
in debtor countries and thereby further 
undermined their capacity to service their 


debts. The collapse in investment in the 
. wake of the debt crisis has been much dis- 
. cussed. It has generally been blamed on a 


financial squeeze: new international lend- 
ing has dried up, and resources which 
would otherwise have been used for in- 
vestment have had to be channelled 
abroad to service debts. Also, it is argued, 
governments are reluctant to 
squeeze consumption for fear of ri- 
ots; investment is the easier target. 
However, a potentially more impor- 
tant effect has received less atten- 
tion: that the existence of a heavy 
debt burden reduces the incentive 


This effect, known as "debt 
overhang”, occurs where countries 
are unable to service their debt in 
full and so actual payments tend to 
depend upon a country's economic 
performance. If exports increase as 
a result of policy reforms or more 
investment, most of the benefit is 
likely to accrue to creditors (as big- 
ger debt-service payments) rather 
than to the country itself. This will 
depress the returns to the country 
from fixed capital investment and thereby 
weaken the incentive to invest even if fi- 
nance is available. Even if all of a coun- 
try's foreign debt is held by the govern- 
ment, the disincentive effects of debt 
overhang will spill over into private in- 
vestment, because the government has no 
reason to encourage investment of any 
kind when most of the gains will be ab- 
sorbed by higher debt repayments. 

The disincentive effect may be so 


doe aM Hide an 


AENT in heavily indebted . 





n lebted countries are trapped in a vicious circle. The burden 
g their huge debts has squeezed investment—and that has cut 





strong that it gives rise to a sort of Laffer 
curve, where forgiveness by creditors of 
part of a country’s debt could raise the ac- 
tual repayments they receive. A reduction 
in a country’s outstanding debt could in- 
crease the incentive to invest and imple- 
ment better policies, and so boost exports 
and debt-servicing capacity. In this case 











debt reduction could make both debtors 
and creditors better off. 

Creditor countries have paid little at- 
tention to the likely scale of such disin- 
centive effects. But some preliminary anal- 
ysis by the IMF* concludes that they could 
play a large part in explaining the slump 
in investment in debtor countries. First, 
the Fund argues, the behaviour of con- 
sumption in debtor countries in the 1980s 
has been consistent with the debt-over- 
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hang hypothesis. When external fin: 
dried up after 1981, debtors were forc 
to run trade surpluses i in order to sel 
their debts. So domestic demand had 
be squeezed relative to output. But this 
has been more than fully reflected in. 
lower investment, while consumption. has. 
actually risen as a proportion of output in 
the Baker-15. 

The second piece of evidence starts 
from the fact that the debt-overhang hy- 
pothesis attributes disincentive effects to 
debt-servicing problems rather than to- 
the actual size of the debt. It is when coun- 
tries are not fully servicing their debt that : 
pamen become aie to pe or rmance 

































says n: Buc recen debt nra 
lems, the investment ratio fell f 
in the late 1970s to 18% last year 
without problems, the ratio actuall 
from 26% to 2896. | 
The second of these groups, however. 
includes some countries that do not b 
row from the market and so were not. 
fected when private capital 
these are excluded, it is possible to 
pare two groups which have b 
hurt by the drying up of pri 
but which differ in their del 
record. Market borrowers tl 
experienced debt proble I 
seen à drop in their investmen 
tios, but by much less—from 299 
in the late 1970s to 26%. This c 
firms that weak investment 
largely found in countries w 
debt-servicing problems, giving fur 
ther backing to the debt-overhan 5 
theory. T 
À more rigorous analysis of thi ; 
issue is urgently needed. The ques- 
tion of whether the drop in devel 
oping countries’ investment is due’ 
to debt overhang rather than, say, a 
lack of foreign capital has big impli- 
cations for policy. The answer de- . 
cides whether a country would ben- ..: 
efit more from debt reduction or: 
new lending. If the fall in invest- 
ment is caused purely by the short- 
age of foreign capital, then cutting the. 
stock of debt without an increase in new. 
lending will have little impact on invest: 
ment. But if debt overhang is partly to 
blame for weak investment, then debt re- 
duction might give investment a a Bigger 
boost than new foreign moari FER 

















































































* Investment and growth in heavily indebted coun 
tries. IMF World Economic Outlook 1989, supple- 


mentary note I. 
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Japanese R&D 


Friendly gases 


WITH its customary zeal, Ja- 
pan has thrown itself into the 
race to find alternatives for 
chlorofluorocarbons (CFCs), 
the ozone-depleting gases 
used in industry for cleaning 
electronic components, fill- 
Z" ing refrigerator and air-con- 
. ditioning systems, producing plastic foams 
and propelling aerosol sprays. Though 
- American researchers are still ahead in the 
search for alternatives, the Japanese are 
once again aiming to turn a liability—the 
heavy reliance of Japan's semiconductor in- 
dustry on CFCs—into a launching pad for a 
new, promising market. 
. Japan's five top CFC producers, who cur- 
rently supply 15% of world demand, are 
leading the way by spending billions of yen 
to find substitutes that are kind to the envi- 
tonment. Meanwhile, researchers at labora- 
tories run by the Ministry of International 
Trade and Industry (Mrri) at Tsukuba, out- 
side Tokyo, are putting the finishing 
ons to a process that could render CFCs 
he ess. 
= ]twas not until the early 1970s that the 
disastrous environmental side-effects of 
.. CFCs were discovered. The chemically stable 
— CFCs survive long after use, drifting up to 
the top of the atmosphere where they attack 
the ozone layer that protects the earth from 
- the more damaging effects of the sun. 
- |n 1987 the United Nations agreed to 
hold CFC production worldwide at 1986 lev- 
- els, and then to halve it by 1998. The agree- 
ment begins to bite this July. From then on, 
- Mrri will start clamping down on the produc- 
tion and use of all five types of CFCs singled 
- out by the United Nations. Mrr1 has already 
“advised” some 33,000 Japanese firms using 
‘CFCs to start finding alternatives fast. To 
help, the government has offered low-inter- 
est loans and tax breaks. 

So far, a handful of Japanese firms have 
declared their intention of phasing out the 
use of CFCs altogether. Seiko Epson, a firm 
that uses large quantities of CFCs as a clean- 
ing agent when manufacturing hard disks 
for computers, says it will stop using the 
gases by 1992. NEC, Japan's largest semi- 
conductor company, reckons it will have 
abandoned crcs by the end of the 1990s. 
- Matsushita plans to do likewise. 

_ An American chemical giant, Du Pont, 

still leads in the search for cheap, conve- 
. nient alternatives to CFCs. But Japanese CFC 
makers such as Daikin Industries, Asahi 
- Glass, Showa Denko and Central Glass are 
pulling out the stops to catch up. Since the 
.. United Nations agreement was announced, 


Asahi Glass has submitted more than 100 
82 
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patent applications for CFC replacements. 
Showa Denko has filed 20 patents. 
Freon-113, the preferred solvent for 
cleaning electronic components and circuit 
boards, is said to be the toughest to replace. 
It is perfectly fitted for its job, being non- 
burnable, odourless and a quick drier. Asahi 
Glass thinks it has found an alternative 
called HCPC-225 which has only a tenth of the 
ozone activity of Freon-113, but unfortu- 
nately costs three to five times as much to 
produce. Daikin has patented a cleaning 
fluid called sr? based on an alcohol that has 
had its hydrogen replaced with fluorine and 
does not contain the ozone-eating chlorine 
found in all crcs. Mrri's National Chemical 
Laboratory for Industry is synthesising a 
range of CFC alternatives said to be based on 
perfluoroalkyl amines and ethers that de- 
compose before they reach the ozone layer. 
None of the substitutes developed so far 
is compatible with existing equipment for 
making and using today's CFCs. According 
to Du Pont, the conversion cost for the pro- 
ducers of CFC alternatives will amount to $6 
billion over the next decade. As far as users 
are concerned, some $135 billion-worth of 
CFC-based equipment will have to be 
scrapped or modified in America alone. 
One approach that MITI scientists are 
pursuing might render that unnecessary. 
The ministry's National Research Institute 


Furs to Moscow 


SEOUL 


HE newly arrived first political secre- 

tary at the Hungarian embassy in 
South Korea recently received an odd re- 
quest. A restaurateur came to his office, 
demanding advice on cookbooks, Hun- 
garian music and decorating. With the 
diplomat’s help, he opened South Ko- 
rea’s first-ever Hungarian café. 

Hungary is the first communist coun- 
try to decide, on solid business grounds, 
to have an embassy in Seoul. For years 
Eastern European governments vilified 
South Korea as an American puppet. 
Now they care less about ideology and a 
lot more about plugging into one of the 















Global warming agent 


for Pollution and Resources at Tsukuba has 
worked out how to “burn” waste CFCs in 
way that produces only easily disposable b; 
products. A high frequency radio beam is 
used to heat the CFC gas to over 10,000 de- 
grees centigrade, causing it to break down 
into carbon dioxide, hydrogen fluoride and 
hydrogen chloride. 

If that process proves too expensive, 
Japanese researchers have four further lab- 


oratory tricks up their sleeves. One way or 
BUSINESS continues on page 91 > 


world’s fastest-growing economies. The 
South Koreans are equally keen on East- 
ern Europe. They want to diversify their 
trade away from America and Japan. 

South Korea’s trade with Eastern Eu- 
rope is still only a trickle. But Lucky- 
Goldstar, Daewoo and Samsung—three | 
of South Korea’s biggest industrial | 
groups—already have offices in Buda- 
pest. Daewoo wants to build a Hilton ho- 
tel in Hungary to complement the one it 
owns in Seoul. Russia has followed Hun- 
gary's lead with a makeshift trade office 
in a Seoul hotel. Yugoslavia plans to 
open an office soon. 

A cheeky South Korean company, 
Jindo, has just set up a joint venture in 
Russia. It will sell its fur coats at a big 
shop near Red Square and open a Rus- 
sian factory to make them. By 1992 it 
hopes to have sales of $50m a year. 

All this romance may end in tears. Be- 
fore long the South Koreans will proba- 
bly become entangled in the same com- 
munist red tape that has killed so many 
deals for Americans and Western Euro- 
peans. They may also find Eastern Euro- 
pean workers a bit less productive than 
those at home. The average Korean man- 
ufacturing worker puts in 54 hours a 
week. In Eastern Europe, a workaholic is 
still someone who drowns his sorrows at 
the office, not at home. 


— ———— € ———— 
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The golden rule that all business is local is 
2 |. valid as far as it goes - but it’s only half the 


tory. The whole truth is that if you're a multi- 






national company and want to succeed in 


in global terms. For that you need an inter- 


national Network, and that's where SWISS 
LIFE and its Network Partners come in, 

We alone offer the Swiss Life Feeling that 
makes so much ofa difference: typically Swiss 
expertise in insurance and money manage- 
ment. Plus a unique combination ofinnovative 
ideas and secure investment policies. Prag- 

matic, dependable and perfectionist. Right 


. down to the last detail. Right around the world. 
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;Kuo Hua Life; Tha Hand: Bangkok Life; United: 
icor/7 The Guardian; Ven ezuela: La Metropolitana. 






Contact Swiss Life's Zurich headquarter 
or your local Swiss Life Network . a 


today. The Swiss Life Feeling means} 























you can count on getting the most at 








employee benefit plans. And not just lo E 
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| xembourg: Swiss Lif 

Zealand: Colonial mutit 
South Africa: Southern Li 
Kingdom: Swiss Life; 




















TRAVEL WELL. 


Travelling over long distances can 













(o upset the balance. of: a fine wine. 







Turning a fine B Boideaux into a 






vin ordinaire. 


To avoid this we pick out o; 





the very best wines. 







From the famed Ch áteaux - 





Bordeaux and Estates of Gr axes, i 


ui. 


our First and Executive Class: 










perturbed by a long ghe. Ané 







lose their — when F 


35,000 feet. 














will complement all our f our courses | | 





perfectly. D 
No matter how far from home (o 

the wines have travelled: s | 
And to start you off on the right : | 

note, a glass or two of ligh dy chi NS 


French champagne to whe 







appetite before dinner. . 





Proud to welcome you aboard ee 
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See Minolta copiers at 


Australia \eé-Australia Lid 89 Tulip St, Cheltenham, Vic, 3189 Phone 581-1111 

New Zealand Viko Holdings Ltd Broadway, Newmarket, P.O. Box 220, Auckland 1 Phone: 08: 449 

Hong Kong Minolta Hong Kong Lid. A 208. 2/F. Eastern Centre, 1065 King's Road, Quarry bay Phone: 5-361 
Singapore Minolta Singapore (PTE) Lid. | Teban Gardens Crescent, Singapare 2260 Pt K 
Thailand Bangkok Business Equipment Autamátior [ td 109/8284 Vipawadee Rangsit Road, (At Suthisarn Fly-Dver), Bangkok 10400 Phone: 271-0213 (5 line 


you in the dark. 


you a color in between. 





The new Minolta EP4300 with 30-com speed makes two- 
color copying faster and easier than ever. Its Simul-Color I] 
function lets you create a two-color copy with as many as 
three sections in one quick scan. 

In fact, with Simul-Color II you can copy in black, copy in 
color or even erase with a single scan. Just slide the two 
Simul Levers to divide your copy's image into sections, 
select a copy/color/erase pattern and press the Print Key 
Perfect copies in black plus a color choice of red, blue, sepia 
or green are that simple and fast. 

What's more, this copier remains surprisingly compact 














even when fully equipped. With productive functions like 
Quadruple Zooming Power, Automatic Duplexing, Page-By- 
Page Copying, Image Shift and Frame Erase 

So contact your Minolta distributor about the new EP4300 
with Simul-Color II 


Minolta. The simplicity of intelligence. 


SP ASOO 


LTD 





MINOLTA CAMERA CO Reprographic Product Operations 13, 2-Chome Azuchi-Machi. Chuo-Ku. Osaka 54 pon 
Toiwoan Sonic Office Machines Corp 10th Fl, No 120. Sec. 2. Chien-Kuo North Rood Taipei 10433 Phone: (0?) 505-0013 
Philippines Topros Inc  Topros Bldg . Banawe Cor Atok Sts Quezon City, Metro Manila Phone: 73244-21 711-41 13, 71-4H5, 711-41-83. 71-85. 71H87. 71-41-89 
ethodex Infres Lid. B-/F-] Mohan Cooperative Industrial Estate Mathuro Rood. New Delhi 10 044 Phone 636043 
India Methodex Ud E g pe is D 
Pakistan Allied Equipment Lid. First Floor, Nelson Chambers. 11 Chundrigar Road, G.P.O. Box 680, Karachi] Phone 219338. 210146 


Bangladesh 


Brothers International Lid 


National Scouts Bhaban, inner Circular Road, Kakroil Dhaka. GPO Bo 


X767 Phone: 400042. 404929 


For those who will not settle for second 
best, there is only one name. 
The name that connoisseurs and 





collectors have come to know and admire 


as the ultimate in watchmaking. 
For Audemars Piguet have been creating 
the finest mechanical timepieces since 1875. 
Today, these masterpieces remain 
unchallenged. And so it will be in the years 


£ 


to come. 











The Automatic Chronograph, the Perpetual Calendar and the Automatic Tourbillon. 


a unique performance in micro-mechanical watchmakine 





Audemars Piguet 


Audemars Piguet & Cie S.A., 1348 Le Brassus, Switzerland 





FOR THOSE WHO HAVE ACCESS TO 
THE FINER THINGS IN LIFE. 
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INTER:CONTINENTAL 
HOTELS 


Its where you gowhen you ve arrived. 


FOR THE UNCOMPROMISING BUSINESS TRAVELLER WHO SEEKS A DISTINCTIVE HOTEL EXPERIENCE 




































. "portant to Japan's well-being, MITI is deter- 
. mined to turn the tough new international 
. environmental rules to the country's com- 
: advantage—just as it did when 
uddenly raised emission standards 
usts, By seizing the technological 
japanese carmakers were even bet- 
P red for America's stringent re- 
< quirements than Detroit—and expanded 
their share of the American car market as a 
result. Now for a chlorofluoroencore. 





: ‘American steel 
Plea bargaining 


WASHINGTON, DC 


S executives gathering in Washing- 
VJ ton this week for the annual meeting of 
€ American Iron and Steel Institute ought 
.. tbe happy. After horrific losses in the early 
~~ 1980s, they clocked up profits of around $2 
billion in 1988. Production and employ- 
ment both rose (see charts). And thanks to 
"voluntary" restraint arrangements (VRAs) 
. introduced in 1984 that limit imports from 
29 countries, iniport penetration fell to the 
VRA target of around 2096 —indeed, many 
countries shipped less than their quota. Yet, 
like a healed cripple who will not throw 
away his crutches, the industry is still urging 
President Bush to fulfil his campaign prom- 
ise to renew the VRAs when their five-year- 
period expires in September. 

Steel companies blame "unfair" im- 
ports for the decline of their once-mighty in- 
dustry. There is no doubt about the decline. 
In 1946 America produced over half the 
world's steel. Today its share is less than 
10%. A recent book, "And the Wolf Finally 
Came" by Mr John Hoerr, vividly describes 
. ghost factories and empty streets in the Mo- 
ongahela and Allegheny valleys which 
-«i&et at Pittsburgh and where steel employ- 
ment has fallen from a peak of 80,000 to 

fewer than 4,000 today. But even a steel 
 sympathiser like Mr Hoerr puts much of the 
blame on poor management, awful labour 












habit of looking to price rises, not better 
productivity, as a source of wage increases. 

CC Industry executives claim that the sear- 
ing experience of the 1980s has changed 


| their ways. They now expect to supply steel - 


to American car producers for $100 less per 
. ton than their Japanese rivals charge Japa- 





_ renewing the vras? With five arguments: 
- € Other countries still subsidise their steel 


industries unfairly. Extending vRAs will en- 


` courage them to stop; dropping them would 

be unilateral disarmament. True, some EEC 
members and developing countries are fool- 
ishly pouring subsidies into their steel indus- 
- tries. But America is not pure either: tax 
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ith the electronics industry so im- 


.— relations, bad investment decisions and the — 


. nese carmakers. How, then, can they justify 





breaks, pension assistance and R&D grants 
have proliferated. And vRAs cover countries 
that subsidise lightly or not at all as well as 
those that subsidise heavily. That hardly en- 
courages countries in the second group to 
join the first. 

e If the VRAs were dropped, steel companies 
would file anti-dumping cases against im- 
ports. This prospect led President Reagan to 
negotiate the VRAs in the first place. But 
other countries' practices have improved 
since 1984, so fewer of them could now suc- 
cessfully be accused of dumping. And a case 


would have to demonstrate substantial . 


harm to the company filing it—which, as it 
happens, the VRAs have prevented. 

@ The industry needs one more respite to 
complete its restructuring and cost reduc- 
tion. It has indeed made progress in the past 
decade. But that was largely because profits 
had collapsed. Now that they have recov- 
ered, pressure to cut costs has fallen away. 
One big company, Bethlehem Steel, has just 
agreed to restore pay concessions extracted 
in the early 1980s which reduced wage costs 
by 8%. The settlement may add a further 
20% on top of that over the next four years. 
Others may follow Bethlehem's star. Yet 
steelworkers already earn around 6096 more 
than other American manufacturing work- 
ers. And American steel labour costs (in- 
cluding benefits) of $26 an hour are higher 
than Japan’s ($21), West Germany’s ($20) 
and Britain’s ($16). More competition, not 
more protection, is what is needed to close 
the gap. 

@ The industry claims that vRAs have not 
damaged other industries even though they 
have allowed steel producers to raise prices. 
The price evidence is hard to interpret, but a 
recent International Trade Commission 
study reckons that vRAs have led to fewer 
exports and higher imports of steel-contain- 
ing goods totalling a net $4 billion a year. 
And if steel-users are not suffering from im- 
port restraints, how can the industry be 
benefiting from them? 


. While import restraints may not now be 


necessary, a downturn in the market is on 
the way—-and the industry will then need 
shielding from unfair competition. It is not 
clear why steel should be selected for special 
protection. But in any case the right re- 
sponse should be to raise efficiency and 
lower costs to match, say, South Korea's. 
Mini-mills that pay. workers less, have no 


unions and are more efficiently run than in- 


tegrated producers have captured a third of 
the American market. — 

The Bush administration has vet to 
make up its mind, though the president's 


election pledge means that vras will be kept 


in some form. Representations are flooding 
in from lawyer-lobbyists in the capital— 


which one lobbyist describes as the only 


booming steel town in America. Mrs Carla 
Hills, the president's trade representative, 
promises an innovative renewal of the vRAs 





that does something to help steel users 
well as steel producers. | 

Her best bet would be abolition, 
ond-best would be to renew the vRAs foi 
two years, allowing quotas to increase gra 
ally, and to exempt "good" countries. 
as Japan, South Korea and West Germa 
which have the lowest subsidies. Th 
increase competition for the America 
industry, benefiting both consumer 
producers. Steel users would get che 
steel, Producers would be forced to imy 
efficiency. 


















GATT | 


Bashing Americ 


RADING partners of the United Sta 

are tired of what they see as a credibil 
gap in America’s trade policy. The gap 
most obvious in the negotiating roo 
the General Agreement on Tariffs. 
Trade (GATT) in Geneva, where A 
insistence that GATT's disputes proce 
be strengthened is being undermined b 
blithe attitude to GATT’s own rules. ~ 

Even the compulsively diplomat 
speaking out against America. M 
Hatano, Japan's chief negotiator: 
whose discreet skills were honed wh 
dling the foreign press in Tokyo, ha: 
licly criticised America's refusal to acce 
ruling against its handling of patent 
fringement cases. Last November a GA 
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panel agreed with a complaint from the Eu- 
ropean Community that section. 337 of 
America's Tariff Act discriminates against 
non-American patent-holders. At four 
GATT council meetings since then, the 
Americans have blocked the report's 
adoption. 

Many countries see this intransigence as 
part of America's aggressive new trade pol- 
icy which, will be spearheaded by the prior- 
ity hit-list of unfair foreign trading practices 
that Mrs Carla Hills, the American trade 
representative, will present to Congress by 
the end of this month. (And note Mrs 
Hills's contribution to our letters page this 
week.) Japan is almost certain to be on the 
list. The American administration will also 
decide by the end of this month what retalia- 
tion it will take against Japan for refusing to 
give Motorola access to radio frequencies 
for the company's mobile telephones in the 
Tokyo-Nagoya corridor. If America retali- 
ates, Japan will appeal to GATT. 

America would be unwise to rely on Eu- 
rope as an ally in its trade rows with Japan. 
The long-running dispute about European 
government subsidies to Airbus has flared 
up again. The Americans reckon that the 
West German government's offer to help 
Daimler Benz's purchase of Messerschmitt- 
Bólkow-Blohm, which owns 37.996 of Air- 
bus, shows that European governments are 
still too fond of subsidies. The Europeans 
angrily counter that much of Boeing's R&D 
is subsidised by the Pentagon and that, any- 
way, Boeing increased its market share last 


year. European officials fear the renewal of 


this squabble is a sign that Washington will 
put the EEC on the hit-list along with Japan. 

Developing countries are also fed up. 
Only after months of dilly-dallying did 
America agree to allow a GATT panel to look 
at its retaliatory measures against Brazil for 
that country's failure to respect drugs pat- 
ents. The panel is almost bound to find that 
America acted wrongly. 

Eternal optimists argue that the number 
of disputes now at GATT, or on their way 
there, shows the system is working well. But 
then along comes Canada, America's largest 
trading partner. It is leading a protest by a 
large and diverse group of countries upset 
that America has done nothing to remedy 
wrongs identified by GATT some time ago. A 
GATT panel decided in 1987 that America’s 
environmental-super-fund tax on oil im- 
ports was an unfair trade barrier. Six 
months later another GATT panel decided 
that America’s customs user-fee was also a 


trade barrier. Despite frequent promises of 


action from the office of the American trade 
representative, nothing has been done. This 
month Canada threatened retaliatory ac- 
tion against America unless the super-fund 
tax is removed. And all this less than a year 
after Canada and America signed a much 
bally-hooed free-trade pact. 
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Italian transport 


| abours of 
Hercules 


ROME 


HEN two of Italy's top private-sector 

managers agreed last year to take on 
the formidable jobs of turning around the 
country's creaky, state-owned rail and air- 
line industries, it looked like either heroism 
or hubris. There is no longer any doubt. It 
was hubris. 

Both Alitalia and the state railway net- 
work are strike-ridden, badly managed and 
inefficient. Last July Mr Carlo Verri left the 
top job at Zanussi, a white-goods maker 
owned by Electrolux of Sweden, to become 
chairman of Alitalia. Then in December Mr 
Mario Schimberni, after his triumph of re- 
viving and then selling off the state holding 
in the Montedison chemicals group, agreed 
to be boss of the railways. Both men have 
run into a wall of opposition. 

Mr Schimberni was appointed by the 
government in the wake of a damaging cor- 
ruption scandal which had forced the previ- 
ous railways chairman and board to resign. 
His immediate brief was to come up with a 
plan to relieve the government of the bur- 
den of huge subsidies. Last year alone the 
government coughed up 9.9 trillion lire 
($7.6 billion) to cover railway operating 
losses, and nearly 6 trillion lire for capital 
investments. Never short of ideas, Mr 
Schimberni dismayed everyone by offering 
three alternative five-year plans. 

He also made it clear that the happy 
days of political patronage and sweetheart 
deals with suppliers would end. He has 
alarmed the unions by saying he wants to 
cut 50,000 jobs from the railways’ 226,000- 
strong payroll. Italy's transport minister, Mr 
Giorgio Santuz, is id unhappy about 


ws 
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Quicker by pigeon 


Mr Schimberni's decision to drop plans for 
high-speed train links between Italy’s big cit- 
ies. Mr Schimberni says the railways must 
first try to boost their meagre 1296 share of 
total goods traffic and to improve their abys- 
mal efficiency. He also insists that, unless 
the government grants him greater auton- 
omy than is offered in legislation proposed 
by Mr Santuz last month, he will quit. 

Mr Schimberni's prudence may owe 
something to Mr Verri's unhappy experi- 
ences at Alitalia. Mr Verri's appointment 
was part of a campaign by Mr Romano 
Prodi, the chairman of ini, Italy's state-con- 
trolled industrial-holding group, to replace 
political hacks with professional managers. 
But after arriving at Alitalia Mr Verri found 
that real power still lay with two managing 
directors left over from his predecessor. 

As a result, Mr Verri has spent nine 
frustrating months struggling with the air- 
line’s worsening labour relations, while 
other priorities, such as the renewal of i 
aging fleet and radical improvements in cu 
tomer service, have been ignored. The com- 
pany's problems are reflected in its perfor- 
mance: profits last year were down 21% to a 
derisory 52.5 billion lire ($40.3m) on a turn- 
over of 3.3 trillion lire, and the company 
paid no dividend to the private shareholders 
that hold 2096 of its equity. This year's fig- 
ures are expected to be worse. Mr. Verri has 
also failed to stem the decline in Alitalia's 
share of international traffic. 

Mr Verri's torment could be eased, if 
only temporarily, by iri’s decision this 
month to give him full executive powers and 
a single managing director, Mr Giovanni 
Bisignani, the 43-year-old head of interna- 
tional relations at IRI who enjoys Mr Prodi's 
support. The appointments, a tactical suc- 
cess for the embattled Mr Prodi over a 
crowd of meddling politicians, may be his 
last victory at IRI; his mandate expires at the 
end of October. 
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PE’S newest Wirtschaftswunder is 
anding a little too fast for comfort. 
al GDP is likely to grow by nearly 
ae is year, outpacing its EEC partners for 
— the third year running. In the mid-1980s 
. Spain’s Socialist government opted for a 







bold dash for growth in order to rebuild the - 


country’s creaking infrastructure and to give 
Spanish companies a running start before 
< an expected onslaught of foreign compe- 
tition after 1992. That strategy has suc- 
`: ceeded. In a vote of confidence, foreign in- 


vestors continue to pour money into Spain, - 
helping to create a booming business cli- - 


mate and sorely-needed new jobs. 


Unhappi y, as the usual price of break- 


( — ck growth, Spain's current-account defi- 


"and its prices are both rising uncomfort- 


ably fast. “I am worried not about where we 


are, but about bow quickly we got here," 
says one government official. And he is wor- 
ried "not about this year, but next year.” 


Yet there are still plenty of optimists left - 


in Madrid. Spain's trade minister, Mr 
Apolonio Ruiz Ligero, concedes that bal- 
ance-of-payments problems have halted 
Spain's economic growth repeatedly over 
the past 25 years. This time, he argues, there 
is no need to panic. "Now we are managing 
to combine high growth with a large com- 


mercial deficit, thanks to a strong inflow of - 


capital. Why should we shut down the econ- 
omy in order to fix a deficit which can be 
paid for anyway?" asks Mr Ligero. 
The inflow of foreign capital is needed. 
Last year, for the first time since 1983, 
. Spain's tourist and remittance receipts were 
not enough to offset its trade deficit. That 
left Spain with the biggest current-account 
q ficit in the EEC after Britain's and (proba- 
xay) Italy's. Mr Carlos Solchaga, the eco- 
nomics minister, reckons this year’s deficit 
could hit $8 billion, more than twice 1988's. 
It will probably be more. The $3.3 billion 
deficit in the first three months of 1989 was 
greater than in all of 1988. During that pe- 
 tiod import volumes grew by almost 20% 
while export volumes grew by a modest 596. 
There are excuses for the surge in im- 
ports. About a quarter of all imports are 
capital goods and go to feed Spain's domes- 
tic investment boom as its industries retool 
and restructure. Imports of capital goods 
have increased by 2796 in value this year. In 
real terms investment grew by 1496 a year in 
1987 and 1988 and shows no signs of slack- 
ening. Companies’ order books are 5% 
. fuller than a year ago, and factories are run- 
ning flat out. But Spaniards are also eager to 
spend some of their new-found wealth. Im- 
ports of non-food consumer goods have 
~ grown by 38% in value this year. 








money into the country along- 





Ominously, tourist receipts are no 
longer growing. Though the number of visi- 
tors has risen by 5.6% in the first quarter of 
1989, their spending has not increased in 
dollar terms. Tourist income could even de- 
cline if the chronic labour disputes at Ma- 
drid's Barajas airport scare visitors away. 

Both tourism and exports have been 
hurt by the strength of the peseta. Between 
September 1988 and early May it has risen 








by about 596 against the dollar and 796 


against the D-mark, despite Spain's worsen- 


ing trade deficit. The high interest rates 
needed to restrain Spain's inflation rate are 
driving the peseta up. | 
Consumer prices are rising at around 
6% annually. Because inflation has also 
worsened in the rest of Europe, Spain's rela- 
tive position has improved. At the end of 
1988, Spanish inflation was 1.7 percentage 
points higher than that of the EEC as a 
whole; at the end of March, only one point 
higher. But some of socialist Spain's anti-in- 
flation measures, like Thatcherite Britain's, 
have been painful. 
Three-month interest rates 
in Spain, now almost 81296 in 
real terms (ie, above the rate of 
inflation), are nearly five per- 
centage points higher than 
West Germany's and almost 
four points above Britain's. 
High interest rates have at- 
tracted a flood of speculative 


side the long-term investment, 
putting still-more upward pres- 
sure on the currency. Such 
pressure can disappear as 
quickly as it came. Fortunately, 
central-bank reserves in April 
were $43 billion—five times 


. With the increased traffic. 
growth without killing it altogether. Des 


months of the year. Demand is booming 


options left. The government has b 








the level of this year’s likely current-acci 
deficit. Yet pessimists say that Spain’: 
serves could melt away in the face of a 
sudden loss in confidence. EE 

g d 












Too-rapid growth is also creatin 
mestic bottlenecks, exacerbating politi 
tensions after six years of almost placid s 
bility. Though unemployment (despite a 
cent improvement) remains the EEC's hig 
est at more than 18% of the labour for 
skill shortages are cropping up, especially o: 
good managers. Spain's partly state-owne 
telecoms monopoly, Telefonica, has hired 
foreign workers to catch up with a grov 
backlog of orders for new telephone lines. 

The price of housing is rising as a boor 
ing construction industry struggles to 
up with soaring demand. Even in And 
cia, where unemployment is 2896, the 
struction industry is short of skilled 4 
ers. Spaniards bought more than Im 
last year. Neither city streets nor the 
try's nascent motorway network can c 





















































































All this leaves Spain's policymaker 
quandary as they seek to restrain too-ra 








higher interest rates, credit to the pi 
sector grew by some 18% in the fir 


jobs increase and salaries rise. The gove 
ment cannot do much about rising pri 
sector wages. Relations with the 
unions are at their lowest ebb since the. 
cialists took office in 1982. E 

A tighter fiscal policy is one of the fe 


spending too much trying to meet politi 
explosive demands for more-generous $ 
programmes, while still investing in ov 
infrastructure projects. On May 12th 
ever, Mr. Solchaga announced a Pras 
billion ($950m) cut in government spen 
for the year (one-third of it in planne 
vestment) as well as an increase in corp 
tax expected to pull in some Ptas 135 
lion. Mr Mariano Rubio, governor of 
Bank of Spain, says he will keep money: 
throughout the year, even if inflation eb 
bit. That is bad news for exports now 
for investment in the long run. 

Many Spanish econor 
argue that joining the ex 
change-rate mechanism of 
EMS would be the surest wa 
strengthen the governme 
hand in its fight against in 
tion. Spaniards say they 
join "as soon as possib 
which most observers rec 
means before 1992, Wit 
nomic and. monet. 
likely to dominate t 
pean summit in Madri 
end of June, the tempta 
may be to join the EMs soo 
rather than later. 
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Chairman & Chief Executive, 


George Turnbull comments, "Our 


Motors activity continues to be one of 


the great strengths of the Group. 

“We have the benefit of a highly 
experienced and motivated manage 
ment team and franchises in over twenty 
countries, representing a greater range 
than any other independent retailer or 
distributor of motor vehicles. 

“We have also benefited from good 
performances once more from the 


marketing and distribution of Con 


sumer and Industrial goods. .. Inspec 


tion and Testing has continued to 


grow in an encouraging fashion 


and has taken an increasingly 


important place in the Inchcape 


s 














1988 RESULTS 


PROFIT BEFORE 
TAXATION 


UP 2/9 


FROM 116.2m to 147 7m 


EARNINGS PER SHARE 


Te) 


FROM 18 ip to 24 ip 


DIVIDEND 


UP 37% 


FROM 6 75p to 9.25p 





nchcape 





. |Itwasnt only our motors 
at delivered 
formance. 


portfolio. ..Shipping Services has again 
performed well and Buying Services 
has continued to grow. 

“Group operations are in three 
key areas of Services, Marketing & 
Distribution and Resources... Each 
business stream must be capable of 
meeting our growth ambitions and of 
making a substantial contribution to 
Group carnings. We are becoming 
increasingly focused on businesses 
that have the potential to be com- 
petitive on an international basis? 
For a copy of our 1988 Report 

and Accounts please write to 

Diana Le Lievre, Inchcape plc, 

St. James's House, 23 King Street, 

London SW1Y 6QY. 


THE INTERNATIONAL SERVICES 


AND MARKETING GROUP 
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Even harder times for Wall 
otreet and the City 


(EEN any smiles on Wall Street or in the 
City of London recently? If so, they must 
belong to bankers, the only financiers nowa- 
days making a decent living (from a revival 
in corporate lending). In both America and 
Britain stockmarket turnover has been dis- 
mal; fewer companies are raising money 
from the stockmarket; and fewer large take- 
overs are going through. Only in Japan's 
ever-buoyant market are the basic financial 
businesses of corporate finance and equity 
4 ding still booming, allowing even recent 
^ vals in Tokyo, such as Britain's Barclays 
de Zoete Wedd, to make money. 
Moreover, do not be hoodwinked by 
the. statistically healthy Eutobond market. 
Although new-issue volume in the first 
quarter was a record $63 billion (40% up on - 


the first three months of 1988), few dealers - 


or underwriters are profitable and fewer are 
making the returns on capital that their par- 
ent companies demand. They stay in the 
game hoping for a lucrative co-management ` 
position in a Japanese equity-warrant deal— 
and in the belief that when the good times. 
come again they will recover their losses. 
They are counting on other firms quitting 
first and the market reverting to an oligop- 
oly. Although some firms, such as Chemical 
Bank, have formally given up and others, 
such as Hambros Bank have scaled back, | 
more— perhaps as many as a quarter of the 
firms still active—will have to go if the mar- 
ket is to recover its balance and profitability. 
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Overcapacity is not peculiar to the Eu- 
robond market. Almost all the basic finan- 
cial markets on both sides of the Atlantic 
have too many traders. The volume of busi- 
ness in the stock and bond markets is too 
low to feed them all. London's share turn- 
over has fallen from a pre«rash £51 billion 
($84 billion) a month to £30.5 billion in 
April. At those levels, losses among Lon- 
don's market-makers and brokers total at 


least £500m a year. 


The story is much the same in New 
York, where turnover more than halved, to 
$115 billion a month, since the crash. True, 








business in the New York markets picke 
on May 12th, when lower-than-expe 
producer prices for April indicated that 
American economy might not need h 
interest rates to slow it down. The pro 
sent America’s most successful fina 
market this year—Treasury bonds—sc 
ing. The bellawether long bond rose 2 
points and pushed its yield down to 8.85% 
The Dow Jones industrial average was a 
pumped up 56 points and the volume « 
shares traded on the New York Stack E: 
change rose to over 200m that day. Even s 
it is only the eighth time this year that tl 
market has managed to trade 200m or moi 
shares. Unless Wall Street can sustain th 
perkiness, profits will still be hard to con 
by. | 

The real worry for investment bani 
and financial firms is that the demand fo 
their more lucrative services—new equity.i 
sues and takeover advice— is also starting t 
dry up. In the first four months of this y 
America raised a mere $4.4 billion in com 
mon stock for companies. In the same p 
riod of 1988 the total was $10 billion. Th; 
is hitting investment banks’ corporate- 
nance fee income. (Typically, new issues i 
America produce fees of 2%.) It is also dam 
aging other parts of their business. With 
new issues there is less for the rest of an “i 
tegrated financial conglomerate" to sell an 
trade. E 

The picture is even bleaker in Bri 
Leaving aside the National Freight Cons 
tium—one of the earliest British buyo 
and one which sought no new money w 
it was listed on the stockmarket in Febri 
ary—only five new issues have come to th 
London stock exchange in the first quarte 
of 1989. Another eight companies came e 
ther to the Unlisted Securities Market or 
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ues raised a little under £30m. That is a 
re 1% of the amount raised for compa- 
s in the final quarter of 1988 when Brit- 
h Steel and a mobile-telephone company, 
acal Telecom, made their stockmarket 
ebuts. "ow 
© Things are unlikely to improve much in 
ie second quarter; the next big company to 
float-on the stockmarket should be Abbey 
National. Although its offering of new 
shares will be underwritten -by pension 
funds and insurance companies, the build- 
ing society (which aims to become a bank) 
hopes to raise the bulk of £500m in new eg- 
uity capital from its existing depositors and 
borrowers. 

© The business of mergers, acquisitions 
and buy-outs is lucrative. (Minorco's unsuc- 
ssful £3.5 billion bid for Consolidated 
old Fields, for example, cost the two com- 
anies £50m in various fees.) But that busi- 
s is also beginning to slow down. In the 
t quarter of 1989 completed British take- 
rs amounted to only £3.6 billion com- 
wed with £6.1 billion in the first three 
onths of 1988. Apart from buy-outs for 
agnet, a kitchen retailer, and possibly 
ateway, a food retailer, the cupboard looks 





n America as well the takeover boom is 





YT IS usually wise in investment to go 
A the opposite way, to the herd, but 
most mavericks have never guessed quite 
how wise. Mr Bruce Lehmann, of Co- 
umbia University and America’s Na- 
ional Bureau of Economic Research, has 
ust made a study of betting against the 
short-term trend on the stockmarket. 
The result? Annual investment gains of 
about 6096. 

. Mr Lehmann programmed his com- 
-puter to create each week an imaginary 
portfolio consisting of two parts: (a) 
“short sales of those American shares that 
had outperformed their market’s average 
<z in the previous week, weighted according 
to the extent of the out-distancing; and 
(b) outright purchases—with the cash 
gained from short sales—of a weighted 
portfolio of shares that had 
underperformed, With remarkable con- 
sistency, this portfolio yielded an average 
return (before deducting commissions) 
-of about 1% a week. 

The snag for contrary investors is that 
he portfolio needs to be adjusted each 
week, which means that anyone playing 
«the game in the real world would see his 
rading profit eaten up by brokers’ com- 

issions. Mr Lehmann reckons that in 
sractice his strategy is profitable only for 





running out of steam, Shame: M&A f 


What goes down... 
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ten run to 5-10% of a deal's value. The slow- 
down is partly because the markets are still 
digesting the $25 billion takeover of a to- 
bacco and food company, RJR Nabisco, 
made at the end of 1988 by Kohlberg Kravis 
Roberts, an investment firm that specialises 
in large leveraged takeovers. The banks 
which supplied the bulk of the funds have 
been selling off to smaller banks the loans 
they underwrote. Only then will they be 


àble to make new loans. 


The prospect of coping with the $4 bil- 
lion in junk bonds needed to finance the RIR 
Nabisco deal has also been bothering the 
junk-bond market for most of the year. In- 
vestors have been preferring American 
Treasury bonds to junk; that increased the 
yield gap between junk bonds and Treasur- 
ies from 3.6 percentage points at the begin- 
ning of 1989 to four at the end of April. In 
the event the sale of the $4 billion of junk 
bonds for rr Nabisco was completed on 
May 12th—a day when almost any stock or 
bond found a buyer. With that over, the 
backlog of deals that American investment 


banks have to work through is perhaps a 
third or a half of the figure at the start of the 


year. Without any more, the books could be 
cleared by the summer. 
Most investment banks and big finan- 


those big enough to negotiate commis- 
sions of 0.1-0.2%. 

Some institutional investors do trade 
as cheaply as that, and have been using 
similar strategies for years. Investment 


bankers at America’s Morgan Stanley ^ . 


buy the big losers of the past few hours, 
rather than the past few weeks. Aetna 
Capital and Rosenberg, both American 
mutuaLfund managers, offer investors 
funds which, like Mr Lehmann's model, 
play “short-term reversals” 
(jargon for betting against the 
trend). And Mr Lehmann 
notes with some satisfaction 
that the body which manages 
his and other American aca- 
demics’ pension funds has 
profited from a contrarian 
strategy. | l 

Mr Lehmann ’s results chal- 
lenge the assumption underly- 
ing most modern financial the- 
ory—that markets price shares 
accurately and efficiently, so 
that past movements are no 
guide to future ones. Now that 
his report has been pub- 
lished—after he declined a 
fund manager’s offer to buy all 
the copies—how long before 





es of- cial firms had been « 


E consoling the 5 
with the thought that fees from corporate- 
finance deals would continue to subsidise 
trading losses and provide products for 
other parts of their businesses. In London 
this is becoming increasingly unlikely. In- 
vestment bankers say that fewer small firms 
are counting on coming to the stockmarket. 
The companies believe that private deals— 
either a sale to another firm or a manage- 
ment buy-out—are easiér ways of raising 
cash than seeking a quotation on the stock- 
market. —— | 

America's experience is similar. Invest- 
ment banks, such as Morgan Stanley, are in- 
creasingly relying on large investments in le- 
veraged buy-outs for their profits. Providing 
products for their traders and salesmen to 
buy and sell is unprofitable and out of fash- 
ion. The fewer financial products they have 
to distribute, the smaller the staff they will 
need. Once again it will be the traders and 
salesmen who will bear the brunt of d ` 
sackings; but some of the idler and bett 
paid. corporate financiers are also nervous 
about getting their marching orders. Expect 
another batch of layoffs, maybe a total of 
5,000 in London and New York, before the 
slack days of summer get much closer—and 
more later, if things don't pick up. 











the rush of smart traders squeezes out 
the proht? In theory, efficient markets 
should do this quickly. But early drafts of 
Mr Lehmann's research have been 
around since 1986. 


























[| cash or gold. Last year more than 





REED A UA E E I E ena enna ne a ae tM etc eq ee M i a Rd 


n unce back—but not far 


OPPING like lead, gold has fallen 
m- almost $500 an ounce in No- 
nber 1987 to around $370 now. One of 





- the main reasons has been the prolifera- 


tion of gold loans in the past three or four 
years. In these deals, a gold mine borrows 
the yellow stuff from a commercial bank 
which is holding it on behalf of an inves- 
-tor or central bank. The goldminer then 


E sells the borrowed metal for cash, which is 


used to develop a new mine. 

The idea is that production from the 
new mine is used to repay the bank in gold 
when the loan falls due in three or four 
years’ time. The advantage for the mine is 

that gold loans carry a low, fixed interest 
“rate (up to 3%), payable in either 


20 companies arranged gold loans 
worth at least $5 billion. 

Gold loans have helped to in- 
crease the supply of gold, especially 
from Australian and North Ameri- 
can mines, and to depress the price. 

. For example last year, thanks to a 
combination of gold loans and tax 
breaks, Australian gold mines may 
have produced 130 tonnes of gold, 
exceeding the previous record out- 
put of 119 tonnes set in 1903. In- 
creased production has neutralised 
the effects of strong (and unex- 
pected) bullion-buying from Japan 
and Taiwan. On some estimates, 
these two countries bought 800 
tons (or 3596 of the total supply of 


| gold) in 1988. 


‘Gold bugs argue that the depressing ef- 
fect of gold loans on the metal’s price will 
not last. Many gold mines took out the 
loans and mortgaged around 90% of their 

future production, thus limiting the 


. amount that will, in future, spill on to the 
"open market. The gold miners’ heavy 
-. mortgaging of future production has also 
left them vulnerable to engineering and 
p geological problems. 


Smaller and more speci n gold 


^ miines. are notorious in North America for 
“overestimating the amount of gold they 
have either found or can extract. Even 


large mines are prone to do this. So far 
this over-optimism has resulted in the de- 


. fault of only one gold loan—an $8m 


Lloyds Bank deal for the Ketza River mine 
in the Yukon in Canada. The mine was 


I 50%-owned by a subsidiary of Amax 


Gold, a large and experienced American 
mining company. But bankers are bracing 
themselves for more defaults. Canadian 
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: falling almost $100 in the our 18 months, the price of gold is set 





and North American deals look most 
likely to come unstuck. 

That could help the gold market in 
two ways. Since the banks themselves 
have usually borrowed gold to lend to a 
duff mine, they will want to replace it by 
buying gold from the market to restore it 
to its original owner. | 

Another bonus from problems with 
gold loans will take longer to come 
through. The more defaults on the loans, 
the harder it will be for smaller North 





American mine companies to finance ex- 
ploration and development of new gold 
mines. Their other main source of fr 
nance—speculative issues of shares on 
smaller stockmarkets such as Vancouver 
or Denver, usually aimed at private and 
gullible investors—has effectively been 
closed to them since the stockmarket 


. crash in October 1987. 


Lack of finance might reduce the sup- 
ply of gold. In any event, it will concen- 
trate prospecting and development 
among the bigger mining companies. 
These companies can finance their search 
for gold from retained earnings. Since 
they already have working mines, they 
might prospect at a slower pace, in order 
to try to keep up the price of the gold they 
are mining. 

The other reason that On ee with 
gold loans could help the metal’s price is 
more technical. The companies that have 
taken out such loans may choose to repay 
them early. For example, Newmont Min- 








ing borrowed and sold forward Im our 
of gold last year when the price was clos 
to $450 an ounce. 

By buying gold in the market now ahd 
using it to repay the loan, Newmont could 
lock in a profit of over $80 an ounces: 
the price of gold continues to fall, t 
temptation for Newmont and others to do 
so will be even stronger. 

In the short term, many analysts think 
that the gold price will fall another $50 or 
so before bouncing back towards $400 
again. Even at that price, shares in a lot of 
the newer producers in North Americ 
such as Homestake and Battle Mountain 
would look over-valued. Although these 
companies can produce gold for less than 
$400 an ounce, they will still not give in- 
vestors a reasonable return. If the price of 
gold falls to, say, $320 an ounce, these 
mines are barely covering their costs. To 
make, say, a 6% return on their invest- 
ment, the gold price would need to rise to 

(and stay at around) $1, 000. 
ounce. x 
The most tempting gold shares 
appear to be the long-out-of-favot 

. South African stocks. American: 
Sstitutional investors who are su: 
ceptible to pressure from trustee 
have dumped these. shares. A: 
South Africa withdraws from Na 
mibia and appears to be more con 
ciliatory, these investors are beg 
ning to look at Johannesburg 
mining shares again. 7 
Since the stockmarket crash in 
October 1987 some South Africa 
shares have fallen by almost 70% 
Until late last year these companie 
had been bailed out by the fall 
the rand against the dollar. Sinc 
their costs were in rand, any fall i 
the South African currency offset t 
lower price their gold fetched on. th 
world market. : 

That is changing as the. rand m: 
against ‘the dollar—but that is forci 
companies to cut costs. The mines’ hea 
est cost is labour. Often South Africai 
mines provide subsidised accommoda 
tion, medical care and meals for their. 
workers. The cuts mean that companie: 
such as Gencor are making condition: 
bleaker for their black workers just as 
South Africa's reputation in America. is 
beginning to improve. ' : 

The longer-term prospects for the gold. 
price look duller. Barring a crisis, either 
financial or political, in the next couple oi 
years which sends panic-stricken i investo 
into gold, the price is unlikely to 
much above $400. The trouble witt 
is that it is never consumed. High rDr 
and shortages tempt Joe (and Joseph 
Public to flog. their irae and 
jewellery. The habit won t ‘t change. 



































































FINANCE 
The dollar 


Every which way 
but down 


ANY economists have been puzzled 
by the dollar’s strength this year. But 
there was no doubting why it soared to 


- DMI.98 (its highest since December 1986) 


and ¥139 on May 17th. The news that 
America's visible-trade deficit was only $8.9 
billion in March, compared with an ex- 
pected $10 billion-10.5 billion, made the 
dollar irresistible. 


eth 





The figures suggest that the deficit is still 
shrinking, albeit slowly. In the first quarter 
the deficit was $27.4 billion—its lowest 
since the fourth quarter of 1984, and down 
from a peak of $38.6 billion in the third 
quarter of 1987. Exports seem to be holding 
up better than expected, rising 1696 in the 
year to the first quarter, compared with a 
696 rise in imports. In the short term the 
firmer dollar will help to shrink the trade 
deficit by making imports cheaper; the 
longer-term danger is that American goods 
will become less competitive. Most forecast- 
ers expected the deficit to widen again next 
year even before the dollar's recent bounce. 

Only one thing is more impressive than 
the dollar's current strength: the ingenuity 
of economists in explaining its every move, 
always after the event, of course. In recent 
weeks some red-faced economists who had 
previously been forecasting that the dollar 
was set to fall have lost their nerve and 
found reasons why the dollar's rise makes 
perfect sense from the point of view of eco- 
nomic fundamentals. 

If necessary they turn old arguments on 
their head. For example, until a few weeks 
ago, strong growth—and hence the expecta- 
tion that inflation and interest rates would 
rise—was given as a reason for the dollar's 
strength. So why has the dollar continued to 
rise when the latest figures suggest the 


98 


American economy is slowing? Because 
slower growth means inflationary pressures 
have eased—which is bullish for the dollar. 

The recent strength of the dollar has 
also won a surprising number of converts to 
the purchasing power parity (PPP) theory of 
exchange rates. This says that goods and ser- 
vices should cost the same in all countries 
when measured in a common currency. The 
snag is that the PPP—the exchange rate that 
equates prices—is difficult to judge. Its lead- 
ing advocate, Professor Ronald McKinnon 
of Stanford University, last year estimated 
the dollar’s PPP at around DM2.05 and 
¥180. These would now be slightly lower, 
because America’s inflation rate is relatively 
high. Goldman Sachs puts the Preps rather 
higher, at DM2.43 and ¥185. On a more an- 
ecdotal test the dollar was clearly underval- 
ued by the end of 1988—as any visitor shop- 
ping in America could tell you. On this 
basis, even after a rise of 12% since the be- 
ginning of the year, it still is. 

Critics argue that the PPP points to an 
equilibrium that might happen in the long 
run, but not before. They maintain that the 


wre i = py mmy AU 3A $3 


dollar needs to fall to less chan its PPP to cut 
the trade deficit. And since it needs to, this 
thinking goes, before long it will. Expect to 
hear more of this if (when) the dollar starts 
to fall. Careful econometric analysis suggests 
that this is likely to happen just when most 
economists are starting to say it never will. 
Remember 1984 and early 1985: economists 
who had long been betting on a fall in the 
dollar started to change their minds and ar- 
gue that the dollar's strength reflected the 
new-found vitality of the American econ- 
omy after President Reagan's supply-side 
medicine. Their print-outs were still warm 
when the dollar started to slide. 

The dollar has shrugged off all central- 
bank intervention in the past couple of 
weeks. It may take a narrowing of interest- 
rate differentials to hold the currency down. 
Washington seems unworried by the rise of 
the dollar, and so until the Fed is convinced 
that inflation is falling it is unlikely to cut 
interest rates. But expect the Bank of Japs 
and the Bundesbank, both becoming ne 
vous about domestic inflation, to raise their 
interest rates soon. 





Insider trading in Europe 


A daft draft 


FTER disappearing into the bowels of 
the European Commission last No- 
vember, a draft directive that attempts to co- 
ordinate insider-trading regulations across 
Europe has just re-emerged. Anxious to 
make its mark at the European Commis 
sion, Spain is pushing hard to get the direc- 
tive through to the Council of Ministers by 
the end of its presidency in June 1989. But 
sloppy drafting may kill its efforts. 

Several countries including Britain are 
worried by the commission's definition of 
inside knowledge as price-sensitive informa- 
tion that "is inaccessible or not available to 
the public". This is far too wide. Most coun- 
tries trying seriously to tackle insider trading 
have settled for a narrower definition, 
happy to allow case law (and further legisla- 
tion) to widen it where necessary. 

According to the commission's inter- 
pretation, an investment analyst, whose re- 
search, say, shows that a company will 
profit from a new technological 
development, possesses inside in- 
formation. If his firm then deals 
in the shares of the company, it 
would also be liable to prosecu- 
tion. Market-makers could get 
caught in the same net. 

The nonsensical defi- 
nition threatens to spike 
other activities too, like 
stabilising the price of a f v 
new security. To level 
out volatile price move- 


Up the pole at the European Commission 


ments, underwriters often buy and sell 
newly-issued stocks or bonds in the “grey” 
market, the period before payment for the 
securities is received. But as these operations 
affect the securities’ price, an underwriter's 
intention to stabilise (in the EEC's way of 
thinking) constitutes inside information. So 
if the underwriter buys or sells without mak- 
ing a public announcement, he is trading on 
inside information. Similarly, a company 
buying another's shares as a prelude to an 
as-yet-unannounced takeover bid would fall 
foul of the law. 

Another bone of contention is the cou. 
mission's view that legislation should apply 
to companies as well as individuals. In the 
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LAS corporatii ons have e ex panded. o Anda pt 
their operations gl globally, the greater the ba nking approach may not 1 
range and complexity of their financial either. en 
needs have become. 










But it's Chase's unusually. 










250 much so that only a handful knit combination of both commercial and 
of financial institutions can now offer investment banking experti se that allows - 


anything like the full range of services that 
are required. 


us to deliver the most appropriate fi nancial 
Sun ion; the one that's right for you 












We also offer either 
directly, or through wholly-owned 
Subsidiaries, all manner of : 
supporting financial 
services. 

From foreign exchange. fund 
management, market making, securities: 3 ; 
underwriting and trading to in formation. : 
Services de livered through Chase’ sady | 

| data networks. 
















Fewer still are able to deliver 

those services through a financial services 

network that encompasses the globe. 
Thats why many of the world's 





























: We can wot k wit 
| on mergers and acqui sition 
equity underwritin ng Zand 
leading corporations and institutions have placement as well as advise 
turned to Chase on other complex corporate finance 

Because Chase is at home in Issues, or on the. pac Kaging. erf finan 
almost every cot intry where they do even the largest scale projec | d 
business. And we can gM | 








This means we are uniquely pee MOM best to 
placed to handle their cash flows and to Rete M. | risks. Ux 
assist them not only in every maior Asian the maximum returns on your iriv estab} 
market, but in every major market around surpluses. | MI 
—M | Chase's total global banking’ 
But just as important as the capability integrates size, international | 
depth and range of our services is the way network and highly specialised industry 


knowledge with the broadest 

range of commercial and 

investment banking products. 
Its what sets 





in which Chase delivers them. us apart from other major financial 
In particular, there will always institutions 


be times when a finance problem is And it certainly simplifies your = 


beyond the scope of a commercial bank choice of where to turn. 





Fit further ojometa pide igas wur Chase Relatori Nüandier-—. 





— T 


Breathtaking by day. Electrifying by night. The view from The Westin Stamford, Singapore 


Westin Hotels in Asia: 
Hong Kong: Kowloon Shangri-La * Manila: The Westin Philippine Plaza « 
Singapore: The Westin Stamford & The Westin Plaza * 
Seoul: The Westin Chosun « Pusan: The Westin Chosun Beach » 
Westin Hotels in the USA, Canada and Mexico 
reservations, call the Westin Hotel in your city or your travel consultant 
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Fast. Staying Westin. 


Whoever said it's tough at the top obviously hasn't stayed 
Westin in Singapore. The Westin Stamford, tallest hotel in the world 
no less, with its megaview of the city clear across to the Straits of Malacca. And 
ate-of-the-art amenity 


Westin Plaza with its exceptionally spacious rooms and every st 
at the crossroads 


The 
for the business traveller. Two outstanding hotels side by side 
of the business and tourist districts. Both, in their own Way, 
the height of luxury in Singapore. 


IHE PEOPLE AND PLACES OF WESTIN. WESTIN 


Caring-Comfertatle- ( HOTELS & RESORTS 





KLM's worldwide network. Stretchin 
across continents. Linking more than 140 dest 
nations in 76 countries. 

With friendly, reliable service — in th 


air and on the ground. 





Helping the business traveller make the 
sht connections. 


Test us, try us, fly us. oseo 


Reliable Airline KLM 


. Royal I Dutch Airlin Airlines - 
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commission's version, this would even make 
the directors and managers of a company lia- 
ble to prosecution if one of their employees 
deals on the basis of inside information. 
Even senior officials who did not know of 
the transaction could find themselves ap- 
pearing in court. 

The commission seems to think that the 
best cure for insider trading is to eliminate 
inside information. So the Eurodraconian 
draft instructs companies to inform the pub- 
lic immediately of "any circumstance or de- 
cision" likely to affect their share price 
significantly. 

Those who do not want to share their 
corporate secrets with all and sundry can in- 





form the domestic authorities—usually the 
local stock exchange—instead. Stock ex- 
changes, though, are horrified at the pros- 
pect of having to safeguard lots of price-sen- 
sitive information. 

In whatever form the directive is eventu- 
ally translated into law, life for Europe's shy- 
sters is unlikely to be made too hard. The 
real difficulties in rooting out insider trading 
are the attitude of the courts and getting to- 
gether enough evidence to make a case stick. 
Some judges still treat insider trading as a 
gentlemanly misunderstanding rather than 
a crime. Until courts in Europe get tough 
and start sending financial crooks to prison, 
nothing much will change. 
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Japanese financial deregulation 


Into the doldrums 







Y SQUABBLING among themselves, 
Japanese banks have missed the winds 
that could have wafted them into the lucra- 
tive commission-earning waters of the se- 
curities business. On May 26th the finance 
ministry's financial systems research coun- 
cil—the advisory body on reforms that 
would let banks enter the brokerage busi- 
ness in Japan—issues its final recommenda- 
tions. Because of the banks’ in-fighting and 
the lack of consensus, the council will half- 
heartedly suggest two ways to reform. Nei- 
ther is likely to be implemented. 

One suggestion would, in effect, scrap 
Article 65 of the Securities and Exchange 
Law, which has separated broking and 
banking in Japan since the end of the second 
world war. Banks would be allowed to set up 
brokerage firms as wholly-owned subsidiar- 
ies. (At present, they are restricted to 5% 


Banks battle with banks, not brokers 
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stakes in securities firms.) At the same time, 
securities houses could open up banks. Al- 
ternatively, banks and brokerages would be 
allowed to form investment banks for han- 
dling corporate finance (eg, underwriting 
bonds). These new banks would be limited 
to wholesale and large-lot business with in- 
stitutional clients and government bodies. 

The big problem is that each of Japan's 
four main banking sectors (city banks, long- 
term credit banks, trusts, and mutual and re- 
gional banks) wants something different 
from financial reform. The most vocal—the 
big city (ie, national commercial) banks— 
are demanding nothing short of full- 
blooded universal banking as practised in 
Europe. Meanwhile, the securities industry, 
which has more to lose than gain from the 
changes, has been refusing even to discuss 
financial reform. 





FINANCE 


What should the finance ministry do? 
"Nothing," say the securities firms. Even Ja- 
pan's four biggest brokerage houses (No- 
mura, Daiwa, Nikko and Yamaichi) doubt 
their ability to fend off the fat city banks, 
with their large distribution networks, 
should they start muscling into the retail 
broking business. A bigger fear is that finan- 
cial reforms could bring lower commis- 
sions—or, worse, an end to fixed ones. 

Yet the finance ministry knows that, 
with the trend towards globalisation in se- 
curities unstoppable, too much is at stake to 
allow the industry's own internecine battles 
(not to mention the ministry's) to bring fi- 
nancial reform to a grinding halt. Deregula- 
tion will proceed, but henceforth it is likely 
to be biased towards the brokers. 

For the banks that is bad news at a bad 
time. With more and more of their corpo- 
rate clients turning to equity financing in 
place of bank loans, their own fund-raising 
costs rising sharply and margins being 
squeezed by competition and the need to 
meet the Bank for International Settle- 
ments' 896 capital-adequacy requirements, 
Japanese banks are in for a troublesome cou- 
ple of years. 

From June, the task of hammering out a 
way of letting the banks, brokerage firms 
(and insurance companies) enter each oth- 
er's fields will be turned over to the minis- 
trys Securities and Exchange Council. It 
has already reviewed the proposals from the 
banking side's financial systems research 
council and made dozens of alterations. The 
securities council will start by asking 
whether banks really ought to be in the se- 
curities business anyway. 

The betting is that financial reform in 
Japan is now becalmed. And the banks will 
now count themselves lucky if they get so 
much as a whiff of the brokerage business 


they are after before 1992. 





Swiss mortgages 


Avalanche 


ZURICH 


S SWITZERLAND on the brink of a 

property crash? Although only 3096 of 
the Swiss own their own homes, Mr Rolf 
Nef, an investment analyst at Industrie- und 
Handelsbank Zurich, reckons that mortgage 
debt at the beginning of 1989—SFr 330 bil- 
lion or $173 billion—is equivalent to 11896 
of gross national product, compared with 
11396 in 1987. In Britain, where about 6096 
of homes are owner-occupied, mortgages are 
equivalent to a comparatively modest 6596 
of GNP. 

There have been good reasons why the 
Swiss have been willing to go deep into debt 
buying property. One is the modest cost of 
borrowing; the other, property prices, 
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sich te risen re and leds for as 
long as most can remember. Mr Nef has 
tracked land prices in the canton of Zurich 
alongside the growth in mortgage debt. Un- 
-surprisingly the two have soared side-by- 
side, rising on average 10% a year since 
-1960, although, as in Britain, the strongest 
upward spiral has occurred in the past three ' 
'to four vears. The Swiss worry about land 
shortages, just as they worried about energy 
“shortages in the 1970s. 
os Developable land around Zurich cost 
-cSFr20 per square metre in 1960. A buyer 
would now count himself lucky to pay only 
 SFr1,500 a square metre in a decent area. 
An old house in a good Zurich suburb 
^would cost around SFrim. 
- . Switzerland's big three banks—Crédit 
Suisse, Swiss Banking Corporation and 
Union Bank of Switzerland—have become 
“more aggressive lenders as the traditional 
~ providers of mortgage finance, the cantonal 
dus have retreated in the face of soaring 
house and land prices. At the beginning of 
989, Union Bank of Switzerland, the big- 
gest of the three, had 4096 of its total loan 
book in mortgages. 
Few gnomes in Zurich would back the 
cantonal banks' caution. They predict Swit- 
'tland will suffer a crash in property values 
when the economy next goes into recession. 
he trigger may be higher interest rates; 
Swiss mortgages are normally floating-rate. 
The Swiss franc has become one of the 
weakest of the world's major currencies. It 
has fallen 3696 from its high against the dol- 
lar of SFr1.27 at the end of 1987; the D- 
mark has fallen 2496, the yen 1496. The 
weakness of the currency is due partly to 
capital flight caused by a A erosion 
in Swiss banking secrecy and partly to con- 
cerns about rising inflation, already at 2.6%. 
‘Mr Felix Zulauf, an investment pundit at 
Lurich-based Clariden Bank, reckons that 
nflation, aggravated by imported price rises 
aused by a weakening currency, will peak at 
% before the economy goes into recession. 
— This would mean much higher mort- 
age rates, which Switzerland’s big three 
banks recently raised to 6%. Those hurt will 
‘not just be highly-geared home-owners. 
- Most rents in Switzerland are informally in- 
- dexed to the mortgage rate. In practice, this 
means that when the mortgage rate goes up 
"$0, too, do rents. 
If 6% seems low to British home bor- 
rowers who currently pay nearly 14%, it is 
near record levels for the spoilt Swiss. The 
-post-1945 peak in Swiss mortgage rates was 
6.5% in 1981, when dollar interest rates 
were nearer 20%. Mr Zulauf reckons that 
the Swiss mortgage rate will soon rise to 
Te —and probably go higher. Three-month 
Swiss franc Euromarket rates are already 
1.2596, 25 basis points (hundredths of a per- 
‘centage point) higher than comparable D- 
mark rates. 


International Stock Exchange 


Wakey, wakey 





Member firms of London’s International Stock Exchange are really to 
blame for its present troubles 


OR an organisation where a morning 

greeting can usually pass muster as a full 
and frank discussion, London's Interna- 
tional Stock Exchange (ise) has the makings 
of a lively debate. The exchange's 28-strong 
ruling council meets on May 22nd to decide 
whether two confidential reports on propos- 
als to reform the isE's system for trading 
British shares should be aired publicly. The 
exchange's chairman, Mr Andrew Hugh 
Smith, had hoped that the reports would be 
broadly complementary and not too contro- 
versial, in which case they would have been 
rubber-stamped by a normally sleepy coun- 
cil. In fact, they contradict one another. 

The first report is the result of five 
months’ work by an ISE committee chaired 


by Mr Nigel Elwes of Warburg Securities. It 


backs the principle of continuing to use 
SEAQ, the exchange’s screen-based market 
with competing market-makers, as a central 
focus for trading. The committee raises ten 
issues it feels need to be considered to create 
a more transparent and central market. 
Even though the most contentious is 
whether market-makers should be assessed 
regularly to ensure that they are sticking to 
their obligations, the report has taken pains 
to avoid recommendations. It simply wants 
to lay the ground for a public debate. 

The second report was commissioned 
by Mr Hugh Smith in March from the con- 
sultancy bit of an accountancy firm, Touche 
Ross, at the insistence of his two deputies, 
Mr Peter Stevens and Mr Stanislas 


Yassukovich. It was meant to provide an in- 
dependent balance to the Elwes report. In- 


fact, it completely overturns (and overshad- 


ows) the thorough, if unambitious, Elwes re- 


port by demanding an uprooting of the cur- 
rent quote-driven market, the scrapping of 





the distinction between market-makers and 
brokers, and the introduction of an order- 
driven market (ie, where brokers merely 
pass orders to specialist trade-matchers, as 
in New York and Tokyo). 

That will be music to firms such as Mr 
Yassukovich's Merrill Lynch and the biggest 
agency broker, James Capel, who complain 
that the current market-making system (and 
the exchange itself) favours an oligopoly of 
old jobbing (ie, wholesale) firms. They are . 
likely to line up behind the Touche reporta 
the council meeting. Tempers are runnin 
high: senior exchange staff accuse Mr | 
Yassukovich of abusing his position as dep- - 
uty chairman by sponsoring the Touche re- 
port, and so fostering dissent between mem- 
ber firms. 

In their report "Maintaining a Ce 
Equity Market", the Touche Ross co 
tants reckon that the diffusion of orders 
around a large number of competing mar- 
ket-makers. (which is how the London sys- 
tem works) harms the function of a central 
market. So, they say, does the absence of a 
central limit-order system, where buy and 
sell orders are advertised for all to see. The 
consultants say that a central point through 
which all orders are matched would provide 
a more transparent. market, and one where 
the participants need less capital than now. 

But the report bears the marks of haste 










and inexperience. For one, it implies that a 
central limit-order system is. incompatible 
with a. quote-driven market, which is not 


true. And it confuses the role of London’s 
market-makers by saying: ^... the most im- 

privilege of a market-maker is the 
“to quote a two-way price on the 
“Wrong: that is market-makers’ ob- 
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eturn, such as an exemption from paying 
stamp duty and the right to borrow stock. 

~ Members of the Elwes committee feel 
that, after remaining low-key, they have 
een undermined by the more blustery Tou- 
che document. Other senior staff at the ex- 
ange, however, reckon that both reports 
ghlight the isE's awful parochialism. The 
ports forget that the ISE is not just a do- 
estic market. As well as British equities, 
the exchange presides over the world's larg- 
est market for foreign shares (ie, those 
traded away from their domestic exchange), 
with 500 listings. On some days, the busi- 
ness in overseas shares, done on a screen- 
based service called sEAQ International, 
early matches that in domestic ones. 
With the onset of a single European 
arket for goods and services after 1992, 
vere ought logically to be no distinction be- 
veen the ISE’s domestic and foreign equity 
rkets. "Every equity is foreign to some- 
e around the world,” says one interna- 
nalist. Yet different trading systems and 
es serve the two markets. The exchange's 
mestic and international divisions and 
ommittees ought sensibly to merge. Power- 
vested interests within the ISE have so far 
pt them apart. 





obson’s option 

ndon’s traded options market (LTOM) is 
lso feeling unloved. It was barely consulted 
out the domestic-equity committee's 
york, and the possible impact on the deriva- 
es markets. Further, another report, 
iose existence some exchange officials still 
leny, written by the head of the isE's op- 
ions committee, Mr Geoffrey Chamber- 
ain, admits that the traded options market 
. . has failed over its 11 years to match the 


A € NE of the small thrills for Sassenachs 
M. in Scotland is to buy their short- 
bread with good old-fashioned dirty 
pound notes instead of new-fangled 
pound coins. Soon it may be no more. 

The three Scottish clearing banks have 
- theunusual right to issue their own notes, 
< which circulate alongside Bank of Eng- 


England in 1984 replaced its pound notes 
with coins, the Scots chose not to do so. 
Royal Bank has £45m ($75m) of pound 
notes in circulation, Bank of Scotland 
. £14m and Clydesdale £9m. 

—. Now Bank of Scotland, which has is- 


cided to stop. So has Clydesdale. Once 
"their stocks have been exhausted, only 
» Royal Bank will be left issuing notes of this 
denomination. | 

. . Some Scottish nationalists are enraged 








Awa' with grubby notes 


land notes and coins. When the Bank of 


sued pound notes for 285 years, has de- 


pet 


indeed to capitalise on its underlying market 


and time-zone potential." 

This report criticises the market's lack 
of autonomy in matters of policy and fi- 
nance, as well as the isE's ignorance about 
options. (It points out that only one of the 


.28 council members knows anything about 


options.) Mr Chamberlain's document does 
not go so far as to call for a complete break- 
away from the stock exchange. But it does 
ask, plaintively, for more authority: "LTOM 
simply wishes the ISE to allow it to develop 
into a market of which both can be proud." 

Many member firms are quick to criti- 
cise the exchange's secrecy and the lack of 
co-operation between its constituent bits. 
And they complain that the isE's 1,500- 
strong technical-services department is a 
world apart, dreaming up new and expen- 
sive products which nobody wants, such as 
the £60m ($100m) plan for a paperless set- 
tlement system for British equities. 

To its credit, this department's (Maoist- 
sounding) Way Forward committee has just 
come up with a welcome blueprint for unify- 
ing the complex mass of systems used for 
trading, matching and (eventually) settling 
transactions in the four markets that the ex- 
change oversees (domestic and foreign equi- 
ties, traded options and gilts). Yet all the 
committee's talk of "seamless webs" annoys 
some member firms, who say that it was the 
exchange who created the seams in the first 
place. They argue that this blueprint is just 
another example of stock-exchange imperi- 
alism, which entails further, unnecessary 
costs for members. 

If so, members have only themselves to 
blame. Few of the City's biggest firms have 
bothered to ensure that the stock exchange 


by this surrender to English fashion. The 


two banks say they fear the new Bank of | 


England £5 note, which will be much the 
same size as a Scottish pound, will cause 
confusion. They also find that, with infla- 
tion, £1 notes are increasingly treated as 
small change, and become crumpled and 


grubby. Royal Bank has recently rede- ,.. 


signed its pound note to be 
smaller and on tougher paper. 

Another reason for the 
switch is that Scottish custom- 
ers tend to prefer notes to coins. 
So the banks build up surpluses 
of coins. Only Royal Bank has a sizeable 
network of retail branches south of the 
border to help offload them. 

Printing your own money has, not sur- 
prisingly, some advantages. While English 
banks have to pay the Bank of England for 


supplies of cash when they receive it, even 


























is pursuing the right goals with the rig 
management. Ten years ago, the exchange 
was a tightly-knit organisation with a strong - 
ruling council acting like a company's execu- 


tive board. Now the council, which meets - 


once a month, contains a lot of dead wood, 
because few firms put their top men up for 


election. Those heads of (mainly foreign) 


firms who do sit on the council generally 
keep their mouths shut during meetings. As 
a result, power has devolved to the ex- 
change's executive, headed by Mr Jeffrey 
Knight, and to the heads of the multiplying 
practitioner-based committees within the 
exchange. , 

That power has this month been re- 
inforced by Mr Hugh Smith's decision to 
form an executive council which will take 
management responsibility between full- 
council meetings. Given the moribund state 
of the full council, such a move makes sense. 
But it threatens to concentrate further the 
exchange's authority, and thus distanc 
even more from its members. 

The solution to the ISE’s woes requires 
little more than a commitment from its 
members. The chief executive of one of the 
City's biggest securities houses complains 
that his representative on the council does 
not bang the firm's drum. Answer: that 
chief executive, plus the heads of all Lon- 
don's other biggest firms, should put them- 
selves up for election to council. Council 
meetings should then take place every two 
weeks instead of every four. And the coun- 
cil, not the individual stock-exchange com- 
mittees, should forge the vision which the 
ISE badly needs. One council member says 
that it has not had a true debate since Big 
Bang in October 1986. | 


if it sits in their tills earning no interest, 
Scottish banks pay only when their notes 
are put in the hands of the public. They 
also were granted, back in 1845, a “free 
issue" which did not have to be covered 
with the Bank of England. But that issue 
has not increased since and is now worth 
only around £2.5m-—a pittance against 
the total Scottish issue of all notes of 


about £1 billion. 
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T APAN is not just an exporter of cars and 
video-recorders; it is becoming an ex- 
porter of ideas as well. As the charts show, it 
is no longer merely a borrower of other peo- 
; technology. The first chart maps trends 
he way Japan's businesses buy foreign 
tecnnology—through licences, patent fees, 
royalties and the like. Payments made by Ja- 
pan have risen over the past 
two decades (from $2.7 billion 
in 1970 to $3 billion in 1985 in 
‘constant prices) But in the 
1980s Japanese firms have also 
.. begun to earn handsome sums 
- in the same way. In relative 
terms, receipts rose far more, 
. from $373m to $898m in 1970- 
. 85. (Japan also now spends less 
- of its research and development budget on 
~ foreign ideas.) 
The second chart displays some trends 
in the American patent system. In 1975 
6596 of new patents in America were for the 
inventions of Americans; 996 were for the 
work of Japanese inventors; 81296 Germans; 
and 742% British and French inventors 
combined. In the following decade Ameri- 
~ share fell by ten percentage points, to 
. than 55%. West Germany's share rose a 
bit, Britain's dropped a bit, and the French 
stayed much the same. Japan's 
slice more than doubled to al- 
most 1996. Japanese inventors 
now own more new patents in 
America than those from Brit- 
ain, Germany and France. 
Where does the Japanese 
technology go? The table, pro- 
duced by. matching patent 
classes. with standard industrial 
Classifications, offers some 
. clues. By.1985 Japanese inven- 
tions accounted for 2096 of 
new ceramics patents, 2396 in 
- primary metals, 26% in com- 
. munications equipment, 3096 
< in aircraft and their parts, and 
33% in office-computing and 
= accounting machines. 
^ Admittedly, patents—and 
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Who are the copy cats now? 


As Japan's eos) catches up with America's, scientific knowledge has - 
beg oth directions. As a result, governments in both 
America must look for new ways to promote their science 


the earnings from them and their kin—are 
crude measures of how technologically ad- 
vanced a country is. Take the payments, for 
example: as Japanese firms have invested 
abroad in the 1980s, they have used royal- 
ties and patent fees to repatriate profits from 
their plants overseas. That accounts for at 
least some of the move towards balance. 


be treated with caution. Some 
of the industry-sector figures 
(aircraft parts, for instance) are 
suspect, because it is hard to 
link industrial and patent 
classifications. | Nevertheless, 
Japanese patents are cited 
more often than average in 
later patents—which is reck- 
oned a good indicator of how useful an in- 
vention turns out to be. 

Whatever the problems of measure- 
ment, the direction of change is clear. It is 
also clear that the change is fast. Buying 
technology was necessary to help Japan de- 
velop in the 1950s and 1960s. As the coun- 
try s technological prowess grew, those im- 
ports became less important. In several 
areas—textiles, chemicals, iron and steel, 
motor vehicles—Japan already enjoys a sur- 
plus in royalty and fee payments. In short, it 


US patents granted 
te inventors ‘000s 


by place of origin 
at 3000 


77777 Payments 





apan 


Patent figures, too, should. 





































is becoming an exporter of technologica 
ideas. | 


The Model T revisited | 
Do not lose perspective. America still ha: 
more scientists and engineers, spends m 
on research, and publishes more scien 
papers than Britain, France, West Germ 
and Japan put together. Yet the flow of t 
nology is changing direction—from Japa 
instead of to it. There are two main rea 
why. 

@ Riches. After the second world war Am 
ica dominated the world’s human and ca 
tal resources. In the 1950s its command o 
technological resources began to reflect tha 
fact. Since then the rest of the world h: 
been catching up, first in Europe and late 
in Asia. Japan's growth has been the most 
startling. Japanese national income per he 
in 1968 was a mere 3096. 
America's; by 1988, it 
grown to 12096. 

€ Priorities. Japan has pour 
money and men into R&D. TI 
number of scientists and eng 
neers per 10,000 people h 
risen steadily since the ear 


1969, By 1986 Japan 
higher proportion of its | 
lation engaged in R&D 
“America did. Since the e 
1970s Japan has also s 
more of its national income 
non-military R&D - 
America. l 
There is another thin 
The distinction between tw 
parts of manufacturing—de- 








ign nd production—is breaking down. 
For the second time in the twentieth century 
the first was the arrival of mass-produced 
cars in the 1920s), the process of production 
calls for just as much technological expertise 
as does the design of a product. For in- 
ance, a dozen or so firms around the world 
have designed prototype four-megabit dy- 
namic random-access memory chips, which 
. will be the next generation of computer 
memories: the few that manage to perfect 
.the production process will own a secret 
worth billions of dollars. Production tech- 
- nology is what Japanese companies are espe- 
-cially good at. Luckily for them, it counts for 
< far mote in the 1980s than it has done for 
half a century. 


























































Overcoming the island spirit 


Quick though it has been to acquire techno- 
gical prowess, Japan is slower to send its 
ew knowledge abroad. One simple reason 
r this is the complexity of the Japanese lan- 
age. Relatively few westerners have mas- 
d it—leaving much of Japanese science a 
istant secret (see box). More than ten times 
many Japanese scientists leave home to 
tudy than arrive in Japan from abroad. It 
es not help that Japan’ s big national uni- 
‘sities, with reputations for research, are 
art of the civil service and do not admit for- 
igners as faculty members. 

^ Much of Japan's liveliest work is done in 
rporate laboratories, where staff are hired 
rediately- after graduation and linger un- 
hey retire, There is little of the mobility 
at marks many science careers in the 
est. Who—outside an inner circle of 
ecialists—could name Japan's equivalent 
f the West's best pure-research centres, 
uch as AT&T Bell Laboratories in New Jer- 
ey, or CERN, the particle-research centre 
at Geneva? Something similar is true of 
ore down-to-earth commercial technol- 
gies. Although Japanese firms send staff 
oad to pick up expertise in the research 
partments of foreign companies—around 
OO. are at Boeing in America, for 
ample—few foreigners ever penetrate Jap- 
inese laboratories. 

^... Japanese companies are undoubtedly re- 
-Tuctant to let their technological secrets fly 
“the coop. Just as reluctantly, though, they 
are starting to change. Paradoxically, it is 


:the fear of protectionism that has overcome 


WASHINGTON, DC 


da 
j 

FTER the humiliation of Russia's 
| Sputnik launch in 1957, the Ameri- 
| can government gave its own space pro- 
| gramme a big kick. It also began to trans- 
| late Russian scientific journals. Many 
| Washingtonians think something similar 
| should be done to counter the "threat" 
| from Japan. Americans know little about 
research in Japanese laboratories. That is 
| only partly because of secretiveness. It is 
| also because Americans fail to make use 
| of available information. 
There are probably fewer than 1,000 
| American scientists who speak Japanese. 
| And years of technological superiority 
| have made American managers think of 

fact-finding trips abroad as little more 
than paid holidays. More seriously, al- 

though the benefits of finding out about 
| some piece of Japanese technology would 
| often outweigh its cost to industry as a 
| whole, sometimes no single firm will find 
| it profitable to do the leg-work. Hence 
| the calls for government help. 
| A paper by Dr Christopher Hill of 
| the Congressional Research Service, 
| written 18 months ago, offered some 
| rough calculations of what various op- 


their reluctance. In Asia, Japanese firms 
have been forced to swap technology for ac- 
cess to markets. The subsidiaries of Japanese 
companies and joint-venture partners from 
Bangkok to Taipei are using Japanese tech- 
nology to make everything from steel to 
semiconductors, from cars to computers. 

In America and Western Europe the 
picture is more subtle. To avoid import quo- 
tas and high tariffs, Japan’s companies have 
invested far from home. Intended or not, 
the result is a significant transfer of technol- 
ogy. Take the car business. When Ford set 
up an American-based joint venture with 
Mazda, it subcontracted some transmission- 
manufacturing work to the Japanese com- 
pany. Even though Mazda employees 
worked from the same blueprints, they 
churned out better parts. Both firms worked 
to the same engineering tolerances, but the 


Translate ! thine enemy 


Japanese technical journal: $1m a year 





tions might cost. 
e lake airmail ee. to every 


(there are about 10,000 of them), Trans- 
late thern all into Engl ish: $80m a year. 
(But it would take 1,000 full-time transla- 
tors. America does not have that many.) 
@ Send two engineers in each of 20 speci- 
alities to visit five locations abroad; get 
them to publish reports of what they saw: 
$2m. Send 100 researchers to Japanese 
universities or laboratories: $5m a year. 
e Give tax credits for such things as 
translation and Japanese consultants: 
$50m a year. Set up ten automatic-trans- 
lation research programmes: $10m. 
The National Science Foundation 
has begun to send a few scientists to Ja 
pan. In other respects, progress has beer 
ied Some information-brokers are 
doing well selling raw or processed news 
about Japanese technology. Others have 
gone bust. One of the three that closed 
down in 1988 was the American Elec- 
tronics Association's newsletter on Japa- 
nese electronics. When the AEA wrote to 
17,000 of its members advertising the | 
newsletter, it got just 21 orders. 
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accuracy of Mazda's machining was higher 
than specified. 

A similar tale comes from Britain. 
Nissan's plant in Washington, near Newcas- 
tle, is shaking up the local car industry, not 
with new-fangled equipment brought over 
from Japan, but because Nissan has mas- 
tered the management of its manufacturing 
process. 

Or consider the steel industry, where 
Japanese continuous-casting techniques 
giving America’s sluggish producers : 
ideas. (In continuous casting, metal is pro- 
cessed more as it would be on a production 
line, instead of being made in single ingots 
that have to be rolled.) National Steel is 
half-owned by a Japanese company; Kawa- 
saki Steel has bought Armco; several other 
American steel companies have sae ven- 
tures with firms from Japan. As a result, Ja- 
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Young's Worki Money 
Forecast is one of the 
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| between government and business was crucial for success. 

The government set priorities, virtually controlling the finan- 

1 cal system in order to encourage the desired industrial 

-: Structure and growth plan. Nevertheless, the actual growth 
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“pan earns more than six times as much in 
technology fees and royalties in the iron and 
-steel industry than it pays out. 

— So much for brawny businesses. In the 
- brainy ones, Japanese firms are forced to be 
open with their technology for a different 
'eason: the high costs of market entry. It can 
:ost several hundred million dollars to set 
up.an advanced chip-manufacturing plant, 
ind not even the biggest Japanese electron- 
cs firm dares go it alone. Hitachi is selling 
[exas Instruments the secrets of how to 
tack semiconductors on a single silicon 
hip, not out of altruism, but because it 
needs Texas Instruments' expertise in other 
reas, such as software. 


Remember Maudsley's lathe 

uch developments are all very well, a 
apanophobe might say, but who did the ba- 
ic research for these technologies in the 
itst place? 

. True, America, and probably Western 
Europe too, are striding comfortably ahead 
-of Japan across the fields of basic (ie, pure) 
research. But it is not so long ago that Euro- 
peans levelled against America the com- 
plaints that Americans now aim at Japan. At 
the Great Exhibition of 1851 British indus- 
trialists strolling around the Crystal Palace 
n London were horrified at the quality of 
the latest American guns. Unfair, they said. 
he dastardly colonials were using a British 
idea (a new lathe designed by a Mr 
Maudsley) to mill weapons with greater pre- 
cision than the British. Then they had the 
- cheek to sell Britons the fruits of their own 
- basic research. Later, Britain made similar 
complaints about radar, penicillin, polyes- 
ters, computerised-tomography medical 
scanners—and much more. 

In Japan, as in America in its time, basic 
research is proving a more delicate flower to 
cultivate than the hardier plants of indus- 
trial R&D. Japan produces less than 9% of 
-the world's scientific literature compared 
with America's 35%. And the share of Japa- 
nese R&D spending devoted to basic re- 
search actually declined in the first half of 
the 1980s, from 1596 to 13%. 

Here, too, there are signs of change. The 
structure of university research in Japan re- 
mains largely unreformed: the curriculums 
still encourage people to learn by rote, not 
to think for themselves; professors are still 
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promoted according to seniority rather than 
brains. But private companies are beginning 
to set up more imaginative research labora- 
tories, where employees are encouraged to 
think beyond the next Walkman model. 
One such is Canon’s laboratory at Atsugi, 
opened in 1985, which employs 300 people 
to do largely ruminative work on artificial 
intelligence, fibre-optic technology, new ma- 
terials and electronics. It is structured more 
on (relatively) free-thinking American lines 
than as a rigid Japanese hierarchy. 

Private firms alone cannot transform 
Japanese research. That will take a new ap- 
proach to government intervention too, as 
some Japanese civil servants recognise. No 
longer can the Ministry of International 
Trade and Industry (art) and the semi- 
nationalised telephone company, NTT, mar- 
shal temporary consortia to zoom in on 
handpicked research programmes. The tele- 
phone company is  now—at least 
nominally—a private firm and MITI is not 
the dragon it was. The industries over which 
it once held sway (largely by controlling the 
allocation of capital in the 
1950s) were the heavy ones, 
like steel and shipbuilding, 
that are now in relative de- 
cline. The new industries— 
semiconductors and biotech- 
nology—have no tradition of 
obeisance to MITI. 

Hauling in technology 
from abroad and spreading it 
on domestic industry like imported butter 
was the old challenge for Japanese policy- 
makers. The new one is to raise the quality 
of basic research in permanent organisa- 
tions (not short-term groupings like MrTi's 
ad hoc consortia). And bureaucrats are not 
the best people to decide where to direct 
such research. | 

Nevertheless, progress has been made. 
The telecommunications ministry has a Key 
Technologies Programme that has seeded a 
few permanent research centres. So has the 
ambitious — "fifth-generation" computer 
project (which was announced as a great 
leap forward in artificial intelligence and so 
far is little more than an arthritic hop). 
Where short-term government projects con- 
ünue, they are for the first time being 


opened to foreign companies. IBM is collabo- 


rating with. ten Japanese firms on an educa- 
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tion-ministry project to develop a distrib- 
uted parallel processor. Four foreign 
universities have joined the Hayashi sub- 
atomic-particle project run by the Science 
and Technology Agency. 


The enemy within? 

Oddly, American policy-makers are looking 
towards Japan's 1960s-style consortia just 
when Japan is turning away from them. ~~ 
example is Sematech, a collection of A 

can firms, partly financed by the federal gov- 
ernment, which is supposed to bring Ameri- 
ca's computer-memory makers back into the 
market from which Japanese firms drove 
them in the mid-1980s (largely by investing 
more and charging less) —— | | 

Yet Sematech excludes foreign compa- 
nies from its co-operative research. Given 
that even its participants think they some- 
times need access to foreign technology (wit- 
ness Texas Instruments' deal with Hitachi), 
that must be misguided. _ | 

In another respect, though, Sematech is 
spot-on: it is piping government money to 
civilian rather than explicitly 
military science. The relation- 
ship between technological su- 
premacy and military spending 
is changing. In the 1960s it was 
a safe bet that billions of dol- 
lars poured into space pro- 
grammes or new missiles v 
eventually help Ame 
firms in their commercial pur- 
suits. But technology no longer just spins off 
from military research into the market; of- 
ten it spins on, in the other direction. High- 
definition television, designed for film buffs 
and sharp-eyed sumo fans in Japan, will be 
useful to the next generation of 
weapons—in, for example, fighter aircraft 
whose missiles are launched by people using 
video displays much like those found in ar- 
cade games. 

Such developments ought to provoke 
new thoughts about America's spending on 
military research. Suppose—just suppose _ 
—that the. billions devoted to defence-re- - 
lated R&D (currently about 30% of all Amer- 
ican R&D) do little for American technology 

hat would be more wor- 


off the battlefield. 1 





tying for America than any threat from the 
other side of the Pacific. — 
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Does art need God? 


REAL PnESENCES. By George Steiner. Faber; 236 pages; £12.99. To be published in August 


by Chicago University Press; $19.95 


HE dust-jacket of George Steiner’s lat- 

est book shows “Sr Joseph Carpenter” 
by Georges de la Tour. Mr Steiner, an ad- 
mirer of the painter, mentions him in pass- 
ing and promises to return to him at length 
' r. He never does. With equal sleight of 

d, the blurb implies that Mr Steiner is 
going to argue that literature, music and art 
can be full of meaning even without the as- 
sumption of a God (God being dead); but 
try as he will, with all the intellectual and 
linguistic means at his disposal, Mr 
Steiner ends up confessing that, for 
great art, God is necessary. Artist and 
audience alike must either trust in the 
presence of the divine to give validity 
to the work, or, failing that, they must 
at least struggle to come to terms with 
His absence. God may indeed be dead 
and gone but, says Mr Steiner, in one 
of the rare short sentences in which 
all the breath seems knocked out of 
him, “we must read as if’. As if He 
still made perfect sense. 

As one of the best known of mod- 
ern intellectuals, Mr Steiner is dis- 
tressed that he cannot think himself 
into a more modern point of view. It 

lear, to him, that man no longer 

s in a "civilisation of the word", 
genuflecting at every turn to God as 
Logos and grammatical absolute. The mod- 
ern age is rather a civilisation of "the after- 
word’. Man no longer quite trusts the 
words he has to describe the objects he 
sees—if a table is known to be a chance con- 
glomeration of atoms, is it still a table? —and 
the breaking of that trust is symptomatic of 
the breach of trust with God. 

Mr Steiner embraces the idea of 
deconstruction, stripping away the accumu- 
lated dross and baggage and cliché from art 
and language. He likes the way it reflects, as 
does the chaos of particle physics, the world 
as it is now known to work. Few writers are 
given higher praise in this book than Mal- 
larmé, who first uncoupled words from any 
necessary relation to the world ("La rose est 
l'absence de toute rose"), or Rimbaud, 


whose “Je est un autre” suggested that man 
could uncouple himself from God. Freedom 
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of this sort, Mr Steiner believes, is essential 
both to produce and to appreciate art. Yet 
he realises that God is not necessarily dis- 
lodged by the word-games of nineteenth- 
century French poets, nor even by the 
deconstructionists themselves. Even Jacques 


Derrida, the Grand Old Man of 


Deconstruction, talking of the "signs" that 
flicker in the world of the new philosophers 
and that need no anchorage in heaven, ad- 
mits that "the intelligible face of the sign re- 





mains turned to the word and the face of 
God." 

For most of his book, Mr Steiner tries to 
construct a purely secular and humanist aes- 
thetic. He almost succeeds. His aesthetic is 
grounded in the freedom of the artist to cre- 
ate and the freedom of his audience to re- 
ceive, loosed from all codes and constraints, 
including those of religion. The moral 
framework of this exchange—for Mr Stein- 
er feels it needs one—is old-fashioned cour- 
tesy and tact. The artist, realising that his 
works can be used for good or evil, offers 
them with a sense of responsibility, as “a 
counter-statement to the world". The lis- 
tener, viewer or reader affords him the kind- 
ness of an open and interested mind. 

No critics or scholars intervene. Mr 
Steiner, horrified by the fact of 30,000 doc- 


toral theses in literature pouring from the 
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universities of the West and Russia every 
year, would keep these “jobbers” out of his 
ideal polis. Instead (to take the example of 
literature), perfect texts would be provided, 
grammar insisted upon (so that readers 
could catch the slightest nuance in the ar- 
rangement of words) and commitment to 
memory encouraged. A contract of immedi- 
acy would be established between performer 
and audience; and with no overweening im- 
posed scale of critical values and commen- 
tary, the interpretation of “meaning” would 
be left to the individual. Mr Steiner takes 
inspiration from an incident in the life of 
Schumann when the composer, asked to ex- 
plain a difficult étude, sat down and played 
it again. 

Having steered his readers and viewers 
into this state of free, and essentially secular, 
alertness, Mr Steiner then hits a rock. He 
asks—perhaps it was a mistake to ask, but 
the reckless pluck is characteristic—what 
happens when artists create and are 
responded to. His answer: they create 
because they are driven, as men, to 
imitate the original act of creation; 
and they are responded to because 
men in general find in art "tracers to- 
wards the origin of our universe". 
This need not be God, of course; but 
Mr Steiner, after miserably wriggling 
for many pages, complaining of 
embarrassment, worrying what his 
colleagues will think, finally comes 
out and agrees with D.H.Lawrence: “I 
always feel as if 1 stood naked for the 
fire of Almighty God to go through 
me—and it's rather an awful feeling. 
One has to be so terribly religious to 
be an artist.” 

What now? Mr Steiner clearly ex- 
pects to reap a whirlwind from the 
other thinkers of the age. He has done his 
best to find a moral and aesthetic guarantor 
other than God, and in the end he has 
failed. Reason has let him down. The effect 
of the last few pages of "Real Presences" is 
much like those of Hawthorne's “The Scar- 
let Letter" in which the Rev Dimmesdale, 
having avoided his paternity successfully for 
most of the story, is finally slapped with the 
word “Father”. The reader who has sat se- 
cure in old-fashioned “theological” values, 
untouched by the world deconstructing 
round him, is still surprised when the de- 
nouement comes. He is startled to find Mr 
Steiner at his side. Here, after all, is the best 
that modern intellect and probing can do 
with much the same questions that Plato 
asked: and the answers, too, are still the 
same. 
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British politics 


Where there's a 
will, there's a way 





THE CHALLENGE OF Europe. By Michael 
Heseltine. Weidenfeld & Nicolson; 216 
pages; £14.95 


ITH impeccable political timing, Mi- 

chael Heseltine this week brought out 
his thoughts on Europe. Most books by 
backbench Mrs, especially by former minis- 
ters, have limited appeal. Mr Heseltine's-is 
different. He is a principal contender for 
succession to the Tory leadership; and al- 
though opinion polls indicate that he is al- 
ready the preferred candidate of the elector- 
ate, his prospects depend on his appeal to a 
tiny electoral college—Tory Mrs. In "The 
Challenge of Europe”, these are his prime 
target. 

The work is clearly, as he admits, the 
product of wide consultations with politi- 
cians, industrialists, civil servants and any 
others he felt could help him. Processed by a 
personal staff that few politicians could af- 
ford, the result is comprehensive; and its 
chief impact is the unequivocal comm- 
itment of Mr Heseltine to Britain’s future in 
Europe. For him, in Mrs Thatcher's phrase, 
there is no alternative. 

Mr Heseltine takes a heroic view of Brit- 
ain’s future opportunities against the back- 
ground of two lost chances—the rejection 
by a Labour government, in 1951, of the 
chance of joining the European Coal and 
Steel Community, and the refusal of Eden’s 
Tory government to take any part in the 
1956 Messina talks which led, a year later, to 
the Treaty of Rome. His hero, throughout, 
is Winston Churchill, whose visions of post- 
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war political Europe he reveres. Mr 
Heseltine respects, too, the self-interest 
which motivated de Gaulle’s veto of Brit- 
ain’s entry into the Common Market in 
1963; but he regrets the price paid in terms 
of Britain’s prosperity during the long wait 
until, in 1971, Mr Edward Heath earned 
"his place in history”. 

Mr Heseltine's dissatisfaction with the 
present workings of the EEC, however, falls 
little short of Mrs Thatcher's. He pinpoints 
the almost total lack of real political control 
over the Brussels commission, and the farci- 
cal nature of decision-taking by the Council 
of Ministers. His solutions are radical. He 
wants to infuse the European Parliament 
with fresh power, adding to it an upper 
house or senate drawn from members of the 
national parliaments. Under this formula, 
Britain would have 20 senators in a senate of 
152 members. Each EEC member-country 
could have its own method of selection: Brit- 
ain’s senators could be appointed in the 
same way as Commons select committees 
and would thereafter be answerable to Par- 
liament, rather than to the government. At 
the same time, Mr Heseltine would appoint 
a second cabinet minister to the Foreign Of- 
fice responsible for all EEC matters. 

The most topical and controversial 
chapters are on Britain's participation in an 
integrated market and an economic and 
monetary union. Of the removal of Lord 
Cockfield as Britain's commissioner respon- 
sible for the creation of the single market by 
1992, Mr Heseltine says tartly that "he con- 
fronted his political masters with the conse- 
quences of their rhetoric." Of the European 
Monetary System, he argues that Britain's 
early and full participation is essential to 
control inflationary forces, to moderate 
union wage demands (on this he agrees with 
Nigel Lawson's exchange-rate policy, which 
aims to deny industry the chance to recoup 
higher wage costs through a lower pound) 
and to prevent the relocation of industry 
from Britain to other EEC countries. It is 
clear that for Mr Heseltine the EMS is merely 
a step towards a single European currency, 
without which "no truly unified market can 
exist." His route would be the European 
currency unit, the ecu, in which sterling has 
a weighting of about 14%. 

Mrs Thatcher's fears that the proposals 
of the Delors committee would lead to an 
unacceptable loss of sovereignty do not dis- 
turb Mr Heseltine. He advocates a step-by- 
step policy under which sovereignty, "even 
in penny packets", would be transferred 
only where there is an overwhelming case 
for it. Yet having nailed his colours to the 
European mast, he admits that the tensions 
of completing a single market may prove too 
much. What Britain needs, he believes, is 
the will to succeed. On this he rests his bid 
to be allowed to steer his country towards 
the Churchillian vision of a united Europe. 
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Russian diplomacy 


Grim Grom 


Memories. By Andrei Gromyko. Hutchin- 
son; 365 pages; £16.95 


N they appeared in Russian last 
year, Andrei Gromyko's memoirs 
were reckoned to be over-wordy and a bit 
dull. Quite an achievement for a man who 
spent over 40 years representing the Soviet 
Union to the world, first as ambassador, 
then as foreign minister for 30 years and fi- 
nally as president. For the English-language 
version, Grim Grom, as the Americans used 
to call him, was persuaded to trim a bit to 
interest a western audience. Yet his "Memo- 
ries" are not noticeably less dull in English 
than in Russian. 

Like any senior diplomat, Mr Gromyko 
knows far more than he could ever dare 
into print. He has certainly seen it all, 
what does he make of it all? He gives few 
clues. His tenure at or near the top of the 
Soviet political tree stretches from the Teh- 
ran-Yalta-Potsdam ^ discussions, which 
shaped the postwar map of the world, 
through cold war one in the 1950s to cold 
war two in the 1980s. He even helped to cre- 
ate the United Nations, only to earn the 
nickname “Mr No” for the number of times 
he cast the Soviet veto. Yet his own rendi- 
tion of these events is remarkably unclut- 
tered by insight. And though he lived for 
long spells in the West in the 1940s and 
1950s, he clearly did not like much of what 
he saw. His view of the West has altered little 
since, nor has his knowledge of it expanded. 
The rest of the world is simply a puzzle to 
him. 

His view of his own country is not much 
more illuminating. These memoirs were 
written and published at a tense time for So- 
viet historians, when history classes 
schools and colleges had to be suspen... 
while blank pages, mostly about the Stalin 
years, were pasted back into the history 
books. As a life-long communist looking on, 
Mr Gromyko ought to have had the odd 
moment of self-doubt. He shows no sign of 
it. Stalin, he admits, had "confusing quali- 
ties", but when it comes to a choice between 
the heroic view and the darker view of those 
years, Mr Gromyko plumps for the heroic. 
In his version of the 1930s, "while the So- 
viet Union was getting stronger . . . the peo- 
ple were building socialism”. Similarly, al- 
though he lived through decades of skul- 
duggery in the Kremlin, including the move 
to block Mikhail Gorbachev's appointment 
as the party's general secretary in 1985, he 
breathes not a word about it. 

Mr Gromyko is a political survivor. His 
book—deliberately bland and straight down 
the old party line—shows why. Yet he is not 
without a sense of humour. He does not 
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mention it here, but he is said to have once 


told a western visitor that politics in the 


Kremlin was something like the Bermuda 
Triangle: "every once in a while, one of us 
disappears." Now Mr Gromyko himself has 
disappeared from the political stage. Unusu- 
ally, in today's less respectful Soviet Union, 
his reputation remains intact. Fine diplo- 
macy; pity about the book. 





America and Israel 
opying between 
friends 


TERRITORY OF Lies. By Wolf Blitzer. Harper 
& Row; 336 pages; $22.50 


JONATHAN JAY POLLARD was an im- 
sressionable 13-year-old when Israel won 
ts stunning victory in the six-day war of 
17. As a child he had suffered a good deal 

from anti-semitic bullying, and the war gave 

him new pride in being Jewish. He became 
an ardent Zionist but never quite got 
around to emigrating to Israel. In 1979 he 
started work as an analyst with American 

Naval Intelligence. Within five years he had 

become one of Israel's most valuable spies. 

So great was the cascade of secrets he 
provided that his handlers from the Israeli 
embassy in Washington rented an entire 
apartment for the special equipment needed 
to photocopy them. Much of the material he 
gave to Israel consisted of detailed technical 
information about the advanced weapons 
Russia was supplying to Arab states. He also 
filched American satellite photographs and 
priceless code-breaking manuals. 

Israel's decision to spy on its great ally 
and armourer was an astonishing blunder 
which, when detected, caused a crisis in 

ierican-lsraeli relations. This excellent 

ount by the Washington correspondent 
of the Jerusalem Post makes the blunder eas- 
ier to understand, if not to forgive. 

Mr Pollard was no Israeli mole. He was a 
“walk-in”, who asked to meet a visiting Is- 
raeli airforce pilot for lunch. "I know I can 
help you," he declared. “You have no idea 
how much vital information the United 
States is denying Israel." Within weeks of 
that lunch he was hard at work for Israel. 
The Israelis could have just said no, but 
soon became greedy for all the the good 
things their new spy gave them. To make 
sure that their walk-in could not easily walk 
out again, they persuaded him to start tak- 
ing money for the services he rendered. 
Eventually he became greedy too. 

Still, Mr Blitzer is certain that it was 
concern for Israel that originally turned Mr 
Pollard into a spy. His job with Naval Intelli- 
gence gave him access to an abundance of 
information about the Arab military threat 
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SKED why he was such a devoted 
drinker, William Faulkner replied: 
"When I have one martini I feel bigger, 
wiser, taller. When I have a second I feel 
superlative. When I have more there's no 
| holding me." In THE TuiRsTY Muse*, 
Tom Dardis explains that this phenome- 
non, common enough at social occa- 
sions, is almost a condition of employ- 
ment for American writers. Citing an 
imposing list of those who were alcohol- 
ics, he concentrates on four of the great- 
est: Faulkner, Ernest Hemingway, Scott 
Fitzgerald and Eugene O'Neill. 

Why is drink such a particular feature 
of American writing? After all, its seduc- 
tive powers have been praised by authors 
of many cultures and periods, from Hor- 
ace to Li Po to Baudelaire. Mr Dardis 
suggests that the macho strain in Ameri- 
can life strengthens the supposed link be- 
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to Israel. Horrified by how much the Ameri- 
cans withheld from the Israelis, he resolved 
to make up the deficiency himself. 

This was folly, based on a naive concep- 
tion of the friendship between Israel and 
America. For example, Mr Pollard gave Is- 
rael American satellite photographs of Syr- 
ian and Iraqi poison-gas facilities. To the 
young Zionist it seemed perplexing that 
America should conceal data of this kind 
from its Israeli ally. Yet the cold truth is that 
on this issue, as on many others, the inter- 
ests of the two nations do not coincide. 
Armed with the photographs, Israel might 
have been tempted to launch a pre-emptive 
strike on the facilities, a complication the 
Americans might prefer to avoid. 


Under the influence 
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tween good writing and hard liquor. Be- 
sides, his four protagonists came to 
manhood during Prohibition, when ille- | 
gality gave alcohol an added allure. He 
might have made something, too, of the 
traditional romantic view of drink asa | 
means of escaping from mundane sur- 











roundings to a more intense reality. 
American writers have always had a spe- | 
cial hunger for the transcendent: for liv- 
ing, as a Hemingway character puts it, | 
"all the way up”. 

Mr Dardis, informative without be- | 
ing lurid, also provides useful insights 
into the nature of alcoholism itself, 
emphasising its recently established ge- 
netic origins. Except perhaps for Hem- | 
ingway, all these writers came from fam- | 
ilies with histories of the disease. Given | 
this predisposition, only an "environ- | 
mental trigger" was needed to set them 

| 
| 
| 


















off, such as the southern tradition of gen- 
tlemanly tippling in which Faulkner grew 
up, or the shyness that led O'Neill to be- 
lieve that "only a drink makes me feel 
alive at all.” 








It was a life that turned nasty, brutish 
and, in creative terms, short. Only | 
O'Neill managed to stop drinking; only 
he produced work later in life that im- 
proved on his earlier accomplishments. 
Indeed, "Long Day's Journey Into 
Night", probably his masterpiece, de- | 
rives much of its power from an unblink- | 
ing analysis of addiction. By contrast, | 
Faulkner, Hemingway and Fitzgerald 
had fallen into creative decline by the 
time they were 40, followed inevitably by 
physical decay. Their fate bears out a | 
sombre Japanese epigram quoted by Mr | 

| 

















Dardis: "First the man takes a drink, 
then the drink takes a drink, then the 
drink takes the man.” 










Ticknor & Fields; 292 pages; $18.95 


Mr Pollard was naive, too, about his 
own relations with Israel. When his activi- 
ties were uncovered, he alerted his Israeli 
handlers by means of a prearranged 
codeword. They promptly flew home, mak- 
ing no attempt to take their man with them. 
When he sought refuge at the Israeli em- 
bassy, the embassy security officer pushed 
him back out on to Wisconsin Avenue, into 
the waiting arms of the FBI. Later Israel tried 
to portray the whole affair as an 
unauthorised operation by a rogue intelli- 
gence agency. But many of the Israelis in- 
volved have gone on to glittering careers. 
Mr Pollard, sentenced to life, rots in an Illi- 
nois prison. 
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Portia meets “Midnight Cowboy” 
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N INTRIGUING and expensive trend is 
{CX afoot on the London stage. First 
— “Hamler”, with the prince played by Daniel 
— Day-Lewis, the heart-throb of "Room with a 
-. View" and “The Unbearable Lightness of 
. Being”, sold out for a whole season at the 
- National Theatre. Then the Peter Hall 
-. Company's “Merchant of Venice" opening 
- on June Ist with Dustin Hoffman as Shy- 
~ lock, sold out for every performance before 
rehearsals had even started. The usual pro- 
gression in acting is to start on the stage and 
- go on to the cinema, with generally easier 
hours and much more money. Now the pro- 
.. €ess seems to have reversed itself, and the- 
- atre companies wishing to impress are 
_ putting cinema megastars on the stage. 
— Mr Day-Lewis accepted the part of 
A Hamlet in 1986, before his meteoric rise as a 
- screen actor. His director, Richard Eyre, be- 
lieved that his skills offered an opportunity 
- fora definitive “Hamlet”, the sort (like Giel- 
- gud's in the 1930s or David Warner's in the 
1960s) that encapsulates the play for a gen- 
- eration. Mr Day-Lewis certainly looked the 
part; yet audiences complained that he re- 
- mained too much the pin-up, cuddly rather 
- than menacing, and a bit too infirm of pur- 
— pose. It was Daniel Day-Lewis, not Hamlet, 
-sneering at Polonius and trembling at the 
i — Shakespeare himself, however, used an 
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actor for Hamlet whose reputation preceded 
the part: Richard Burbage. A Hamlet actor 
whose career is so conspicuous adds an in- 
teresting dimension to a play so concerned 
with acting, role-playing and play-watching. 
In any case, the National's experiment has 
brought in the audiences; and it has cer- 
tainly not deterred Sir Peter Hall. 

Sir Peter's own commercial company, 
formed by him after leaving the National 
Theatre last year, has an artful mix of mo- 
tives. Financially, it aims only to cover costs. 
Artistically, it follows the director's own 
shrewd inclinations. The success of the com- 
pany's first production, “Orpheus Descend- 
ing "—a large-cast, short-run Tennessee Wil- 
liams play—was, he says, unforeseen; but its 
success disposed the company to try out 
Shakespeare next. 

At that point, Dustin Hoffman, also 
hoping to tackle the unconquered territory 
of the Bard, made an approach. Sir Peter felt 
that the star's ten years on Broadway in the 
1950s qualified him for the stage, though 
not for Shakespeare's bigger roles. He sug- 
gested Shylock: a Jew (Sir Peter says that 
Shylock can no more be played by a Gentile 
these days than Othello can be played by a 
white); a lead role in a five-scene part; and 
appropriate for an outsider to the company. 
Sir Peter claims that Mr Hoffman 's acting 
skills, not his status as one of the world's 
most famous screen actors, clinched 
the deal. Nor does he intend to vaunt 
his pound of flesh. Mr Hoffman is 
simply listed on the playbill as one of 
the other actors, and the company 
has placed only three press advertise- 
ments. Any marketing man would 
recognise this for clever policy, but let 
that pass. 

Sir Peter intends his audiences to 
see not Mr Hoffman, but Shylock. It 
will not be easy. When a lead part is 
played by a film star, stage-acting is 
robbed of its anonymity, and the au- 
diences' attitudes come ready-set; as a 
result, they tend to be more critical of 
the performance. (This is a phenome- 
non not unknown also among the 
great stage actors, but cults of stage 
actors are now relatively rare.) The 
part of Shylock, too, at once sympa- 
thetic and repulsive, demands an ex- 
ceptionally subtle relationship with 
the audience. It may be hard to con- 
struct such a complex type of sympa- 
thy when the audience is bringing 
into the theatre a ready-made amal- 
gam of “Midnight Cowboy", "Toot- 
sie" and "Rain Man". But Mr Hoff- 
man has already astonished Sir Peter 
with the dedication he is bringing to 
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the part, and all will probably be well. 

As for Sir Peter, he is philosophical 
about megastars. They do not always work 
out, he admits, financially or artistically. 
Their appearance, however, makes a pro- 
duction special. Sir Peter confesses to being 
part of an international theatre establish- 
ment (also including Peter Brook) dedicated 
to performing plays only in unique circum- 
stances and on specific occasions. Recruit- 
ing Mr Hoffman gave uniqueness to his 
‘Merchant of Venice”. Now he plans to di- 
rect a Greek tragedy by the Greek National 
Theatre in full masks at Epidaurus, at dawn. 
That, too, has never been done in quite that 
way before. 
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Opera 


Ars brevis 


HE Royal Opera’s Garden Ventu 

which opened on May 16th in London, 
offered a new, but fashionable, challenge to 
would-be composers of opera. With a hand- 
ful of singers only, no chorus and a chamber 
orchestra, they were commissioned to pro- 
duce operas lasting no more than half an 
hour. The Venture was sponsored, imagina- 
tively, by the Independent, which invited 
readers to contribute £100 each to raise 
£100,000. Similar initiatives have been 
launched in France, by the Opéra Autremer 
(which put the same restrictions on its com- 
missions) and by the English National Op- 
era, which held a forum for composers and 
writers at Dartington last January. Every- 
where, the trend is the same: rejuvenate the 
standard operatic canon by encouraging 
new work, but keep it short. 

Whether it is true that Puccini com- 
posed his arias to fit one side of a 78rpm 
disc, opera composers have always been con- 
cerned with the length, or brevity, of th 
works. Two-hour operas may be comm: 
but there have always been far longer works 
in the canon (from the three of four hours of 
baroque opera seria to Stockhausen's 
"Licht" cycle, which lasts for seven days). 
Much shorter works, too, had a vogue at the 
turn of the century, the age of "Cav and 
Pag”, "Francesca da Rimini" and Milhaud's 
three eight-minute "Opéras Minutes”. 
Most of these still die at the box office, but 
times are changing. 

Television, with its patronage of both 
opera and the shorter attention span, has 
done much to abbreviate the art. The 
Patrice Chéreau "Ring" at Bayreuth was 
transmitted weekly act by act, like the serial 
it is. The BBC's winter 1988 series of four op- 
era commissions each ran for about 40 min- 
utes, or the length of a single act of Puccini. 
The success of an eight-minute opera ("The 
Mathematics of a Kiss" by composers Or- 
lando Gough and John Lunn and play- 
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wright Anthony Minghella) commissioned 
by Channel 4 in January prompted a second 
commission, which has not yet been shown. 
In a society permeated by pop-videos 
and commercials, a generation has grown up 
relishing short bursts of music and image to- 
gether. Opera offers just such a dynamic 
combination to film-makers. This was the 
genesis of "Aria", a full-length feature an- 
thology of operatic arias filmed by different 
directors, which this year spawned David 
Jarman's film of Britten’s “War Requiem”. 
Directors who were brought up in the 
experimental studio era of the theatre, in 
the 1960s and 1970s, also dislike working 
with large operas on huge stages. They pre- 
fer the quick and the miniature. Little op- 
eras, therefore, are here to stay; but at what 
cost, one may wonder, to the larger works. 





Comic strips 


Ap! 


WASHINGTON, DC 


OW does a young, successful cartoon- 

ist kill off his cartoon strip at the 
height of its fame? The answer is recklessly, 
and not without difficulty. Berke Breathed, 
the creator of “Bloom County", has put his 
audience on notice that on August 6th the 
curtain will fall on Opus, Bill the Cat, Milo 
and the other social misfits that inhabit one 
of America’s most popular comic strips. 





í UNISH China's Rushdie!” 
chanted the crowd of 3,000 Chi- 


nese Muslims who marched on the main 
mosque in Beijing on May 12th. But who 
'as China's Rushdie, and where was he to 
e found? All the marchers knew was that 


Beijing's copycat scandal 
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Over the years Opus, an overweight 
penguin, has fallen prey to almost every fad 
to sweep America, including liposuction, 
shopping-by-television and personal ads 
(through which he picked up a tart called 
Lola Granola). It was Opus who first gave 
the readers a taste of the carnage to come 
when, sniffing the flowers in a meadow re- 
cently, he was hit by a plummeting space 
shuttle. A close shave, but not fatal: he was 
revived after having an out-of-the-body ex- 
perience. As for Bill, the mangy cat cast as 
the antithesis of the plump and obnoxious 
Garfield, he seems to be facing slow torture. 
After recently receiving a brain transplant 
(Donald Trump was the donor), his tail was 
cut off by a character wielding a buzz saw. 

The death knell comes at an odd time, 
with "Bloom County" at the pinnacle of its 
popularity. According to its distributors, 
the strip is now published in about 1,300 
newspapers, including Britain's Guardian. 
Opus dolls are in the toyshops, and in 1986 








BOOKS AND ARTS 
by Berke Breathed 





Mr Breathed won a Pulitzer prize, although 
his colleagues thought that a bit frivolous. 

Mr Breathed apparently began to fear 
that "Bloom County" was turning stale, “A 
good comic strip’’, he said as he announced 
its demise, “is no more eternal than a ripe 
melon". He is not the only American car- 
toonist to feel the pressure of turning out 
seven new episodes every week. In 1983 
Gary Trudeau—apparently struggling to hit 
his political targets after the bullseyes of 
Vietnam and the Nixon era—suspended his 
“Doonesbury” strip for nearly two years. 
Gary Larson, creator of "The Far Side"—in 
which the animal kingdom constantly turns 
the tables on humankind—is taking a sab- 
batical now. 

Like both his colleagues, Mr Breathed is 
expected to come back eventually. He is 
starting a new weekly strip that promises to 
employ two "Bloom County" characters, al- 
though it is still not known which. 








a book had appeared, published by a 
house in Shanghai that quickly disowned 
it, compiled by previously unknown edi- 
tors, purporting to be a collection of aca- 
demic essays on sexual practices around 
the world. Some copies, not many, had 
appeared in Beijing, where they had 
sold fast, as books do in China when 
they appear to be soft pornography 
under a respectable cover. But who 
had done it, and what was the point? 

Muslims took offence to a chapter 
of "Sexual Customs" describing the 
alleged sexual connotations and ori- 
gins of much of the practice of Islam. 
Mosque minarets were described as 
phallic, shrines as symbols of female 
sexual organs; Muslim men deflow- 
ered virgins in heaven; pilgrimages to 
Mecca were performed in order to be 
bestial with camels. 

Most of the Chinese Muslims, 
however—who are mainly Uygurs 
and Kazakhs from the Muslim-domi- 
nated region of Xinjiang—were less 
concerned that the book was blas- 
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phemous than that it was racist. If a Han 


Chinese wishes to insult a Muslim—and 


relations between the Han Chinese and 


the country’s 16m Muslims have long 


been soured by mutual dislike—he usually 


turns to scatology. Students at Chinese 


universities make a habit of it. Last au- 


tumn the slogan "Take Uygur women as 
whores for generations" was scrawled on 
a lavatory door at Xinjiang University. 


Uygur militants, who are much in awe of 


the example of Iran, unhinged the door 
and carried it aloft through the regional 
capital of Urumqi, demanding punish- 
ment for the offender. He must, they said, 
have been one of those Han Chinese who 
call Muslims "unwashed" and “mutton 
shish-kebabs". Without a local equivalent 
of the Ayatollah, however, the outrage 
ended there. 


"Sexual Customs" had their reward. The 
government agreed that the book “wan- 
tonly blasphemes Islam” and banned it. | 


On May 14th the protesters against 


On Tuesday, more than 90,000 undistrib- | 


uted copies were destroyed and the pub- 
lishing house was closed down. The au- 
thor of the mischief—for such it appears 
to have been—remains unknown. 
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WEST MIDLANDS ENTERPRISE BOARD LTD 


The WMEB is. pla mga leading role in the economic 
regeneration of the West Midlands — through the — 
-provision of venture and development. capital for. 

manufacturing industry, by providing advice on train- 
ing technology transfer, finance for co-operative de- 
velopment-and by providing the primary source of 
research and intelligence on the regional economy. 





of economists: 


PRINCIPAL ECONOMIST 
Salary Up to £19,000 | 


Candidates should be well qualified in economics (or a related discipline), 
.. preferably with commercial experience. We require an individual capable 
of managing a wide ranging workload including: investment appraisals of 

|. local companies, a programme of published sector reviews covering 

.. developments in the region's key industries, economic analysis and a wide 
range of economic consultancy assignments for a variety of clients. The 
Successful applicant will be able to demonstrate advanced research skills, 
` a high level of macro-economic awareness, good knowledge of industrial 
. economics and policy and will be a competent communicator. 
in return the Board can offer a highly varied and interesting range of work, 
generous employment conditions including flexible working hours, reloca- 
tion assistance and subsidiséd car loans and a unique opportunity to 
participate in the economic development of the region. 

For an informal discussion please ring: 
lan Waddell or Paul Lovejoy — (021)-236 8855. 
Please forward full cv including salary details 
and the name of two referees to arrive 
by 31 May to: 
John Mawson, Director of Economic Development 
West Midlands Enterprise Board Ltd 
Wellington House 
31/34 Waterloo Street 
Birmingham 
B2 57} 


UNIVERSITY OF YORK 
Institute for Research in the Social Sciences 


» RESEARCH 
FELLOWSHIPS IN 
ECONOMICS 


Two-year Research Fellowship to work on an ESRC-financed project 
investigating local government budgetary responses to the introduc- 
tion of the community charge. The project is being directed by Dr 
Richard Barnett and Mr Peter Smith of the Department of Economics 
and Related Studies and it is anticipated that the successful candidate 
will have a postgraduate qualification in economics. If appropriate, the 
Research Fellow may be able to register for a DPhil degree in a topic 
related to the research project. The Fellowship is available from 1 
October 1989 or as soon as possible thereafter. 


Starting salary within the range £9,865 to £11,680 per anum, with USS. 
These scales are currently under review. 


Please quote reference number 6/6290. 


Two Research Fellowships to work on ESRC-funded projects as part of 
its defence science and technology policy programme. The projects will 
study (i) defence R&D and economic performance; and (ii) internation- 
al collaboration in R&D, comparing defence and civil projects. The 
research is being directed by Professor Keith Hartley, Director, Institute 
for Research in the Social Sciences. Each Fellowship is available for two 
years from 1 October 1989. 
Starting salary within the range £8,675 to £12,150 per annum, with 
USS. These scales are currently under review. 
Please quote reference number 6/6291. 
Three copies of applications, with full curriculum vitae and naming two 
referees, should be sent by 16 June 1989 to Personnel Office, University 
. of York, Heslington, York YOT SDD. Further particulars are available by 
telephoning 0904 432152. | -" 





The following vacancy has recently arisen within the Board's team 



























| UNIVERSITY OF BRADFORD | University of Newcastle 
| Development and Project Planning Centre T. upon Tyne 
| LECTURESHIP READERSHIP IN ECONOMICS 


Applications are invited for the vacant 
. established Readership in Economics. 
The person appointed should be capa- 
. bleof giving academic leadership in the 
area of industrial economics, of contrib- 
uting to the development of the teach- 
ing and research programme in the 
Department, and of collaborative work 
inthe area of management studies and 
elsewhere in the Faculty of Social and 


| IN AGRICULTURAL 
PROJECT PLANNING 


Applications are invited for a three-year 
fixed term post to support the Centre’s 
activities, including training ín Bradford | 
and overseas, and research. Candidates | 
may come from different disciplinary back- 
grounds but the skills of agricultural eco- 
nomics/farm management are necessary. 
Candidates will be expected to have expe- 


rience in agricultural development pro m4 | Qeione 

jects planning or implementation, and to. Envir onmental Sciences. 

demonstrate a capacity for research and Salary will be at an appropriate point on 
publication, as well as for teaching. Salary | the Reader's salary scale. 


on either Lecturer Grade A £9,260-£14,500 
per annum or Lecturer Grade B £15,105- 
£19,310 per annum. Superannuable. 


Application form and further particulars 

from: The Assistant Registrar (Personnel), 
Ref L'PPC/A/E, University of Bradford, West 
Yorkshire BD7 1DP. An equal opportunity 
employer. Closing date 16 June 1989. 
| (Readvertisment) 


Further particulars may be obtained 
from the Deputy Registrar, Miss J. M. 
Kidd, The University, 6 Kensington Ter- 
race, Newcastie upon Tyne, NE1 7RU 
with whom applications (15 copies), 
giving the names of three refersoc 
should be lodged no later than 16 
1989. Applicants from outside UK 
submit one copy only. 








The 


Economist ] Stati sti cian 


The Economist Research Department is looking for a 
recent graduate statistician/economist. He or she will 
be interested in current affairs (particularly in busi- - 
ness), computer literate, flexible and able to work — 
happily under. pressure. Applications with cv to Head 

of Research, The Economist Newspaper, 25 St 

James's Street, London SW1A 1HG. n" 











RESEARCH 


£8,196-£9,255 



















A researcher is required to work under Dr Jan Toporowski in 
the Department of Business and Finance. The successful 
applicant will be required to a: th a research programme 
on financial flows between industry and financial institutions. 


A knowledge of financial statistics and econometric tech- 


niques will be useful. The researcher will be registered to 
complete an MPhil or PhD in a related area. The appointment. 
is for two years initially from September 1989. Applicants. 
should be good honours graduates with a qualification in 
economics. Please contact Jan Toporowski for an informal 
discussion on 01-928 8989, ext 2767/2774. — N^ 
Application forms and further details are available from the 
Personnel Départment, South Bank Polytechnic, Borough - 
Road, London SE1 OAA. Telephone 01-928 3512 (answering 
service 9am to 6pm). on ae m dde 7 | 


Closing date: 15 June 989 ; 
An Equal Opportunities Employer on 



























The Humanitarian Foundation Menschen 
fuer. Menschen i is looking for a 


'ROJECT MANAGER 


eir ecological development project in North Shoa/ 
Ethiopia — a self help programme for 300 ,000 people. 


- Only applicants with agronomical studies — emphasis on 
-ecology — administrative and managerial qualities, perfect 
English and strong abilities in organisation will be consid- 
ered, Extensive experience in the management of a 

| comparable development project is a must for this 

|. position. 
|. Working under extreme and difficult conditions should be 
-a personal challenge for the applicant. 

. Please send complete application with cv and letters of 
l recommendation or references to Professor Dr Hans Hurni, 

hie Universitaet Bern, Geographisches Institut, Haller- 

j à ch-3012 Bern. 

















University of the Saarland 
Applications are invited for a chair (C4) of 


Business administration 
with special emphasis on 
international management 


Applicants are expected to teach and do research in this 
field, special qualifications in intérnational c controlling. and 
international finance management are desirable, v 


Applications including a curriculum vitae, a list of public a 
tions and of the previous academic career should be sen 
until 30 June 1989 to | | 


Vorsitzender des Fachbereichs Wirtschaftswissenschaft de 


Universitat des Saarlandes, Im Stadtwald 15, D-660 
SErbracim 11. 
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| JUST THEORY | IT'S PRACTICE 





We're looking for recent and current graduates 
to join usas Assistant/Senior Assistant Economists. 
four job will be to provide ministers and 
administrators with information and advice on the 
economic aspects of their policy, covering a wide 
range of commercial, institutional, financial foreign 
or social matters. In practice, this can involve 
anything fram sophisticated computer modelling to 
policy advice delivered to demanding deadlines, 
working on issues of real significance to the economy. 
| Probably aged in your early to mid twenties, 
you should have, or expect to obtain in 1989, a good 

first or second class honours degree in an Economics 
or a related discipline. Good communication skills, 
including the ability to relate complex economic 
issues to non-specialists, are essential. 
We will provide a training and development 
HM GOVERNMENT ECONOMIC 
SERVICE 


to £16, 925 - 


e E S opportunity employer 


programme that is second to none. Movement 
between departments is encouraged, so you will be 
presented with a wide variety of opportunities with 
which to broaden your knowledge and develop your 
career. 

Starting salary up to £16,925 depending on 
age, qualifications, experience and location. Benefits 
include 22 days‘ annual leave and non-contributory 
pension. 

For further details telephone Tom Morris of the 
Economist Management Croup on 01-270 5093, or 
write for an application form Ito be returned by 
75 June 1989) to Civil Service Commission, Alencon 
Link, Basingstoke, Hants RG21 UB, or telephone 
Basingstoke (0256) 46855! answering service 
operates outside office hours). 

Please quote ref: G(2)621. 


The Civil Service is an equal 





























































UNIVERSITY OF MANCHESTER 
INSTITUTE FOR DEVELOPMENT 
POLICY AND MANAGEMENT 


Applications are invited for the following LECTURESHIPS tenable from 1 
| September 1989: 


FINANCIAL MANAGEMENT 

{o The successful applicant will play a vital part in enlarging the Institute's 
"competence in the general area of public sector financial management, 

Practical working experience, perferably in a developing country, and 

commitment to research essential. Knowledge of management information 

systems highly desirable. 


RURAL DEVELOPMENT 

The successful applicant will be involved in teaching on the Institute's range 
of Master's, diploma and short courses in the area of rural development; and 
]. inconsultancy and research in the rural development area. He/she should be 
|. a graduate with several years’ experience in the management of agricultural 
(T. and rural development programmes, either at project, central goverriment or 

~ NGO level. 

in-both cases, appointment will be for a one-year period in the first instance 
with the likelihood of conversion into a three-year rolling contract. Salary 
according to qualifications and experience in the range £9,260-£14,500 or 
-£15,105-£19,310 per annum. Further particulars and application. forms 
_{returnable by June 7, 1989) from the Registrar, the University, Manchester 
M13 9PL. Telephone 061 275 2028. Quote ref: 122/89/E, 


The University is an equal opportunities employer 


nos sah van stuns Stn ede anre HACE ACHAT rrr Ee tn DRIN 


Part time tutorial and 
counselling staff 

for its | 

Professional Diploma in 
Management and MBA 


- The Diploma comprises a number of skills based 
management courses in the general areas of managing 
people, marketing, accounting, information systems and 
IT, the competitive environment and managing change. 
The MBA is an innovative, interdisciplinary, highly 
integrative degree programme for senior managers, 
focusing on the acquisition and development of strategic 
knowledge and competencies in managing people, 
managing resources and achieving personal effectiveness. 
. We need: tutors from industry or education with an 
appropriate level of management experience, both 
specialists and those with a broader understanding of 
today's management issues, who have the ability to 
motivate and direct the study of busy, professional people 
learning at a distance. 


We offer: a challenging, interesting job which helps tutors 
develop themselves as much as their students, and gives the 
chance to be involved in shaping the managers of 
tomorrow. 

Appointments will be made early autumn for courses 
commencing November 1989 (Diploma) and February 1990 
(MBA). 

The closing date for applicants is 23 June. 

To obtain an application package, please send your name 
and address on postcard, quoting reference OBS/2 to The 
Tutors Office, The Open University, PO Box 473, Walton 
Hall, Milton Keynes MK7 6BJ. 

Equal Opportunity is University Policy. 





UNIVERSITY OF MANCHESTER 
LECTURER IN 
EAST ASIAN 





















































Applications are invited for a Lec- | . ECONO 
tureship in East Asian Politics, in 
the Department of Government, 
tenable from October 1, 1989. |. 
Candidates should have research 
interests and appropriate qualifi- | 
cations in the politics of either | 
| China or Japan or South Korea. | 
| Those with a broader interest in : 
the political economy of the Pacif- | 
ic Rim are also encouraged to | 
apply. Initial salary in range | 
£9.260-£14,500 per annum. Su- 
perannuation. Further particulars 
and application forms (returnable 
by June 16, 1989) from the Regis- - 
trar, the University, Manchester . f 
M13 QPL. Telephone 061 275 
2028. Quote ref 121/89/E. 


The University is an equal opportunities 
employer 


| Applications are invited for the 
| above post from 1 October 
.1989 under the terms of the 
] UFC New Academic Appoint- 
Bi mens Scheme, introduced. to 
| provide career opporninities for 
| new- young Academic . Staff. 
| While an interest in theoretical 
] economics will be an advantage, 
| interests in any field of econom- 
ics will be considered. Initial | 
| salary on the Lecturer Grade A 
| Scale, £9,260 to £14,500 or, 
|| exceptionally, an appointment | 
| to Grade B can be considered. 
| Further particulars and applica- . 
t don forms may be. obtained | 
from the Staffing Officer, The | 
| University College. of Wales, 
1-Old College, King Street, Aber- 
ystwyth SY23 2AXK, quoting: 
reference number 89/12. Clos- 
ing date for applications, Tues- 
| day 13 June 1989. 





THE UNIVERSITY OF 
PAPUA NEW GUINEA 










University is seeking to immediately re additional © 
staff. All areas of specialisation will be considered, with | 
specialisation in EDP an advantage. An advanced degree is 
required, and professional Certification preferred. Appoint- 
ments will normally be for an initial renewable contrac* 
period of three years, although secondments for shorte 
periods will receive favourable consideration. | 

Salaries: Lecturer 1 — K20795 p.a. plus 24% gratuity, 
Lecturer 2 — K22645 p.a. plus 24% gratuity, Senior Lecturer 
— K24495 p.a. plus 24% gratuity, Associate Professor — 
K27135 p.a. plus 24% gratuity. (K1 = $U.$1.2175). 

Teaching by extension and during Lahara (summer ses- 
sion) is an important part of the University's activities. The 
successful appointees should be prepared to take part in 
these out reach activities. 

Applications will be treated as strictly confidential and 
should include a full curriculum vitae, a recent small photo- 
graph, the names and address of three referees and date of 
availability. in order to expedite the appointment procedure, 
applicants are advised to contact their referees to send 
confidential reports directly to the University without wait- 
ing to be contacted. E 





Applications should be forwarded to the Deputy Regis- 
trar (Staffing), University of Papua New Guinea, P.O. Box 
320, University Post Office, Papua New Guinea. | 

Applications close on 5 June 1989. 


TA. Tioti (Mr), Registrar. —— — — — — 






















ity of Aberdeen is expand- 
j.0f business studies 
; inciuding the provision of an MBA from 
. September 1989. Applications are ín- 

_vited from candidates with expertise in 
“Managerial Economics, preferably with 
Specific interests in International Busi- 










r4 


ness and/or Energy Economics. How- 


ut ever, candidates with appropriate ex- 


“perience. in other areas will be. 


University of Waikato 
‘Hamilton, New Zealand - 


LECTURER OR SENIOR LECTURER 
IN MARKETING 


Applications are invited for a Lecture- 
ship or Senior Lectureship in Marketing 
in the Department of Management. 
‘appointee will be required to un- 
dertake research and teaching in Mar- 
keting, principally at the undergraduate 
level and will be part of an enthusiastic 
team teaching 2nd, 3rd and 4th year 
marketing courses. Teaching and re- 
-search experience in consumer behav- 
jour, international marketing and mar- 
keting strategy in sought. Opportunities 

- @xist-for consulting and also for contrib- 
- ating to post experience courses for 
. practical managers. Applicants should 
preferably have a PhD or be close to 
^ completion; however, consideration 
| -could be given to applicants willing and 
. able to undertake doctoral study. 














. The Department of Management is a 
multi-disciplinary department with a 
Staff of 25. Disciplines include business 
policy, marketing, business communi- 
cation, organisational behaviour, and 
management science and information 
systems, This :department, together 
with the. Department of Accounting & 
Finance and the Department of Eco- 
nomics, make up the School of Man- 
vent Studies. The School offers a 
year undergraduate programme 
Ig to the Bachelor of Management 
Studies, a master's programme and 





the résearch degree of MPhil and 


DPhil, 


The current salary range for Lecturers 
is NS$35,000-NZ$46,000 per annum 
and for Senior Lecturers NS$49,000- 
NZ$63,000 per annum. 


information on the conditions of ap- 
“pointment and details of the method of 
application are available frorn Appoint- 
ments (36366) Association of Com- 
monweaith. Universities, 36 Gordon 
< Square, London WC1H OPF, or from 
the Academic Staff Registrar, Universi- 


ty of Waikato, Private Bag, Hamilton, | 


New Zealand, Fax: 064-71-60135. 
- Telex: NZ61109, or Electronic Mail: 
b.taylorücwaikato.ac.nz (internt). The 
-reference is AB9/7. Applications close 







hiversily welcomes applications 
abie people of any race, creed 
status. 






al 


considered. 


The appointment is for an initial period 
Of fiva years, at either Lecturer or 
Senior Lecturer level. Salary in the 
range of £9,260-£22,910 (scales under 
review) according to qualifications and 
experience. 


Further particulars and application 
forms from the Personnel Office, The 
University, Regent Walk, Aberdeen 
AB9 1FX. Telephone 0224 273500 to 
whom applications (two copies) should 
be returned by 9 June quoting ref no 
LW/023 


University of Otago 
Dunedin, New Zealand 


TENURABLE POSITIONS 

IN ACCOUNTING 

Applications are invited for positions in 
the Department of Accounting and Fi- 
nance within the Division of 
Commerce. 

The University strongly supports the 
Department and research support is 
considerabie. 


The Department offers a full range of 
graduate and undergraduate pro- 
grammes including BCom (Honours), 
Postgraduate Diploma, MCom and 
PhD degrees in Accounting. 


Applicants may be qualified in any 
areas of Financial Accounting or Man- 
agement Accounting. Appointees will 
be required to teach in courses offered 
at undergraduate, postgraduate .and 
post experience leveis in Accounting 
and to contribute to research in these 
areas. Opportunities exist for innova- 
tive teaching approaches. 


The University is situated in the heart of 
Dunedin, regarded by many as a uni- 
versity city. Dunedin has a strong Scot- 
tish heritage and is a picturesque city 
often called the Edinburgh of the South. 
Its location is ideal for outdoor recrea- 
tion and it offers spectacular beaches. 
Within close range lie fiords, lakes and 
quite breathtaking mountain scenery. 
Some of New Zealand's finest winter 
ski-fields are within easy driving 
distance. 

Salary scales: Lecturer: NZ$35,000- 
NZ$46,000 per annum, with a bar at 
NZ$42,500 per annum; Senior Lectur- 
er: NZ$45,000-NZ$63,000 per annum, 
with a bar at NZ$57,000 per annum. 


For further information on the Depart- 
ment please contact The Chairman, 
Department of Accounting and Fi- 
nance, University of Otago, PO Box 56, 
Dunedin, New Zealand. Fax (024) 741 
607. Telephone (024) 791 100, ext 
8117. Further particulars are also avail- 
able from Appointments 36410, Asso- 
ciation of Commonwealth Universities, 
36 Gordon Square, London WC1H 
OPF. 

Applications, quoting reference 
number AB9/21 should be forwarded 
along with the names of three referees, 
to the Registrar, University of Otago, 
PO Box 56, Dunedin, New Zealand. 


Equal opportunity in employment is 
University policy. 























University of Glasgow 


LECTURESHIP IN CHINESE STUDI 


Applications are invited for a Lectureship in Chinese Studies, within the 
Institute of Soviet and East European Studies. The post is tenable for three 
years in the first instance. ? 


Candidates should be proficient in spoken and written Chinese and should - 
have a specialised knowledge of the Chinese economy, The appointee will 
be required to lecture and research on the economy of China and to set up 
an economic advisory and consultancy service for local industry and. | 
business. It is hoped that the post and service will become self-financing. 


Initial appointment will be from a date to be agreed, preferably 1 October 

1989. Salary will be within the range £9,260-£19,310 per annum on the 
Lecturers’ scale, with placement according to age, qualifications: and 
experience. ; pi x 


Further particulars may be obtained from Academic Personnel, 
University of Glasgow G12 8QQ, where applications (eight cop 
giving the names and addresses of three referees, should be lodge 
on or before 12 June 1989. In reply please quote Ref No 6565U. 



















































IPDC is a multi-national joint venture investment promotion com- 
pany operating in Bangladesh since 1982. Capital employed in. the 
business is USS8m with foreign partners from UK (CDC), FRG 
(DEG), the AGAKHAN (AKFED) and the World Bank (IFC). 


There are a number of important positions that need to be filled 
in order to take advantage of growth potential and business. 
Opportunities. 


Manager — Project Promotion 


Responsible for creating project opportunities and encouraging 
entrepreneurship. A commercial background is required for this. 
position and experience in investment banking would be a distinct 
advantage. 


Manager — Project Supervision 


Responsible for implementation and supervision of new industrial. 
projects. Àn engineer with a distinct financial bías coupled with man- j 
agement experience is required for this position. E 


Manager — Mis 


Responsible for maximising and co-ordinating the potential benefits. | 
of modern computer technology. A systems analyst familiar with sof- 
tware usages for development projects and corporate management : 
reporting is required for this position. — AM. 
Salary and benefits are negotiable and will reflect importance and 
seniority. E 
Suitably qualified and experienced Bangladeshi nationals are invited 3 
to send full details by the Ist week of june 1989 to: 
| The Managing Director, 
| IPD Industrial Promotion and 
Development Company of 
Bangladesh Limited, — 
GPO Box 4113,Dhaka-1000, 
Bangladesh. 




















































































Southern Electricity is one of the largest area Electricity Boards 
in England and Wales with some 2.4 million customers and a 
turnover of £1.3 billion. At Southern Electricity, we are 
re-organising ourselves to meet the challenge of the competitive 
environment that will result from privatisation and this has 
created some unique opportunities to join us at this exciting 
stage in our development. 


Economic and Sales Forecasting 
Head of Economic and Sales Forecasting 
Salary above £25K 
We are looking for an experienced energy economist to head - 


. JOurforecasting team. The post holder will be responsible for 
. providing for ecasts of energy demands for electricity and other 


~~ forms of energy on both a local and national basis under various 
"economic and fuel price scenarios. Time horizons will cover both 


... long term forecasts to underpin power purchase contracting 
. strategy and short term demand forecasting to meet daily 
requirements and market trading opportunities in Generation 


. Capacity. | 
JJ Economic and Sales Forecasting 
Forecasting Analyst 
Salary circa £16K 
We are looking to recruit an analyst to further strengthen our 


OPPORTUNITIES IN STRATEGIC DEVELOPMENT 











forecasting team. The work will involve short and tong term 
forecasting for both electricity and other forms of energy. 
Experience in the energy sector, and a good understanding of 
fuel markets is of particular interest. — - 


Pricing Analysts 
Post 1: Salary circa £20K 
Post 2: Salary circa £16K.- 
We are looking for experienced staff to analyse generation and 
distribution costs and to prepare electricity pricing structures. 
This will involve pricing for tariff and contract customers, às 


well as overall revenue forecasting. Experience of computer- 
based models would be an advantage. 


The successful applicants, who are likely to be graduates or 
have equivalent qualifications, will be based at Southern 
Electricity 's Head Office near Maidenhead. Help with relocation 
will be available as appropriate. 


Please apply sending a current CV indicating which posts you 
are interested in to Steve Waterton, Personnel Manager, 
Southern Electricity House, Littlewick Green, Maidenhead, 
Berkshire SL6 ZQB, by Tuesday 30th May 1989. . x 


Over 24 million customers in central southern england depend’ 
on Southern Electricity. Could you play a vital role in our team, 
to heip us continously improve our service? 





WE ARE AN EQUAL OPPORTUNITIES EMPLOYER 
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IMPOSSIBLE TO SPEAK 


YOUR OWN LANGUAGE | | Ph.D. on Ed. D. 
































For the Active Professional 
a Your doctorate can make a difference. 
Without interrupting your career, ear 
your doctorate in. Administration/ Mar 
agement, Education, . Health, er. Hume 

Services. — 


Calling company executives short of 

A We eds you need to = 

a rapidly ve in r te 

e rho" in UK, USA, pane Germa- 
ny, Spain, italy, Taiwan. Up to 25 hours 

ovate lessons, full board and constant | 






1 Time Management * Effective Reading 
- Organisational Stress Managing People 
‘Effective Meetings * Counselling Skills 
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ing pian, Cube programme on Lk | 








































riber | social contact with your teacher, his - 
Pu details from: family and friends. "Huency is often 
Short Course Unit, B drip eigen por A | achieved in only one or two weeks 
City Poly, 84 Moorgate, US transfer credits. Du TO ODE isolation from your 
ia " mother tongue 
London EC2M 68Q De Tie iste MIN Coben: Established in 1979. Now with 3,000. 
Telephone 01-283 1030 France. Tel: 31 31 22 01. teachers sls pbi agria service. — 
i i eservatior + 415 First Ave, N. 
7l | (800) 257-9494. « 801 Anchor Rode Dr. 
UNIVERSITY DEGREE Ipfc eve 
For Life, Academic & Work Experience 
Degrees for people who want to be more effective and 
secure in their Jobs or Professions. 


a rta entes. Cofqe emgsien cepdia ar 


industrial courses, 





PACIFIC: ed ERN UNIVERSITY 


600 N Sepulveda Biva, Los. , California 9004 t 137—USA 
niri (een enis Fux: 219/471-6456 












STUDY FOR AN 
"RICAN DEGREE 
IN EUROPE 


a oe Bachelor, Master degrees 
_ (ABA, BBA, MBA, BA, MA, MIM, LLB, BPA) 


Business Administration - * Hotel Management 
Computer Systems Management 
international Relations & Diplomacy 
Law/Public Administration 

Visual Art, Languages, 
Pre-Medicine, Pre-Engineering, | 
UNIVERSITY PREPARATORY COURSES 


* Centres in London, Paris, Strasboui Madrid, 
-Heidelberg & Engelberg (Switzerland) 
* Inte: campus and USA transfer 
X Language of instruction ~ English 
x Accredited member AICS, Washington DC, USA 
* Entry September and January 
« * Summer Courses 


sci LLER INTERNATIONAL UNIVERSITY 
ept E1G), 51 Waterloo Road, London SE18TX 
` Tok: on 928 8484 Telex: 8812438 SCOL Fax: (01) 620 1226 























” FRENCH 66 IN PROVENCE ^ 


i FRENCH, DUTCH or SPANISH 66- 
| n in the ARDENNES 
The advantages of the "CERAN 66" becuase BN 
with residential courses : 
1. Intensive study (Minimum 38 lessons per MP | 


2. Plus the constant practice of what you have learnt, every day 
from 8 a.m. to 10 p.m., with teachers cons 
times, breaks and in the evenings. 














Ceran is a top class school for leaders in business management 

and government. Our clients since 1975 include Alcatel, AT & T, 
Canon, Deutsche Bank, Dow Corning, European Parliament, Ger- i 
, man Foreign Office, Honeywell, Lufthansa, McKinsey, Mercedes- 

Benz, NATO, Philips, SHAPE, Siemens, Toyota, Winterthur, etc. — E 


~ We also run holiday courses in French for young people (13-17) 


CERAN 66 
|; Mw "Language courses for motivated people. A 
: p aun aes rove suma. CERAN ARDENNES 


BP.27 / 290 runt TL 280, Avenue du Chateau, B-4880 SPA, 
F-90130 PONT-SANT-ESPRIT bite qa. | BELGIUM Tel: (+32) 87/87 7164 
FRANCE - Tel. (433) 66 39.35 28. | MN PRÉ FAY (+92) 87/77 36 29 

FAX (433) 66.38.37 20 CERAN ^ Telex 49850 ceran b 


in USA : Languagency - Tet (203) 267-1699 - FAX (203) 284-1827 
























individual manager's needs to go deeper into his or : 





"a 2a | Management Studies 





j antly present at meal- i 


3. A total of 66 hours per week of full immersion in the language. || 













The Oxford 
Senior Managers 
Development - 
Programme 


7 January - 9 March 1990 






























The Oxford Senior Managers Develops 
Programme is a nine-week bodie 
programme for a limited number of 
experienced managers who are expei ic sted 
make significant contributions to their 
organisation's future success. 

They come from a wide range of institutions and: 
from many different countries. Particular care is 
exercised in choosing an appropr iate spread of . : 
international participants to give the course a world | 
view. The programme is unique in the flexibility t- 
affords participants to shape and manage their 
own learning. 


Seminars and Tutorials 


The nine consecutive weeks begin with a five-week. 
CORE period which deals with a broad sweep of 

general management topics set in an international 
context. The OPTIONS period of four waeks : 
offers a choice of lectures, a close relationship with 
a tutor and a range of visits tailored to each 


her specific areas of interest. 
B/| The Oxford University Certificate in 


Completion of the Senior Managers 
Development Programme entitles participants to 
apply to the University to undertake a 
management project and to submit for 
examination their report for the Oxford University 
Certificate in Management Studies. 


Price: £9,750 + VAT residential, all materials 
included. 


Directors: Rosemary Stewart and Roger Undy 
Enquiries to: Elaine Pullin 


Telephone: (0865) 735422 
Telex: 83147 attn TEMCOL 
Fax: (0865) 736374 


P 4 Templeton College 


B9 Oxford OX! SNY 
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.1, 2ND PASSPORTS, OVERSEAS DO- 
MICILE, TAX HAVENS, Special Re- 
ports--Many countries. Scope Books 
Ltd, 62e Murray Road, Horndean, 
Hants POS 9JL, GB. Telephone 0705 
597440 Fax: 0705 591975. 


EXECUTIVE 
HOTEL 





" pem s Operating 1 Leases 


1 57 Pont Street 

| Insurance «Support Package eon OBO 

| Management & Crewing | FX. 01-589 9456 

dr -YvERE Yu. WEG Telex: py 3498 98 EXECUT G 












Single bedroom £49.98 + VAT 
Double room for 
single occupancy £58.95 -- VAT 
Double or Twin £74.98 + VAT 
_ Extra Single bed £18.95 + VAT 


| Elegance, privacy and exceptional value 
| in one of the world's most fashionable | 
| neighbourhoods. Buffet style English | 
1 breakfast included. 








l fax: 01-259 4498 
E subsidiary of Hunting Associated dridusteies ple | 


The New Henley Management 





Course is constructed in a way 






















that provides highly flexible yet 
comprehensive development 
for busy managers. It is built 
around four separate residen- 
“tial week interspersed with 
self-study packages and can 
lead to the Henley Management 
Diploma and the Henley MBA 
programme. 
For further details of The 
New Henley Management 
Course and the full range of 
Henley Courses, contact 
Lynne Stone or Course Director 
Carlton Hobbs on 0491 579086, 


or write to the address below. 

















Greenlands, Henley-on-Thames, Oxon RG93AU. - 


Moses mera tset dedo cae eet a ae ea E Greer dn 


2ND PASSPORT/DR LICENCES. Any 
country, various reports on how to 


obtain them, INI, 26 ee Am 


ens 10675, Greece. 





SHIRTS MADE TO MEASURE. ^ -— 


island cotton and luxurious silks etc. 
Free sample fz 





Bradford BD1 1BR. 





one canes 
ENGLAND 


| Luxury self-catering apartments in the heart ol Mayfair. 
| converted penod Georgian iow house. 


PO Box 1176, Middlebun 22117, USA, Taie 
phone (703) 587 6971. fée 302900992 

I Only UK Representati 

P bury. Bucks HP18 3RS. Telephone (296 22861. 






















BLAIR H 


brics and details rom |. 
Seymour Shirts, Free Post, Dept 29, | 












|. We can offer you the comfort and privacy of a recently | 


| For further detaiis please contact: Sritish Breaks Ltd, | 


7 Rabans Close. Ayles- | 


4OUSE HOTEL, 34 Draycott. 
Place, London SW3.2SA. Tel: 01-581 
2323/Fax: 01-823 7752. Pleasant 
TOONS with or without private bathroom. 
Single from £35, Double from £50. 


Three minutes from Sloane Square, 


cerningly tailored to choice of style from. f 3 ‘Harrods, oe Park negrby. 


a selection of the finest fabrics. Spe- — ———— 
cialists for over 60 years in superb Sea f ERE 




























~ BUSINESS 
TRAVELLERS 


Use our specialised services 
Instant compauter confirmations on over 300 
[| airlines, 11,006 hotels, Avis and Hertz. Free 
ticket delivery, competitive fares, travel insur- 
| ance and visas. All major credit cards accept- 
ed. Credit accounts (subject to approvati. 


COMMERCIAL 
EXPRESS TRAVEL LTD 
| Telephone e 0 496 0336 | fax 91-935 — s 


| The Regus 
Centre l 


* Executive Offices 
* Conferences 

* Communications 
* Club Restaurant 


Trafalgar Square 01-872 5959 


* London « Stockholm * Copenhagen * 


"Telephone 0 01 1.824 841 5. 
Fax: 01-824 8415 . 
^ Telex: 926678 WILLET G 


Si bedroom: £37.95 + VAT, 
' room for single occupancy: 
£41,95 + VAT. 
Double/Twin: £49.95 4+ VAT, 
ser e (Share Bath): - 
£42.95 + VAT. 
Extra Single Be ^9. 35 + VAT. 


Small character town house, off Sloane 
Square, All modern facilities, 
Fur English breakfast inclusive of rates. 









LE dun security and colour TV. Weekly 
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THE EUROPEAN INVESTMENT BANK 


is the European Community’s long-term 


-... financing institution. It works in the nine 
- Official languages of the Community and 
employs a team of in-house translators. 
. To cope with seasonal or unforeseen peak 
workload, the EIB wishes to intensify 
Co-operation with highly qualified (m/f) 





. contacts us. 





If you have an excellent command of several Community 
languages and a solid grasp of banking and economics, kindly 


Please indicate: 0 your mother tongue and the languages from 


which you translate; © whether you have word-processing 
equipment (IBM-compatible or other) and possibly fax facilities; 
. L1 your present rates; © names of major customers for whom 
.. you have been working recently; © whether you would also be 
__ available for occasional temporary assignments (1-2 weeks) at 


. “EIB headquarters. 
. Please write to: 





EUROPEAN INVESTMENT BANK 
Translation Division 

100, boulevard Konrad Adenauer 
L-2950 LUXEMBOURG. 









AUTHORS WANTED 






Leading subsidy book publisher Seeks 
fnanuscripts of all pes, fiction, non- 
fiction, poetry, juvenile, scholarly and 
| religious works, etc. New authors wel- 
| comed. Send for free booklet. 


l.S92, Vantage Press, 516 W, 34th 
5 ` Street, New York NY 10001 USA | 





















~ LONDON 
| South Kensington — 


$ Luxury fully furnished one and two bed - 
| flats in quiet cul-de-sac off Queens Gate. 
“A Resident manager, direct dial telephones, 










| rates from £266 to £560 plus VAT. 


| FULL DETAILS: TEL 01-823 8325. FAX 
-225 0280. TELEX 893095. 









BY NY PUBLISHER | | 






- 





US REAL ESTATE 
CONSULTANT 


iin Florida since 1979) will assist you in your US 
teal estate ventures, We can give you the edge with 





Cos] INFORMATION. fiduciary and Consulting Ser- 
af vices, Evaluation, Analyses, Financing, joint Ven- 
] tares, Tax Planning, immigration, Workouts. 





$WISS CONSULTANT GROUP (USA) INC 
a 
Fax: 1813 254 b0i3 for free brochure 













 DEVIL'S ADVOCATE 


I We analyse and edit projects, plans, 
investments, downside risks, for your | 


eyes and ears only. 

Not corporate consultants, we work 
solely and confidentially for the indi- 
viduals who have recommendations 
| and decisions to make or reject. 
BRITEAIR AND ASSOCIATES LTD 









LONDON call 01-203 6421. fax 01-203 © 








US IMMIGRATION 


Licensed attorney. 
Practice limited to US immigration law. 






Judith B. Sporn, Attorney at Law 
| 125 Main St, Westport, CT 06880 | 
Tel: (203)226-1223. Fax: (20354-7890 | 












= — 


Sarah Hodge Recruitment Consultants 
Need a Top Secretary? 


| Call (01)434-0030 1 
215-217 Oxford St London WIR TAH. fl. 









] able for five years, will be made at 








“UNIVERSITY OF 
NOTTINGHA 








HE 
or Grade B) dep: 
| experience. App 
to discuss the post 
| are welcome to contact Prof 
| sor D, Greenaway, Head of t 
| Department of Economics. F 
| ther particulars are availa 
from the Personnel 
| University of Nottingham, 
| versity Park, Nottinghar 
2RD. The closing date for ap 
| cations is 2 June 1989. Tele 
| phone 0602 484848, ext 3355 
Ref No 1246. | E. 

























TRINITY COLLEGE 


BUSINESS STUDIES - 
Applications are invited for the 
above post. Candidates with teach- 
ing/research interests and experi- 

| encein one or more of the following 
subject areas are particularly en- 

| couraged to apply: Marketing, Fi- 
| nance, Human Resource Manage- 
ment, Operations Management 
and Management Information: | 
| Systems. 
| The appointment, which will be ten: | 




















| Lecturer or Senior Lecturer level, at 
| a point to accord with the qualifica- 
| tions and experience to date of the 
| successful candidate. 
| Lecturer: IR£10,807-£24,861, | 
| Senior Lecturer —1R£22,314- 
| £28,831. | 
| Application forms and further par- 
| ticulars relating to this appointme 
may be obtained from: : 
| Establishment Officer - 
Staff Office — 
Trinity College 
Dublin 2 
| to whom completed applicati 
should be returned by not lat 
than Friday, 16 June 1989. 































Ee ARIAL Velie OE” ] ST JAMES'S, LONDON, SW1..Ser 
.. CUT THE COST OF ANALYSIS OF viced apartments in small block close 
YOUR STAY IN LONDON HANDWRITING to Fortnum & Masons, The Ritz and 
] í Tn ined | Character/Personnel appraisal. |- ‘Piccadilly. Double and twin rooms from .. 
e Business Die a tumis Mi conta service | GRAFEX £70 per Wight Tek 01-9302241. 
| Services | Fully eauipped " Antwoordnummer 1927 





CHARTERED ACCOUNTANT, MBA 
student, undertakes business consul- 
er e assignments, projects, reports 


2501 WB, The Hague 
Holland 
Tel: 01751 77272 


bre 2 persons. Brochure eya amal. 
























F. tion : d C tations and appointment: 
; Suitreriand or third slaps Also available in the UK T e C; Telephone Mr D. Powell on 01-363 
-© Trustee, Fiduciary and 808 go 7 
Consulting Services for cpg - 
porn and financial f PANAMANIAN CORPORATIONS pro- 












IMMIGRATION—CANADA 


One of Canada's la investment houses offers bank or fn! morgage 
guaranteed i oceans Investor-immigront Program. 


We are leaders in the field of Investor-Immigration in Canada. Confidentiality is 
assy 


Beaubien inc. 
Cote ees Wis RN 
Telephone 514/879-5576 













| vide complete confidentiality and zero 
. tax liability. Weoffercompany formation 
services on a fast, reliable and competi- 
tive basis. H. 1. Darlington, POB 1327, 
Panama 9a, Panama, Tel: 23-0834 or 
| 23-4819 (onda 23-6779). Fax: 
E 294936. 








— operations 
€ Accounting/Auditing/Tax- 
Planning 


-© Back-to-back operations 


1BS, ‘Bahnhofstrasse 100 
CH-8023 Zurich/ | 

Phone 41-1-211 04 83 

Fax 211 75 31/1x 813 884 


nan 





H3B 459. 
Kx 514/872-1015 











JOR FINANCIAL 


FINANCIAL ADVISORS/ BROKERS | BY AM | 


f you are a financial advisor or intermediary and would 
like to represent an offshore fund in a rapidly expanding 
“sector of the investment market, then we have a new l 
- product which will interest you. i | E A 
‘The opportunity to represent a (non-equity) fund offered by an established financial institution (assets in excess of $US? billion, ud & quoted company on ^ 

the London International Stock Exchange), is now available. l 
Commissions are highly attractive, furthermore you will receive the full support of a company with more than 100 years experience in the financial markets. I 
: why not write today for full details. Aff enquiries will be treated in strict confidence. F i 
| Just send your business card or a letter to: 1 
Box 3625, The Economist Newspaper Ltd, 25 St james's Street, London SWIA 1HG. _| 


HANDWRITING ANALYSIS 
Suspect Documents: Examiner of 
Forged/ writing. 
Also Personnel/Character Assessment. 
P. Lavell 
9 viage Close, London NW3 SAH. 
el: 01-794 6060. 


































International Water Seminar 


- for Senior Executives. 
| 7h VAST -8th September 1989 at Templeton College, Oxford. 


Organisers ~ Thames Water international in partnership 
with Coopers & Lybrand 


Participation 

Limited to 15 Senior Executives in Government Departments, 
Water Utilities and Administrative Agencies from overseas 
countries in Europe, Middle East, Africa and Asia. 


Topics include: 
Policy, pl anning, leadership, finance, new technology and 
environmental issues. 


Cost 
£7,250 includes seminar, accommodation, and all meals for 
four weeks at Templeton College. It also covers all UK travel 
and costs for the final week in Central London. 


Further information 
For details of topics to be included in the seminar, please 
contact: Digby Davies, Thames Water 

_ International, Nugent House, Vastern 

|. Road, Reading, Berkshire, UK RG1 8DB. 
Tel: (International) + 44 734 593606. 
Telex 848054 TCDTWA G. 

Fax (1 nternat onal) D 44 734 593747 






THERE'S ONLY ONE GIN 
FOR THE WELL-INFORMED. 
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) FINANCIAL INDI 


OUTPUT, DEMAND AND JOBS America's industrial production grew by 4.296 in the year to April, 
less than the 4.796 to March. British industry also slowed, its output up only 0.996 in the 12 months 
to March, down from 2.196 in the year to February; in the same period Sweden's industrial 
production grew by 5.296, down from 7.896 the previous month. In April Italy's unemployment rate 
Stood at 16.8%, up from 15.6% a year before. In the same month Australia's was 6.1% (down from 
7.9% in April 1988), Sweden's at 1.5% (1.6%) and Belgium's at 9.7% (10.8%), 


% change at annual rate 





industrial production GNP/GDP retail sales [volume] unemployment % rate 

3 mthst 1 year 3 mthst 1 year 3 mthst 1 year latest year ago 
Australia +10.6 + 66 üx + 78 + 42 ù + 59 + 09 m 6.1 Ap 73 
Belgium + 56 + 53 x na na + 34 + 3.6 Nove 9.7 Ap’ 10.8 
Canada = 13 * 09 Fe + 23 + 34 0 * 36 + 40 fe 7.B Aw 7.7 
France + 51 +44 fe +20 +38 o — 41 + 1.1 Dec 10.0 Fe 10.2 
W. Germany + 8.9 + 51 Ww + 08 * 27 ù *37 + 09 ww 79 Ax 8.9 
Holland — 93 +38 re + 28 + 24 o — 8.1 — 84 0e: 138 De 14.1 

*114 + 67 uw + 6.1 +39 o +16.6 + 57 set 168 Ap’ 15.6 


* 30 + 55 
+15.0 


+ 13 0 — 36 


+ 48 om + 76 m 
+ 72 ot 


+ 26 Jan 


17.9 Age 19.8 
1.5 ap’ 1.6 
0.6 ma’ 0.8 
+ 22 


+ 55 + 33 o! 


PRICES AND WAGES America's 12-month rate of wholesale-price inflation stood at 5.696 in April, 
unchanged from March. Italy's rate speeded up to 7.0% in March, up from 6.796 in the 12 months 
to February. Also in the year to March Spain's wholesale prices climbed 4.5%, edging up from the 
4.4% to February. Switzerland's consumer prices rose by 2.6% in the year to April, the country's 
highest inflation rate since 1985. 








% change at annual rate 
consumer prices* wholesale prices* wages/earningst 

3 mthst 1 year 3 mthst 1 year 3 mthst 1 year 
Australia + 39 + 6B re + 38 + 59 um +14.6 + 7.0 w’ 
Belgium + 3.0 + 30 Ax — 10 + 04 bec +11.9 + 06 o% 
Canada + 48 + 46 ww * 35 +36 wa + 41 + 5.1 re* 
France * 34 + 3.44 ww +12.2 + 75 ow + 3.2 + 3.3 oa* 
wW. +57 + 30 Ap + 62 + 35 ww + 22 t32w — 
Holland nil + 10 rp + 46 +42 re + 23 + 12 ww 

* 83 + 67 wx æ + 95 + 70 ww * 79 + 57 m" 

— 22 + 1.1 Ma + 19 + 0.5 mar + 5.2 + 35 feo 

+ 78 + 6.1 ww + 69 + 45 uw + B2 + 7.0 bec 
Sweden + 7.7 + 63 ww +12.3 + B.5 re + 7.1 + 90 re" 
Switzerland * 51 + 26 te + 65 + 4.7 ww + 08 + 3.4 w’ 
UK + 6.6 + 79 ww + 56 + 50 ap +14.9 + 93 Fe 
USA + 43 + 50 ww + 92 + 56 w + 36 + 39 ax** 








Vn Uk. monti earings for a ess irHA. weekly earnings; Japan, and Switzerland, monthly earnings; Belgium, Canada, Sweden and USA, hourly 
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| COMMODITY PRICE INDEX 
INL America's Agriculture De- 
partment expects drought to 
cut the country's winter-wheat crop, which 
usually accounts for three-quarters of the 
total wheat output, to just 1.43 billion bush- 
els this year. This is 896 down on last year 
and the lowest crop since 1978. Kansas, the _ 
leading winter-wheat state, stands to lose 
half this year's crop; output in Oklahoma 
could be 2096 lower. Elsewhere in the 
northern hemisphere grain crops are pro- 
gressing well. Russia's grain output is fore- 






cast to hit 210m tonnes this year, 15m | 


tonnes up on 1988. And forecasts of rain in 
America's Midwest sent grain prices tum- 
bling in Chicago this week. Wheat lost 85 
cents in a day to $4.10 a bushel. 





1985 — 100 % change on 
May9 May 161 one one 
month — year 
Dollar index 
All items 147.9 147.6 —05 — 6B 
Food 116.7 115.6 — 17 + 46 
All 179.0 179.5 +02 -—128 
Nia tt 1962 1354 -11 -13 
Metals 209.3 210.8 +08 —135 
Sterling 
All items 114.2 115.4 +42 + 60 
Food 90.0 90.4 +29 +189 
industrials 
All 138.2 140.3 +50 — 909 
Nia tt 105.2 105.8 +35 +08 
Metals 161.6 164.8 +57 — 17 
SDR index 
All items 1172 117.9 +18 + 141 
Food 92 4 92.3 +06 +135 
industrials 
E INDE 143.4 +26 +54 
Nfa tt 107.9 108.1 +12 —38 
Metals 165.8 168.4 +33 — 61 
Gold 
$ per oz 37650 37400 — 27 -—177 
Crude oil North Sea Brent 
$ per barrel 18.10 1890 — 36 +127 





Œ TRADE Comparing current-account and 
visible-trade balances over time can be 
misleading when they are measured in 
volatile dollars. But balances can be given 
relative orders of magnitude if they are 
expressed as a percentage of exports of 
goods and services. On this basis the groups 
of developing countries in the chart have all 
seen their current accounts improve during 
the 1980s. Only Asia, thanks to its super- 
exporter "dragons", has moved into surplus. 
Latin America has had the biggest visible- 
trade surpluses during the 19805 (last year's 
was equivalent to 18% of exports), but hefty 
debt-interest payments have kept its current 
account deep in the red. Tumbling oil 
revenues forced the Middle East's visible- 
trade balance into deficit in 1986; the IMF 
expects another deficit this year. 


External balances s % ot exports of goods and services 
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[ECONOMIC AND FINANCIAL INDICATORS 2) 


A 
E CURRENCIES The best measure of the | WORLD BOURSES Wall Street rose 3.5% as the dollar climbed and inflation fears eased. 
value of a country's currency is usually its | Frankfurt, fretting about higher interest rates, fell 2.3%. Tokyo meandered, ending the week down 
trade-weighted (or "effective") exchange | 0.3%. Sydney, buoyed by better economic news, was the week's star performer, rising 3.7%. 








rate, which weights currencies according to | Stock price indices % Change on 
their relative importance in the country's oe — wl one one record 31/12/88 
trade. On this measure Japan's yen has high low we year ~~ — Nm 
fallen 6% from its November 1988 peak, but Australia 1557.3 1565.8 14129 +37 + 82 -325 +47 -53 
is still 44% higher than its 1985 average. | Belgium 6051.1 6051.1 55193 +19 + 290 ni *87 -03 
America's dollar, despite rising 10% from | Canada 36587 3690801 33508 +25 +35 -NO +85 +90 
its April 1988 trough, is still worth 2996 less | France 465.9 470.4 429 . £94. -959 -—15 wiki + 90 
than it was in 1985. Sterling fell with the | W.Germany 16725 1741.9 1595.7 -23 +242  -268 +12 —76 
dollar until the fourth quarter of 1986; it has | Holland 186.3 190.6 166.7 —15 +276 -—-68 +124 +27 
| since recovered and is now just5% down on | Hongkong 3289.5 3309.6 2706.7 +08 4298  -167 «+224 +229 
| | ; Ita 602.8 620.3 577.5 — 06 +255  -336 +22  -— 556 
? pone ner e n Japan 33926.5 34135.2 30183.8 — 03 +220  — 06 +125 + 24 
5% adrift from their 1985 th Singapore 1303.5 1303.5 1030.7 * 18 +343  -—134 4255 4242 
m averages: ine | South Africa 24880 25810 19010 -13 +66  -— 36 4273 4188 
franc is now worth 1% less than it was four | Spain 303.9 303.9 268.6 ni *117  — 86 +108 438 
| years ago, the lira 2% less. The D-mark rose | Sweden 3930.3 3930.3 3333.9 *13 4375 nil *14.1 + 66 
| sharply until early 1987; since then it has | Switzerland 674.6 686.0 613.1 =p +31 -18 417 2 
.| drifted, and is now worth 12% more than its | ux 2136.7 2149.9 1782.8 * 05 +194  -126 +192 +80 
| 1985 trade-weighted average. USA 2453.5 2463.9 2144.6 * 35 * 235 — 99 +13.1 +13.1 


b 
MONEY AND INTEREST RATES The 12-month rate of growth of America’s narrow money supply, 
Mt, halved to 1.5% in April; growth in broad m3 slowed to 4.8%, down from 5.4% in the year to 
March. West German banks raised their prime rates by half a point, to 7396. 

















Money supply Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
% rise on year ago Money market Commercial banks Bond yields Eurocurrency 
Broadi Overnight 3 months Prime Deposits Gov't Corporate Deposits Bonds 
[M1] 3months — long-term 3 months 
Australia + 88 +226 w 1700 17.15 18.75 17.15 1300 14.00 1706 13.1181 
Belgium * 12 + 66 o0 7.25 8.50 10.75 8.20 8.39 8.36 8.19 8.27 
Canada + 46 +11.2 ae 1250 12.18 13.50 12.13 9.81 10.44 11.94 10.25 
France +32 +71 vc  831'* 863° 960'* 881** 871** 926°° 881 9.15 
W. Germany + 8.9 + 69 Mar 6.35 7.13 7.75 6.48 7.25 7.25 6.94 7.01 
Holland + 56 +13.3 re 6.94 7.50 9.25 7.50 7.35 7.68 7.31 7.21 
Italy +78 +684 w 1263 1275 14.00 na 11.58 11.74 11.44 10.68 
+89 +103 mw 4,13 4.23 3.38 1.76 5.37 457 488 5.10 
Spain *168 +114 a» 13.95 1477 15.50 7.50 1274 14.16 14.50 na 
Sweden na + 78 i» 1125 11.80 1250 11.61 11.22 11.94 1125 1125 
Switzerland — 44 + 64 re 7.63 7.62 7.00 6.50 5.28 5.90 7.25 6.08 
UK *136 +211 w 769 1281 14.00 — 1281 964 1111 1281 10.83 
USA + 15 + 4.8 ax 9.63 9.36 11.50 9.48 8.84 9.71 9.63 9.65 
Other key rates London S:mh Tress BIM 10, 7-day Interbank 12.3%, clearing banks’ 7-day notice 4.0%. Eurodollar 
rates (Libor): 3 mths 9.6%, 6 mths 9.6% 
Switzerland, USA, UK, W. NA Japan Me pius Chis. Difnlonr ol interest vint qud Salhia ga M 
ters Ears is trae dus Nn, un Cone gun Di ra e rn Bant arr rae 





TRADE, EXCHANGE RATES AND RESERVES America’s deficit on visible trade fell to $8.9 billion in March. Its 12-month deficit edged down to $114.4 
billion, from $116.0 billion in February. Canada’s 12-month trade surplus climbed to $8.7 billion in March, up from $8.2 billion in February. Australia’s 
. 12-month current-account deficit rose to $13.5 billion in April. The dollar continued to rise: in trade-weighted terms it gained 1.3% on the week. The 
yen lost 1.0%, while the D-mark (down 0.2%) and sterling (down 0.1%) hardly budged. 







































































trade current- trade-weightedtt u 
et a currency units per $ currency units foreign a 
latest latest 12 balance $bn 
month months latest 12 mths latest year ago latest year ago per £ per SDR per ecu Mar year ago 
Australia — 0.31 we  -— 21 — 135 ax na na 1.30 1.30 2.13 1.65 1.40 12.9 93 
+ 0.70 Www — 0.6 + 38 o 105.5 107.4 40,7 35.6 66.7 51.7 43.6 10.4 9.2 
Canada + 0.30 w + 87 — 920 103.7 96.8 1.95 1.23 1.95 1.51 1.28 15.4 11.7 
France — 0.04 my — .62 — 42 o 99.0 101.3 6.58 5.77 10.8 8.36 7.04 250'* 348 
+ 658 uw -+ 755 112.1 114.8 3.19 2.47 2.08 
+ 0.49 bec + $7 + 45 0 109.7 112.5 2.19 1.91 3.59 2.78 235 15.8 15.4 
— 0.98 de — 10.0 — 52.0 97.9 97.8 1414 1265 2318 1797 1515 377 29.9 
s+ 7.13 re + 952 + 776 ww 144.4 147.4 137 126 225 175 147 98.4 84.3 
— 2.90 ww — 22.1 — 5B re 103.3 99.7 121 113 198 154 130 36.1 32.2 
Sweden + 0.94 ww + 47 — 23 re 96.1 95.6 6.56 5.92 10.7 8.34 7.04 75 8.6 
Switzerland — 060 œs — 59 + 64 o 102.6 112.8 1.74 1.42 2.85 2.21 1.86 21.9 24.2 
UK — 290 w — 397 — 28.8 wa 94.7 97.6 0.61 0.54 — 0.77 0.65 414 41.4 
USA — 8.86 wa —114.4 —1353 o 70.3 64.5 = — 1.64 1.27 1.08 38.8 32.1 


Australia, France, Canada, Japan, UK and USA imports fob, exports fob. All others cif/fob. t$ Bank of England index 1985 = 100 New series. tt Excluding gold. **Jan. 
Registered as a Newspaper. Produced by The Economist Newspaper Ltd., London, England, and printed in Singapore by Times Printers Pte. Ltd. 
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Are single column | — 
ads effective? 


Absolutely not, said our advertising agency. 


Spread your message across two pages, they said. i 
Use bags of colour for maximum impact. Avoid A 
newsprint, they said; it’s deadly dull. You're selling Eis 
a rainbow, they said, and you need the gloss. E/ 


We listened with wry amusement. These 
advertising people tend to get carried away at times. 
"We're not selling a rainbow any more than we are 
selling ice to the Eskimo,” we said. "We're telling 
the serious investor about a unique and simple way 
to make profits on the world's major stock markets 
AND enjoy the safest offshore benefits for his 
money. Understand? 

The art director's face fell. "Offshore Rainbow 
Bonds," he said, "surely require a rainbow visual. 
Something to catch the investor's eye, capture his 
imagination, you know." 


The Pageant of We shook our heads. “This concept will appeal to * 


his intelligence, not his imagination," we said. 


e e "Offshore Rainbow Bonds, despite their rather e 
Classical China pretty name, are tangible, realistic vehicles for ia 
making a great deal of money. Innovative they may 

| be. Unique they most certainly are. But it’s logic, 


at ‘Tal 22 M t | not impulse, that will make the thinking investor 3 
pei S OS | want to investigate them further.” 
i: s There was a heavy sigh from the art director. 
Ex uisite Hotel "Will logic make him fill in the coupon?" he said. 
q We detected a note of sarcasm. 


The marketing manager was quietly confident. 
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The Howard Plaza preserves all the luxuries of "Eagle Star International has not got where it is 
classical China: decor, comfort, and cuisine. | today by underestimating the intelligence of the 
Deluxe accommodations mean hand-carved rosewood public," he said. “Those who want to make money 


furniture and original 

contemporary paintings in all 
| guest rooms. In addition to 
business and fitness centers, 
a swimming pool, and 10 
food and beverage outlets, the 
Howard is located in eastern 
Taipei's sparkling commercial 
and residential area. 
Whether in town for business 
or pleasure, your stay will be 
distinct with the personalized 
hospitality of which imperial 
legends are made. 


will almost certainly wish to investigate the unique 
potential of Offshore Rainbow Bonds. However, if 
you insist, you may draw your usual pair of scissors 
on the corner of the coupon." 

"In colour?" smiled the art director. 

"Black and white will do nicely, 
thank you," we said. 
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Eagle Star International, 
Hillary House, Prospect Hill, 
Ww / Douglas, Isle of Man, 
| i Pie British Isles. 
| Eagle Star Tel: 0624 20601 
| INTERNATIONAL Fax: 0624 20558 
Membership of applied for. 











Please send me further details of Offshore Rainbow Bonds. 


38 iE KM TAIPEI | Name 

Howard Plaza Hotel | KORR. B LE e ccc ee cei 
| 
| 








160 Jen Ai Road, Sec. 3, Taipei, Taiwan, R.O.C. Tel: (02)700-2323 
Fax: 886-2-705-2803 Tlx: 10720 HOPLATEL TAIPEI 
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Tel: 








For reservations and information, please contact any KLM Golden Tulip Worldwide Hotel, 
Distinguished Hotels of the World, Utell International or Supereps International. adviser (if any) 
An associate of the Keio Plaza Hotels, Japan. | G 
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The guys at Pol: 


to shoot each ot 





Picture it. Their data system was good. 
But now, with the instant success of their Spectra 
camera, good suddenly wasn’t good enough. 
I@#$%&*( )! Trouble. 
So Polaroid called in NYNEX—one of the information 
industry’s favorite troubleshooters. 
And NYNEX designed an integrated voice and data 
network that connects all eleven Polaroid locations. 
And makes everything from inventory to finance to 
technological analysis faster. Easier. And more cost-effective. 
here were simply no negatives. 
The NYNEX family of companies would like to 
*h you, too. 





‘oid were ready 








We offer you everything from computer networks and 
software, to meli phones, to the services of our telephone 
@ mpanies. To learn more about why NYNEX is the answer 
for your business, write NYNEX Corp., 1113-A Westchester 
Avenue, White Plains, New York 10604, USA. 
Or call us at 1 800 535-1535. 
Discovering the answer is NYNEX could be a long- 
term boon to your business. We’re hardly a flash in the pan. 





Need to communicate? Need to compute? The answer is 


NYNEZ 
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A UPS, Our People Dont Just Take Your International Parcels. They Take Responsibility For The 


For further information call Australia: Rohlig Australia Pty Ltd * Tel 662-4099 Brunei: layapuri (B) Sdn. Bhd * Tel (673-2) 20119/23664 China, People's Republic c 
China National Foreign Trade Transportation Corp. * Tel 831-2928, 831-3181 Hong Kong: UPS Tel. 3-345402 Indonesia: PT Global Putra Indonesia * Tel. 35142 
3805702-343946-356314 Japan: UPS- Yamato Express Service Co., Ltd * Tel Ichikawa (0473) 27-6121 Korea: Korea Ltd. Airfreight* Tel (02) 693-4419, (02) 690-24 





s By One. 


Yu international parcel or document will never leave our control 


Wherever in the newly extended UPS network it may be going 
Everyone involved in your delivery is a vital part of the international UPS system 
Long before a UPS partner or authorized representative is allowed to satisfy you, 
he must first satisfy us. And eighty vears spent becoming the biggest delivery service 
in the USA have made us very hard to please. Europe, the Pacific, Australia, North America 
Hidden in a maze of backstreets or miles from anywhere. If its within our network, 
well not only get your package there, we'll tell you when it will arrive 
And that includes to 600 million addresses in mainland China 
At times our passion tor efficiency may seem extreme 
But we see little merit in being the biggest unless you get there by being the best 
Thats why everyone at UPS is dedicated to a single task 


Farning your trust. One delivery at a time 


ESR 4 
® INDIA KODS KUU 


United Parcel Service RA, 


As sure as taking it there yourself. 





au: United Parcel Service * Tel 3-345402 Malaysia: United Parcel Service * Tel 03-255-2566 New Zealand: FLI CARGO (N Z.) Ltd * Tel (09) 275-4009 Papua 
w Guinea: RLC Robert Laurie Co Pty Ltd * Tel 675 251511 Philippines: DelBros, Inc * Tel 472241 Singapore: UPS * Tel. 542-5151 Taiwan: UPS * Tel. 7170580 
iland: LIPS * Tel. 511-4881 ® Trademark and service mark of United Parcel Service of America, Inc , of USA 
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The investment required for a big, long-range business 
jet is enough to make most companies think twice 
about buying one. Amazingly, it’s also enough to buy 
two BAe 800s. The transcontinental capability of the 
800, more than 3,350 miles, matches the bigger jets. New 
York to San Francisco, non-stop, is all in a day’s work. 

Yet, independent studies show the BAe 800 is as 
cost-efficient as much smaller business jets, even turbo- 
props. Its ratio of maintenance hours to flight hours is 
significantly lower, thanks in no small part to the quiet, 
powerful and eminently reliable Garrett TFE 731-5 
engines supplying the power. 

No other business jet offers such efficiency for both 
the short haul and long-distance demands. Which is just 


one reason why, last year, the BAe 800 outsold its near 
competitor better than two-to-one. 

For more information in North America, write 
Kenneth C. Spinney, VP Marketing-Corporate, British 
Aerospace, Inc., P.O. Box 17414, Washington-Dulles In 
Airport, Washington, D.C. 20041. Or call 703-478-942 

Outside North America write Corporate Aircraft 
Sales Department, British Aerospace Commercial ^ 
craft, Hatfield, Hertfordshire, AL10 9TL, England, or 
call (07072) 62345. 

You will discover that when it comes to busines 


jets, thinking somewhat smaller can make an 


enormous BRITISH AEROSPACE; 
difference. BAe 800. THE 2 FOR 1 BUSINESS JET. 


m E ^ CX 4.4" À ^ * 
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NATO snatched victory from dis- 
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The death —: 





Si&—Once again your Sedes 
must endure your S eed 
ainst the death penalty (May 
h). Yes, deterrence has some 
due and retribution has legiti- 
macy. But the real issue is this: 


- the norms of society that justify 
invoking the ultimate penalty! 
he majority of people believe 
there are. — 

The issue is not whether but 
yder what circumstances soci- 
y has the right to invoke the 
enalty. American juries apply 
he penalty sparingly,.and even 
ath-penalty opponents admit 
merican procedural protec- 
ons are very high. 

That the penalty's opponents 
ate idealistic (as you claim to be) 
loes not mean they are right. 
Washington, DC Jonn BENEDICT 


-SiR—You addressed only in 
: passing the question of who de- 
: livers the punishment. Someone 
“has to flick a switch, pull a trig- 
er, give an injection, or drop a 
-trap door for someone else to 
die. Under moral scrutiny, civi- 


-commission anyone to deliver a 
: death sentence. 

Because civilised 
have advanced the ideal of the 
ue process of law and fair trial, 
hey have divorced the commit- 
ing of a crime from the retribu- 
ion which follows it. This has 
lelayed the extreme. affection 


The | 
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where a cold-blooded eve for any 
eye is understandable—until ra- 
tional deliberation takes place in 
a courtroom. This is part of what 
identifies a civilised society. The 
death penalty defeats the goal of 
rational deliberation and the in- 
sipid payment to an executioner 
thus throws a civilised society 
back to the days of heathen 
sacrifices. 


Washington, DC Joser ERNST 


emm eret 


SiR— The cold-blooded, pre- 
meditated killing of prisoners is 
as unbecoming in a prison as it 
would be on a battlefield." 
Really? 

I am sure that former prison- 
ers of war would take exception 
to your implication that their ac- 
tions as soldiers in war time were 
the moral equivalent of the truly 
brutal crimes against innocents 
for which capital punishment is 
generally reserved in a demo- 
cratic society. 


Baltimore SCOTT ÁYRES 





SiR—How warped is your sense 
of justice! The abortion of 
foetuses i is a form of killing that 
“civilised societies accept”, but 
the execution of a criminal is 
“cold-blooded retribution.” 
When a human being is inno- 
cent, we may kill him, but when 
he is guilty, we may not. 
Davis, 


California RUTH MERKEL 





SiR—Your editorial rests on a 
questionable assumption and a 


* 
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assuraption: is that it is more h 





mane to cage a man for the rest 
of his natural life rather than kill 
him. The value judgment is that 
society is justified in devoting 
the resources required to keep 
him caged. 

Facing up to the implications 


of limited resources is always un- . 


pleasant, but time was when The 


Economist would have. Of late. . 


you seem more susceptible to so- 
cial faddism. 
Houston 


€— —— 


SIR— You erred in one respect in 
your report on the revival of cap- 
ital punishment in many states 


("Let the tumbrils roll", April 


Ist). You cite the release of Ran- 


dall Adams as a cautionary tale 
for advocates of the death pen- 
alty. However, the crime for 
which Mr Adams was improp- 
erly convicted was not the mur- 
der of a taxi driver, but of a po- 
lice officer. This crucial fact 


helps explain why the Dallas. 


prosecutor's office pursued Mr 
Adams despite strong evidence 
of his innocence. 





New York CHARLES CURRAN 
One Germany 
SiR—Your editorial ‘“‘Jellied 


Kohl” (April 29th) muses about 
German popular opinion as mir- 
rored in Mr Kohl’s stance on 
short-range nuclear weapons, 
and about the "curious state” of 
West Germany, where both the 
Greens and the nationalists are 
rising in voter popularity. lt 
seems to cause wonderment and 
surprise that a growing number 
of German voters seem to “re- 
ject some of the basic ideas on 
which post-Hitler Germany has 
been built". Such wonderment 
seems to spring from the fact 
that no one ever cares to view 
some of these “basic ideas" from 
a German's vantage point. 

One has come to take for 
granted that Germans will ac- 
cept indefinitely the rending of 
their nation into 
chunks and live contentedly 
with the absurd, divided and 
emasculated status of Berlin, a 
territory under four-power sov- 
ereignty for almost half a cen- 
tury. West Germans travel freely 
all over Western Europe as well 
as to some communist countries 


cannot visit. relatives. or 








» last week in December and the first week in January) by The 
M. Lines Jurong, 2: 


ond 


J. STONE 


West Germany 


bite-size 










tinations on all five contin 
but is prohibited from fl 


into West Berlin, let aloni 


East Germany. 

Recently, Poles have flac 
by the thousands to West Bk 
to earn western currency by 
ing goods in an improvised 
market, but an East Berl 
could sooner fly to the m 


-than visit his kin or friends a 


blocks away in the western 
of the city. 

While almost everywher: 
Eastern Europe there is 1 
movement towards a fr 
saner, more rational. soci 
Germans perceive not eve 
glimmer of change on the h 
zon regarding their national 
lemma. West German voter 
satisfaction and restless 
ought not to come as. 
surprise. 

There is a singular, and- 
suspects deliberate, blindnes 
the natural aspiration. of ( 


mans to live in normalcy 


freedom as one nation. The 

that West Germany plays in 
family of West European nati 
can be likened to that of a ch 
feur in a paternalistic househ 
Oh, he is such a wonderful ct 
efficient, punctual and ever 
industrious! But, oh dear, | 
gauche of him to think he 

get married! Hasn’t he learnt 
that it is up to us to decide if: 
when it is good for him to t 
such a dangerous step? . 
Toronto F.E. KRUE 





SiR— We Germans might be 


spineless to grant Mrs Thatc 
and Mr Bush the peeping: 





sures of a nuked Mitte A 


But we do have the guts to 
our money where our heart i 


Thierhaupten, 
H.-W. ANDR 





Battleships 


SiR—lt is not true that the I 
class of United States Navy | 
tleships "have been used in 


ger only once... in Lebanot 


1983" (April 22nd). 
In fact, all four ships, lo 


Missouri, New Jersey and Wis 


sin, were used most effective 
the second world war for fast ( 


?rier escort and shore bomb: 
ment, and in the Korean v 
without visas and soon without- 


again for shore bombardme 
passports. In stark. contrast, they. 


[NN they reputedly broke 


“sized attacks. In 19 


RECRUITMENT CONSULTANTS GROUP 
3 London Wall Buildings, London Wall, London EC2M SP. 
Tel: 01-588 3588 or 01-5868 3576 

k Telex No. 887374 Fax No. 01-256 8501 
















nsion and diversification. Prospects of advancement to Head of 
Equities Sales in 2-3 years 


| ŒA SENIOR EQUITIES SALES-GERMAN SPEAKING 
| CITY . £60,000-£80,000 + Bonus & Banking Benefits | 
MAJOR EUROPEAN FINANCIAL INSTITUTION pe 


“or this appointment, we seek candidates bilingual German/English and likely to be Business School trained or graduates in Econom 
«e discipline, aged 28-35, and computer literate. Early experience as a sector analyst is desirable and will have been followed by 3-5 

-^«Quity sales with a leading house. The ability to demonstrate a progressive track record and well established contacts with majo 
the UK are necessary. Reporting to the Head of Capital Markets and as a member of an expanding team, the successful candidate will be 
sponsible for the provision of a quality advisory service to Portfolio Management, focusing on sales of German equities. Entry into other 
| sectors and specific opportunities for expansion in London will be considered. The capacity to build upon existing relationships together with 
| an aptitude for capitalising on new market/client potential is vital. Initial guaranteed remuneration negotiable £60,000-£80,000, depending 
| upon experience, discretionary bonus, car, mortgage subsidy, non-contributory pension, free life assurance, family medical insurance and. 
| assistance with relocation. Applications in strict confidence under reference SES4670/E to the Managing Director: CJA. y 


Opportunity to play a key role in expa 














|. | 3 LONDON WALL BUILDINGS, LONDON WALL, LONDON EC2M 5PJ. TELEPHONE: 01-588 3588 
11 m | or 01-588 3576. TELEX: 887374. FAX: 01-256 8501 














AMNESTY INTERNATIONAL 


EC AIRE, International (Al) is an independent worldwide voluntary movement which works for the release of prisoners of conscience, seeks fair trial for 
political prisoners and opposes torture and death penalty in ali circumstances. We are seeking to fill the following key positions: B repe 


DEPUTY SECRETARY GENERAL (DSG) 
The Secretary General and two Deputy Secretary Generals provide the leadership for the 250 person staff of the international Secretariat (1S) in London, 
and maintain working relations between the iS and Al sections. 


The DSG (Planning and Administration) has prime responsibility for developing Al's biennial strategic plan, monitoring income and expenditure of the - 
ternational budget (currently £9 million), and for staff, budget and resource allocation. S/he has prime responsibility for the internal management and. 
Iministration of the IS. | | ae 

Candidates must have relevant management experience, have political judgment, be sensitive to the needs of an international multicultural membership | 

organisation, and be committed to human rights. Candidates must have experience of strategic planning and financial control, must have experience of [- 

staffing issues and must be able to work in a iios: plar team. The ability to represent Al and to travel is essential. Candidates must be able to 
communicate well in both speech and in writing. Good English is essential, other languages (particularly Spanish, French or Arabic) highly desirable, 

SALARY: £24,953 per annum | 

CLOSING DATE FOR COMPLETED APPLICATION FORMS: 

16 JUNE 1989 (both posts) - i 


HEAD OF FINANCE AND ADMINISTRATION 
Al needs a Head of Finance and Administration to be responsible for the financial management personnel and training policies, and offices and premises 
management at the IS in London. 


e S/he is responsible for the financial management of a budget in excess of £9 million. S/he is responsible for the preparation of budget projections, and for 
ensuring liaison with Al sections on financial planning. 


m S/he is responsible for the management of 35 staff, through three unit managers. S/he is the Company Secretary of the Al Limited Companies. 


|. Candidates must have relevant experience and/or qualifications in financial planning and control. S/he must have experience of managing and 
ssupervising staff in a unit or small organisation, and must have experience of nan sn implementing policies. S/he must have experience of dealing . 
; with personnel and training issues and an awareness of industrial, relations. S/he should have experience of premises and office management and 
|"; awareness of legal requirements. S/he must be sensitive to, and preferably have some experience of, the needs of a multicultural voluntary international 
^ ofganisation. Excellent English; knowledge of other languages (particularly French or Spanish) is an asset. S/he must be able to communicate well both 
-c::09rally and in writing. 
"SALARY: £18,853 per annum. 


For more information and an application form contact: amnesty 
Personnel Office, Amnesty International g” we. 






.1 Easton Street, London WC1X 8Dij 
Tel: (01) 837-3805 




























































69 New Jersey was activ 


and then in 1983 bombarded 
Lebanese targets. | 
. This sounds like a lot of angry 
employment to me. _ 7 

STANLEY SANDLER 





Fort Bragg, 





2 Sis —Although ili lowa-class 
battleships have been thor- 
oughly modernised, the Har- 
< poon and Tomahawk missiles 
they carry are for use against 
ships and land targets, not air- 
craft, as your correspondent 
“states. The real value of these 
ships lies, however, in their 
heavy guns and ability to survive 
hits from missiles, which are le- 
‘thal to unarmoured modern 
ships like Stark and Sheffield. The 
-resurrection of the battleship, 
cand the weapons philosophy it 
represents, is the ironic and un- 
‘intended result of technological 
evolution, and challenges Mr 
John Keegan’s conclusion that 
the submarine is the dominant 
; capital ship of the future. 

: New York — WiLLIAM PEARLSTEIN 














.Back to the future 


Sik— There is a further quirk in 
the dating practice of The Econo- 
mist, going one better than most 
of your rivals (May 6th). On 
your front page, you purport to 
cover the period of May 6th- 
12th. One cannot help feeling 
that a group of worldly-wise 
economists with such powers of 
“prescience could be making an 
‘absolute fortune in something 
-other than journalism! 


SIMON TANNER 


~ P.S. My May 6th copy arrived on 
May 14th. 








` Accent on Hungary 


SR—In your otherwise excellent 
~ piece on Hungary (April 8th), 
. you write that the Nagy govern- 
.ment's withdrawal from the 
Warsaw pact "finally provoked 
the Russians" to invade and 
crush the 1956 revolution. You 
are confusing cause and effect. 
— Early in the morning of No- 
: vember 1 1956 it was clear that 
. new Soviet troops were entering 
Hungary en masse, includit 
/. 3,000 tanks from Carpath 
Ukraine and Romania. The $ 
8 
















more in shore bombardment ' 


us Army Special | 
sie Carolina Warfare Centre ` 


some 80,000 troops permanently 
in Hungary. 
In the Hungarian parliament 


: the Nagy government was in per- 
. manent session. Yuri Andropov, 
. then Moscow's ambassador, was 
summoned several times and 


given warning that the massive 
invasion was a violation of the 
agreement Nagy had made with 
Anastas Mikoyan and Mikhail 
Suslov, Nikita Khrushchev's em- 
issaries, who had promised the 
withdrawal of all Russian troops 
from Hungary. 

Andropov gave evasive an- 


swers.. When dozens of reports . 


on new Soviet troop movements 


reached Nagy, and when finally 


Andropov informed him that all 
Hungarian airports were taken 
over by Soviet forces “to protect 
the evacuation of Soviet civil- 
ians", the Hungarian cabinet 


convened at 4pm and, after a 


brief discussion, unanimously 
accepted Nagy’s proposal to 
withdraw from the Warsaw pact. 
At 5pm Andropov was called in 
again and informed that Hun- 
gary had no choice but to with- 
draw from the pact and declare 
itself a neutral country. 

Chevy Chase, 
Maryland 


A arri n ma 


ENDRE MARTON 


SiR—l knew Hungary's popula- 
tion was declining, but I had no 
idea that it had gone down to 8m 
(March 18th). What has hap- 
pened to the other 2.59m people 
who were there only months 
ago? 

Furthermore, Hungary’s gross 
hard-currency debt was $17.3 
billion at the end of last year. 
With reserves at $1.9 billion, ac- 
cording to the mmr, this gives it a 
net debt of $15.4 billion. Which- 
ever figure you use—gross or 
net—it's a bit different from 
your $16,6 billion. Finally, you 
compare Hungary's debt to the 
size of the population—the two 
figures you got Ene Never 
mind, a debt/population ratio 


. has little to do with whether a 


country can service its debt. For 
this you should look at convert- 
ible-currency export earnings. 


London Davip YOUNG 





Sir—~In your article about Em- 
press Zita (April 8th) you wrote 
that the requiem was in St Mat- 


thew's church. There is no St 

-« Matthew's church in Budapest. 
The 

 Mátyás templom is Matthias's 


translation. of 


English 


more Serious mistake 
"Saint" 






Blessed Virgin's church. 
nickname, Mátyás 


it restored, enlarged and 
decorated. 

On another point, I suggest 
you should use accents if you 
print a Hungarian word, because 
the accents are important in our 
language and omitting them is 
confusing or even funny. For in- 
stance: tar means bald, bare, and 
tár means depot, magazine; tor 
means banquet and tór means to 
break; szár means stem and szar 
means shit; tke means capital 
and tóke means testicles. 

My opinion is that the high 
quality of your paper does not al- 
low making even such insignifi- 
cant mistakes. 


Budapest ANDRAS PETER Bonos 





High-tech rhinos 


Sirn—The answer to the sawn off 
horn (“Save the rhino”, April 
29th) is to make up a steel horn 





which could do the job of pro- 
tecting the young ones. In this 


world of high technology, sucha ` 


simple solution could. surely be 
found. : 
Bombay S.V. KULKARNI 


High-tech Japan | 


SiR—1 read with incredulity your 


statement (“Japanese in Eu - 
rope", April 15th) on how you: 
believe Japanese electronic com- 
panies are making their invest-. 


ment decisions in Europe. Brit- 
ain, your article presupposes, 
will be the site only for basic wa- 


fer fabrication manufacturing, - 
whereas West Germany. will be 
chosen for the more skilful. and . 

















in front of “Matthew”. 

The patron of this church is not -+ 
St Matthias but Holy Mary, and p 
the church's official name is. 
The- 
templom, 
comes from the name of a Hun- . 
garian king, Matthias I, who had 


| ET division of Dui E i ur 









es ; those needed to pro- 


duce application specific inte 
„grated circuits (ASICs). 


In fact, Britain is already engi- 
neering and manufacturing 
world-class asic products, with 
levels of integration not avail 


. able anywhere else in Europe. 
. My-company offers one exam: 


ple. Also, Fujitsu has already im- 


_ plied that it intends to manufac 
ture ASIC products in its recently 


announced British factory, once 
it has produced its standard 
memory products. 


` Bracknell, JOHN PENNEY 
Berks LSI Logic Ltd 
Si&—Ín "Japan's technology 


gap (April 15th) your argument 
about the lack of original re 
search in Japan ignores the ke 
sons of history. Five years b ` 

the founding of England's 1 ; 
Society. in. 1662, Fromanteel’s 
son had stolen from Holland the 
crucial "intellectual property" 
involved in the pendulum clock. 
As late as 1728, Defoe was stil 
proud to assert that it was the ge 
nius of the British that they are 
"better to improve than to in 
vent." Dryden uses almost th« 
same words, and adds that thi: 
"is evident not only in our po: 
etry but in many of ou: 






manufactures." 


There is much to suggest tha; 
the Americans, like the British: 
have adapted as much technol 
ogy as they could to their owr 
particular talents. But whew 
there was little left to copy, the® 
own research took over. Wh: 
should we expect anything els: 
from the Japanese? 

Victoria, 
British Columbia. SAMUEL 
















Latest Special Report No. 2001 

THE UK PASSENGER CAR 

MARKET: 

1989 Edition 

‘Since 1985 each year has set new 

į records for the UK passenger car 
market. Are we witnessing a 

fundamental “all time" change in the 

] size of the UK's new car market - or 
s the bubble about to burst? This 

new report offers an examination of 

the UK passenger car market in 

terms of both suppliers and major 

| distributors and includes full analysis 

| of the market with forecasts to 1: 


Price including postage: UK & Europe £195 
North America US$385; Rest of World £198. 

















| The Economist Intelligence Unit 
i Markeing Dept (EDRU 215 Park Avenue South 
New York, NY 10003 
London WIA 10W, UK — USA 
Tet 01-493 6711 Fek (212) 468 0600 












: Steer Davies & Gleave Ltd 
Transportation — 
— Planning Consultants 


CONSULTANTS TO THE TRANSPORT 


. AS one of the country's leading transport consultancies, Steer Davies & Gleave Lid is 
bi determined to meet today's challenges, in Britain and overseas, with the highest quality 
personnel We are looking for staff for a number of challenging positions where the 
po. Requirement is to provide pened ane ee advice. 
fo X SDG International Lid 
-.: Fot our overseas operations, we have recently established a new v company within the Seer 
Davies & Gleave group, We are seeking experienced stalf for Third World projects, and 
wotild also be pleased to hear from consultants wishing to be included on our freelance 
RR 
2. SDG (New Zealand) lid 
We have a subsidiary company ín Wellington. New Zealand faces many challenges in the 
transport sector and we are looking for a senior professional on a permanent or 2-3 year 
contract, to: kada growing number of passenger and freight transport projects. 
3: Transport Planners/Economists 
3 ing for staff to be based in our head office in Richmond, Surrey, or at new 
































og s in Central London (Euston) or Leeds. They should have at least three or more years 
experience, preferably a relevant Masters degree and the aptitude to respond to today's fast- 
changing planning environment. Our current projects include major public transport 
studies in Teesside, Leeds and London. 
DOPO An attractive remuneration package including — related bonus will be offered to 
J. successful candidates, 


5 e ? Please send your CV in the first instance to: 





 STEER DAVIES & GLEAVE 
_ISAN EC AL OPPORTUNITIES EMPLOYER 








` CENTRE FOR INTERNATIONAL RESEARCH 
ON COMMUNICATION AND 
_ INFORMATION TECHNOLOGIES 





 BLOBAL INFORMAT It N ECONOMY 


Salary A$20-64,000, plus benefits and allowances 


The. Victorian Government, in conjunction with the Universities of 
Melbourne and Monash, has established the Centre for international 

. “Research on Communication and Information Technologies (CIRCIT) to 
study the implications of information and communication technol- 
ogies for the contemporary economy and society. The purpose is to 
build an internationally pre-eminent centre of knowledge on the 
economic, social and public policy implications of the global informa- 
tion economy. 


The Centre is located near central Melbourne and will be directed by 
«Professor William Melody. it opens in Spring 1989 and is building a core 
research team of abut 12, plus 6-8 visiting positions for 3-24 month 
"periods. Applicants should ave education, training or experience at 
Oo an advanced level in one of the social sciences and demonstrated 
ux eet in the field. Interdisciplinary qualifications wil! be an 


cu Applications containing a detailed curriculum vitae, a sample of past 
| work, and a brief statement of the contribution that the applicant can 
E bring to the work of the Centre shouid be sent to: 


Professor Donald Lamberton 


-Deputy Director, Research 
E e 

; eral Building 
Riverside Quay 











| A Major livesiunt Company in 
| Kuwait requires the services of: 


| Suitable candidates are requested to} 
| forward their respective résumés to: 









a * EUROPEAN BUSINESS SCHOO 
LONDON - PARIS - FRANKFURT - MADRID - — 





The European Business. School with centres in the : 
UK, France, Germany, Spain and, most recently, Italy 
is the leading private university business school in - 
Europe. EBS is now strengthening itsacademicteam ~ 
at the highest level and invites applications for the 


ost of: | | 

i ACADEMIC DIRECTOR 3 
Reporting directly to the international board, the - 
Academic Director will be based in London with — 
responsibility for formulating academic strategy for 
existing and new programmes and the coordination. 
of academic activities throughout our Euro 
centres. The ideal candidate will be a commi 
European and have a combination of first cla 
academic credentials and business experience. H: 
or she will have worked effectively in a European 
context (experience of academic leadership in a. 
post-graduate European business school could bi 
an advantage) and will be proficient in two or three 
European languages. The opportunities for finan- 
cial and career growth are outstanding. 

Candidates should write (citing on the envelope. 
ref. no: EC89ADL) in confidence to: 


The Administrative Director, The European Business School — 
Regent's College. Inner Circle, Regent's Park, London NW1 ANS. 
Fax No: 01-487 7465 


APPLICATIONS SHOULD BE RECEIVED BY 15 JULY 1989 










Job Title: | E^ 
Chief Dealer in Ban cing i 
Experience Required: 
15 years 
.. Specialist: 
Money Market, 
Foreign Exchange, 
Future Options 












Administrative Manager 
PO Box 25479 
13115 Safat, Kuwait 
All applications will be treated in the . 
strictest con fidence E 











RIO 







a PER BUSINESS qme AND ADVI " 


Business | | 


| International 





GLOBAL BUSINESS INFORMATION AND ADVICE 


Business International is one of the world's largest business information companies and is a member of 


the Economist Group. Its Human Resources Division is one of its fastest growing units. We now need a 


consultant in our London Office to be responsible for working with existing clients and developing new 


| ones in the UK. The Human Resources Division provides companies with repens on: 
| .— Cost of living in 103 cities. 

mM Compensation i in 30 countries. 

— Benefits in 20 countries. 


“a ‘Personal tax in 45 countries. 
- Other aspects of management motivation and reward, for example, on International employee 
Share Ownership. 


Your. consultancy work will help companies analyse their requirements and help them create the most | 
appropriate package of pay and benefits. The successful candidate must be capable of "working 


. independently, possess sales skills, be interested in building a business and have the ability to organise 
and speak at conferences. Editorial skills would be an asset. 


Write, explaining why your qualities would make you an ideal candidate for this position, to: 
| Lars Olof Andersson, Director, Human Resources Division, Business international SA, 12-14 
Chemin Rieu, 1208 Geneva, Switzerland. Telephone: (41) 22 475955. Facsimile: NEU 22 478118. 


Business s| 





- Business International, a member of The Economist Group, is the world’s leading source of business information and advice 
_ for multinational corporations. Through an integrated system of publications, counselling, research, conferences and on- “tine. 
_ databases, we provide our clients with practical analysis and advice on operating conditions worldwide. a P 





The Editorial Director, based in Hong Kong, will be responsible for our publishing programme in the Asia/Pacific r region. 
Specific responsibilities include: 


Ensuring the high quality and Den delivery of publications produced in the Asia/Pacific region... maidin our flagship 
newsletter, Business Asia. 


Commissioning, structuring content, editing and managing production of Asian T: repo ts—t ypically in-depth studies of 
corporate entry and Operating strategies for a given country or broad analyses of the changing Asia/Pacifi c business 
environment. 


Managing Asian inputs and deadlines for Business International's global reference services and pecia! projects. Training and 
supervising staff editors, country analysts and a region-wide network of freelancers, 


The successful candidate will have these attributes: 
a strong academic background in Asian studies and economics/finance 








— a clear understanding of the opportunities for and threats to multinational companies s doing bosinessi in this region 


— excellent English wilting and editing skills n | 

— the ability to deal effectively with a wide range of people, including in-house analysts, field corresponde nts and high 
level corporat executives 

n meeting deadlines 


| iter s -skills and knowledge of an Asian lens would be definite assets. 


r etailed. résumé, writing sample and salar y requirements to: 
or, Business International Asia/Pacific Lt 
EK kon Facsimile Number: Maik 5-8853279. 
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And how does Alcatel perceive such glaring 
differences? Simple. Wherever a customer, or 
potential customer is based, there are local Alcatel 
experts living and working in the same country. 

They are there to make sure that our com- 
munications systems have the flexibility to match 
the customers specific requirements. And this 


12 


: 
[ 


To most communications systems comp 
To us they're a Thai, an Indo 


applies to Public Network Systems, Transm 
Business Systems, Cables, Network Engin 
and Installation. 

Of course, this sort of customer comm 
and support requires manpower. That's 
125,000 Alcatel professionals work | 
together with local customers in 110 cot 


THE ECONOMIST JUNE 3 





, these gentlemen are South East Asians. 
n, a Malay and a Vietnamese. 


ding a relationship of trust and co-operation. 
only with such a close partnership that truly 
sible solutions to suit individual market require- 
ts can be developed. 
Which is better for worldwide communi- 


sons systems and better for customers like the 
tlemen above. 





ALCATEL 


Alcatel n.v., World Trade Centre, 
Strawinskylaan 341, NL 1077 XX Amsterdam, The Netherlands. 
"HE ECONOMIST JUNE 3 1989 
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Here we go 


E YOU want to see why it is wrong to say 
the cold war is over, take a look at what the 
two parties involved in it are doing to each 
other in the battle over disarmament. Both 
would like to spend less money on soldiers 
and guns; but both have other purposes too. 

The disarmament ideas that Russia puts 
forward are designed to separate West Ger- 

from its NATO allies; at least, they have 

n having that effect, and it is unlikely that 

Mikhail Gorbachev did not foresee it. 
Now President George Bush has delivered the 
western counter-attack: "Here we go now, on the offence,” he 
said in his cheery, awkward way on Tuesday. If the Russians 
accepted Mr Bush's proposal of May 29th—to cut the Ameri- 
can and Russian forces in Europe (outside Russia itself) down 
to 275,000 men each—Russia would suffer a perhaps fatal 
weakening of its control over Eastern Europe. The cold war is 
a non-lethal struggle for advantage. After long years of immo- 
bility, it has moved into a period of rapid manoeuvre, a time 
for Rommels, not Haigs; but a struggle for advantage it still is. 

There are risks for the West even in the lop-sided cuts Mr 
Bush wants—lop-sided because Russia, having more men in 
Europe than America has, would have to take more away. It is 
harder for American soldiers withdrawn from Europe to get 
back again than it is for Russian ones, America being so much 
farther away. Any American reduction will therefore frighten 
some Europeans into thinking they are being abandoned. (It 
mav also healthily shock other Europeans into doing what is 

2ssary to make sure they do not get abandoned.) But the 
risks for Russia are much bigger, and not just because Russia 
has to cut more men. Russia's influence in Eastern Europe is 
hugely more dependent on its military presence there than 
America's influence in Western Europe is. The Bush idea is 
lop-sided in its political impact as well as in numbers. 

Such cuts, fully carried out, would require Russia to re- 
move more than half the men it now keeps in Eastern Europe. 
It could do that the politically easier way, which is to apply the 
cuts more or less equally everywhere. But that would mean 
knocking a hole in the heart of the Warsaw pact's front line, 
in East Germany, where well over half of all the Russians in 
Eastern Europe are garrisoned. Or Russia could do it the mili- 
marily more sensible way, which is to thin its East German 
scontingent as little as possible. But that would mean stripping 
(Poland, which this Sunday holds the first half-free election 
Khe communist world has ever seen; Hungary, whose commu- 
inist party's number two said this week that it ought to turn 
Ktself into a western-like social democratic party; and maybe 
(Czechoslovakia, whose young people may consider the Rus- 


P ede 








































Be 
Fconomis 


sian departure an excellent cue for their coun- 
try to go the Polish-Hungarian way. A whole — 
stretch of Eastern Europe could see the door - 
to pluralism open wider. | 

For once Mr Gorbachev may therefore 
soon be saying "Less!" rather than “More!” 
when the talk is about disarmament. But he 
will not find it easy to block Mr Bush's pro- 
posal, because that would make him unpopu- — 
lar in Western Europe. : 

Most West Europeans like the thought of 
a looser Russian grip over Eastern Europe. 
They also do not want to have to provide more men and 
money to fill the gap left by the American troop reduction. If — 
a large Russian demobilisation cuts the Warsaw pact's total 
size, they will not have to. They can take on a relatively larger 
share of the responsibility for their own defence without big- — 
ger military budgets, perhaps even with smaller ones. That 
relative but not absolute increase is exactly as it should be. A 
Western Europe as well off as it will be in the 1990s should no 
longer rely on a third of the American defence budget for its - 
protection. 
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After glum certainty, watchful uncertainty 


Europe is moving into a period when the glum certainties of 
the past 40 years may no longer apply. It may not be necessary 
to spend quite so much on defence. It may no longer be neces- _ 
sary to assume that all of Eastern Europe is lost to the hope of 
pluralism. This is exciting; but the excitement should not lead 
Europeans to believe they now live in a danger-free continent. 
The negotiating of an armies-cutting treaty will be a te- — 
dious business, and could take much longer than the year or 
thereabouts Mr Bush blithely talks about. It will be necessary 
to devise an inspection system that can make sure troops / 
taken out of non-Russian Europe stay out of it; can count 
tanks to the nearest hundred, and military aircraft to the — 
nearest dozen, over a whole continent; and, if short-range nu- 
clear weapons are included, can spot the precise number of | 
these small objects tucked away in woodland corners. Even - 
with the sharpest-eyed spies in the sky, and with human in- 
spectors licensed to poke around on the ground, that is a vast _ 
job; but the treaty will be useless if the job is not done. 
Assuming an inspectable treaty can be devised, there is - 
still no telling how long the circumstances which made it pos- 
sible will stay in existence. As the tremors run through East- 
ern Europe, Mr Gorbachev may change his mind about how — 
far he wants to pull the Russian army back within its own 
borders. He may be replaced in the Kremlin, for these or - 
other reasons, by a more conservative man with older-fash- 
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ioned ideas about keeping Russia's foot in place right up to 
the Elbe. And even if Mr Gorbachev stays in power until the 
4 end of the century, and stays relatively benign, this will not 
mean that his Russia has become a country with which West- 
ern Europe can stroll hand-in-hand into a sunlit future. 
It is not just different political ideas that make countries 
compete with each other. So do differences in what they 
want, irrespective of the ideas they live under. Despite the 


Dengs folly 









but China will pay a heavy price for it 


YT ITY China in Deng Xiaoping's moment of triumph. The 

A students, who in their hundreds of thousands thumbed 
their noses at Mr Deng and his prime minister, Mr Li Peng, 
are now demoralised, their numbers dwindling, their de- 

mands for "democracy" unmet. By obliging Mr Deng and Mr 
Li to threaten force to scare them away, they have won a 

. moral victory. But that is small consolation when the people 
_ they looked to for support, such as the party boss, Mr Zhao 
_ Ziyang, have suffered a severe defeat (see page 29). For all the 

] idealism of the students and the support they got from work- 
ers, soldiers and bureaucrats, in the end they proved only 
~ how hard it is to challenge a ruling communist party and win. 

For Mr Deng, the trouble is that he cannot afford another 
victory like this one—and neither can China. 

— Despite the letters of support for Mr Li that are now being 
 arm-twisted out of every party committee, Mr Deng has won 
only at the top of the party; and he has achieved this only at 
the cost of splitting the party, the government and the army. 
_ The argument is not about the principle of reform—everyone 

agrees some reform must go on—but about how to pursue it. 

Mr Deng and Mr Li reckon that, as economic problems 
mount, further reform cannot safely be carried out except un- 
der tight party control. Mr Zhao, who is no democrat in any 
western meaning of the word, seems to understand that freer 
markets need freer politics if they are to work. He had the 
temerity to think that the party could afford to loosen up a 
little and listen to the protesters. 

_ Thetriumph of Mr Deng's line proves that, even at 84, he 
is still one of the world’s most formidable politicians. But it 
does not prove he is right. By ditching his second party boss 
_in two years, the man who used to be thought the world's 
cuddliest communist has discredited himself and his party in 
the eyes of many Chinese. Mr Li is doubly discredited. Not 
only did he prevail by threat of force rather than by force of 
argument: he would not have prevailed at all without Mr 

Deng's support. The unloved Mr Li knows that, if he keeps 
his job at all, it will be only for as long as Mr Deng and his 

fellow bath-chair autocrats fight his battles for him. 

. Yet Mr Deng’s politicking has done worse than tarnish a 

few political reputations. Deng Xiaoping made his name ten 

years ago by debunking Mao Zedong's dottinesses; he looks 

like ending his career by mimicking some of Mao's mistakes. 

By branding Mr Zhao and his supporters "counter-revolu- 
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China's old men have beaten back the "threat" of democracy. Their victory is temporary, 
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changes he has introduced in Russia, Mr Gorbachev's ideo 
ogy is still far from Western Europe’s. The jockeying for ac 
vantage over disarmament shows that his view of what is goo 
for Russia is a long way from most West Europeans’ view c 
what is good for them. Mr Gorbachev's eye is on a neutr: 
Germany. The West Europeans’ eye is on a free Eastern Et 
rope. So long as Russia and the West do not meet each other’ 
gaze in such things, the long tussle between them is not ove 












tionaries", Mr Deng has revived the language of the culture 
revolution. That will do most harm among the people—scier 
tists, teachers, entrepreneurs—whose ideas and ener; 
China needs most if it is to thrive. In his haste to do down _ 
Zhao, Mr Deng has knocked one of the legs out from unde 
his own reforms. The promise, both to those Chinese wh: 
had suffered under Mao and to foreign investors in M 
Deng's China, was that China was slowly finding its way fron 
unstable rule by personal whim to the more stable rule pf la 
(albeit party law). Mao's whims condemned China to years c 
turmoil when the old man died. Mr Deng’s may do the same 


When the wind blows 


The consequences are already making themselves felt. M 
Deng's tantrum has provoked the largest demonstration 
ever seen in apolitical Hongkong. More Hongkongers wil 
now leave that threatened place. Those who cannot will pres 
for more of a say in their own affairs before they return t 
Chinese rule in 1997. And if Mr Deng cannot tolerat 
friendly criticism from a bunch of his own students, nobod 
will believe that his "one country, two systems" idea, whicl 
he hopes will entice Taiwan as well as Hongkong to rejoit 
China, would ever work. Indeed, a China rededicating ir-~! 
to the rhetoric of Marxism-Leninism will worry all its ne 
bours. Not even Mikhail Gorbachev, presiding this week ove 
a healthily unruly parliament, would want to be judged b 
Dengist standards. 

And China itself? Its economic success has come fron 
loosening central controls at home and opening itself up tı 
the outside world. Mr Li insists that the door will stay open 
how many foreign companies will now brave the turbulenc 
blowing through it is another.question. But whatever damag 
the turbulence does in the short run, China's best hope i 
that it will continue until it blows Mr Li's reactionary policie 
out. Even Chinese with short memories will recall that M 
Zhao, at 70, is younger than Mr Deng was when he was las 
removed from power. Mr Deng's health is failing. He may las 
months, he may last a couple of years, but eventually Mar: 
will take him. When Mr Deng goes, if not before, Mr Zhao' 
ideas will bounce back. The danger is that, having closed ot 
the path to peaceful change in China, Mr Deng may hav 
condemned his country to the violent sort next time. 












ic I lessons from political disgrace 





yproduct of the American obsession with legalism 
is the presumption that if it's not illegal, it's perfectly 
The line is moving", complained Mr Tony Cuelho 
shortly before resigning as Democratic whip, the number- 
e job in the House of Representatives, rather than go 
hrough the sort of ordeal that has driven Mr Jim Wright 
from the Speakership. He meant that formerly tolerated be- 
3 haviour is suddenly verboten in the ethical frenzy that has 
gripped Washington. 
. . Mr Coehlo is right that the rules are changing, but wrong 
“to think this unfair. He and Mr Wright may or may not have 
AN ited the technical rules of the House, and might or might 
^1 — have got away with it six months ago (before Democrats 
pled Mr John Tower, and Republicans vowed revenge). 
But it takes no Torquemada to recognise that what they did 
was wrong. Mr Wright got $145,000 from a Texas business- 
man, and evaded speaking-fee rules through bulk sales of a 
pseudo-book. } Mr Coelho, more modishly, was helped by a 
wings and loan executive to buy a junk bond. 
. Both men’s benefactors had befriended them because of 
eir positions of power; both men were exploiting public of- 
private profit. True enough, this is a story as old as 
nd the quest for rules to prevent it can be futile or 
0 terproductive. But anyone who wishes to eschew 
hing in on power does not need a lawyer to tell him how. 
| The departure of Mr Wright and Mr Coehlo could prove 
blessing for the Democratic party. Having an old appa- 
itchik like Mr Wright as their senior elected official has al- 
ays embarrassed Democrats eager to remould their party's 
mage. Mr Coehlo was more to their liking. He forged profit- 
ble links between the party and business, especially 1980s- 
“sels businesses such as real-estate development, entertain- 
:—and junk bonds. He almost put the Democrats on a 


































) Morality knows no party 
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ie the ee cannot rebuild pra party on inc 

ing, and on an implicit promise to look after the intei 
business contributors. They need leaders who beli 
something. It was ideas, not cash-flow, that put the 
cans in semi-permanent possession of the White House. 


Republicans should not be smug, for there is a lesson í | 
them, too. During the repeated scandals of the Kea years 
and the more recent Tower imbroglio, they were quick to a 
cuse the press and the Democrats of double standards on et 
ics. In fact, the press has proved admirably impartial in pur: l 
ing misbehaviour, and Mr Wright’s fellow Democrats arë 
ones who forced him out as Speaker. It is the Republica: 
who now risk appearing hypocritical. How many of them ev 
criticised Mr Ed Meese? Mr Newt Gingrich, the Republican 
congressman who says he has a list of “nine or ten" Der 
crats he would like to go after next, had his own fishy boc 
deal, as did a Republican senator from Minnesota, Mr David 
Durenberger. Mr Gingrich and friends should be prepared to 
show that their new-found concern over ethics is not. just 
case of revenge. 

There is one other lesson—for the American publi 
which terrorises its elected representatives out of asking for 
pay rise, then is distressed when they seek money elsewhere 
The fact that congressmen have gone without a pay increase 
since 1981 does not excuse corruption, but it oan helps 
to explain it. 
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mne last realignment of European currencies 


HILE the rising dollar and the huge ids imbalances 
"between America, Japan and West Germany grab head- 
e$, another growing imbalance tends to get overlooked: 
st Germany's surplus with its fellow full members of the 
ropean Monetary System. This could threaten not just the 
sent stability of the EMs, but Europe's plans for economic 
d—looking further ahead— monetary union. 

‘West Germany's trade surplus with America fell from 


8 billion in 1986 to DM17 billion ($9 billion) last year. 














'aighten Europe's snake 


Desirable though the prospect of monetary union is, it should not rule out 


surplus with B EMS members jumped from | PMAR | 












billion to DM46 billion, almost eight times the 1983 fig 
Worse still, when America's external deficit shrinks, the 
balances within Europe are likely to get worse. Mr Will 
Cline of the Institute for International Economics forecas 
that if America's deficit is reduced by $100 billion by 1992 
through a slowdown in its domestic demand and a deprecia- 
tion of the dollar evenly against other currencies, this would 
leave West Germany's overall trade surplus virtually u 
Eo The deficits of France and Italy would almost doubl 

. So what? Such EMS imbalances hardly matter if, as 















































| So ian Gud EMS W wy matter E. as at 
present, they are being financed willingly. And, in theory, 
they will matter even less within a single European market. 
An obvious solution would be for West Germany to grow 
aster and hence import more from its neighbours. But Ger- 
any's real GNP grew by 342% last year, and its fiscal policy 
às been more expansionary than that of any other EMS mem- 
er in the past three years. In that case, the reason for Eu- 
ope' s widening trade gaps must be differences in competi- 
yeness—and hence in real exchange rates. 

~The central rates of the EMS have remained fixed in nomi- 
nal terms for. almost 29 months—the longest period of stabil- 
o. in the system's ten-year life. Inflation differentials have 
arrowed, leading some people to conclude that nominal ex- 
hange rates do not need to change. Yet West Germany’s 
rowing surplus with other countries at the same time as its 
lomestic demand is buoyant suggests that the D-mark is un- 
ervalued—partly, perhaps, because earlier realignments 
ever compensated fully for inflation differentials. On one 
stimate the French franc, the lira and the currencies of other 
leficit countries need to be devalued by at least 15% in real 
erms against the D-mark. 


The grinding path to competitiveness 

‘The surest way to achieve a real devaluation is also the hard- 
est—by the deficit countries doing better than average on 
; DOA and cost restraint. The alternative—a Sunday af- 





| Cleaning up the City 


Britain needs an SEC to enforce its new financial rules 


p VERYONE, except the crooked few, wants a cleaner City 
- of London. Everyone pays lip service to the notion that a 
vell-regulated financial market attracts more business than it 
cares away. Yet a definition of that word "well" remains 
elusive. Nearly three years after the Financial Services Act 
was passed by Parliament, fans of the City's new set of rules 
are as rare as profitable any dealers. If change were possi- 
ble, most City folk think that less would now be better than 
more. Which might seem an odd moment to propose that the 
system in fact needs to be tougher. 

Even allowing for self-servers, many of the complaints are 
- justified. The new rules are certainly complicated and costly; 
not only does compliance with them involve expensive com- 
.puterised disclosure, but also the Securities and Investments 


fees it levies on financial firms by nearly 60% for 1989-90, to a 
total of £17.4m ($27.1m). In time, such costs could drive 
ome business to cheaper climes. Yet it does not follow from 
-this that the new rules should be scrapped or made laxer. The 
problem is not as simple as that. | 

— Any system of financial regulation, let alone London's, 
has to combine a confusing number of functions as well as 
aims. It must lay down, rules as well as enforcing them; it must 
| proi i sasn ll as encouraging professionals 
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Board (sis), the City's main watchdog, has just increased the 


terhoon n hüddte r EEC finance ministers, eventually agreein 
on nominal realignments—cannot guarantee a lower real e: 
change rate for the franc, the lira and the rest: the benefits ¢ 
devaluation can be eroded quickly by faster inflation. Bi 
there is now less risk of that happening, because EEC countrie 
have sensibly abandoned or diluted wage indexation. As 
result, the higher import prices that follow from a devaluatio 
do not get embedded throughout the economy withi 
months.  . : 
Even more important, Point economies need to g 
ready for the not-too-distant day when they become a mont 
tary union. That does not mean they should act as if the da 
has already dawned and nominal “exchange rates can n 
longer be changed. Unless the pressures from growing imba 
ances are relieved before a union $ set up, they could bust 
in its vital early years. Even before then, the deficit countrie 
might turn protectionist, threatening the 1992 programme. 
The pressures that now affect Europe's trade might we 
arise once a monetary union has been created. Just as a nom 
nal devaluation of the exchange rate is hot a painless wa 
make an economy more-competitive, nor is a monet 
union. Across Europe, governments and businesses will sti 
have to face the same tough decisions on. productivity, fle 
ibility and real wages. But at least let them start from a pos 
tion where exchange rates are not seen by many businessme 
as unfair. In preparing for monetary union, psychology wi 
matter. And psychology suggests that EMS currencies shoul 
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to provide liquidity; it must supervise existing firms as well : 
testing whether newcomers are fit and proper. Things. ge 
more complicated when the same basic system is made to et 
compass businesses as diverse as the sale of life-insurance | 
cies and the issue of Eurobonds. But London's chief prot 

is that this complexity has been multiplied even further E 
using a needlessly wide range of regulators. 

Add them up. The Bank of England is responsible for th 
doings (and misdoings) of all banks. The Department « 
Trade and Industry (DT!) enforces the companies acts, inclu 
ing some securities violations and insider trading. Then the 
is the SIB, which is responsible for vetting and authorisir 
securities and financial firms. Under its wing stand five sel 
regulatory organisations (SROs), which are supposed to a 
minister the siB's rules and to monitor wrongdoing. Cappir 
that lot are umpteen regional fraud squads, including the Ci 
of London Police Fraud Squad, which concentrates on secui 
ties and financial frauds, and the Serious Fraud Office, coi 
sisting of policemen, lawyers and accountants. 

In such an “over-regulated” City, miscreants ought to t 
running scared. They are not. All these Inspector Clouseat 
are bumping into ea other, while the Pink Panthers ru 
free. This year, for instanc the stock exchange has sent thre 
cases a month of suspected insi ding round to the Dri. 




































‘tment an average of nearly two years to com- 
investigation. As a result there have been only five 
utions since 1986—and those mainly of defendants 
xuttered "fair cop, guv" when tackled. Moreover, the 
r1 failed to close down Barlow Clowes, despite warnings of 

ky panky; that job was left to the sis. Although covered by 
-the companies act, alleged violations at County NatWest in 
the Blue Arrow affair were first assessed by the Bank of Eng- 
- land; and it was then eight months before the DTI appointed 
* ihspectors to look into them. 








< One clean pair of hands 


s When the Financial Services Act was being drafted and de- 
bated, months were devoted to arguing what the new rules 
should] be and who should set them, only minutes to how they 
should be enforced. With hindsight, this was exactly the 
-wrong way round. Regardless of the rules, it is the chance of 
gett : for breaking them that deters wrongdoing. If 
rcement could be improved, the rules could actually 
ed, even softened. The best chance of doing that 
2 f o eliminate the confusion of powers and respon- 
`- sibilities by concentrating them in one place. 7 
The logical place is the sin. It is sufficiently independent of 
- government to avoid bureaucratic lethargy, and close enough 
to markets to understand its subjects’ needs. But then, pro- 


















“As societies age, let the old keep young by working 
EALOUSY of the old is a new phenomenon in the indus- 


f trial world. It will grow, because the old are becoming 
richer. For that they can thank the pension and health 
schemes provided by the state—and paid for by taxpaying 
workers. This transfer from young to old will grow vastly in 
the first third of the next century: demography alone will see 
Yat (see page 81). The baby-boomers born in 1946-68 will 
then pass 60 or 65 and be retiring—and expecting to be kept 
by the baby-bust generation born in the 1970s. 
. < Faced with this prospect, many governments are starting 
'to look again at their pension schemes. Some countries, in- 
cluding Britain (with one of the oldest populations in the 
OECD) and Japan (with the most rapidly aging population), 
have already introduced reforms to reduce the future cost of 
‘pensions. One danger with such reforms is that they do not 
«distinguish between the old who are comfortably off and 
those who are not. Although the affluent old are already with 
ius, some of tomorrow's old people will be poorer, and need 
istate help more, than do today's. The main reason will not lie 
spells of unemployment in the 1980s, but in the fact that 
imany more of the women will be divorcées. As a new book for 
America’s National Bureau of Economic Research (NBER) 
ows, 1996 of elderly American widows and 2296 of elderly 
ispinsters are poor—but, by the same yardstick, 28% of elderly 
rced or separated women qua lify as poor. Even those old 













e who own their homes may, as the NBER study discov- social security. The alternative i is to encourage people : 


testers cry, Britain will have m LE of Ameri 
a statutory system, not a self-regulatory one. Actually, 
is already an embryonic SEC. It is a statutory body wit 
enforcement powers delegated to it by the secretary 
for trade and industry. Fans of self-regulation would like 
powers to be given to Britain's SROs instead. But the mr 
that markets, and the regulation of them, S global; 
more impractical this will become. Regulations will be negot 
ated between governments, and governments like to deal wit 
other statutory bodies, not self-regulatory ones. The SEC, or 
Japan's finance ministry, will want to talk to the sis. 
A concentration of power at the sip would, however; s 
quire a change in its financing method. At the moment it is 
financed entirely from levies on firms licensed by it and i 
SROs. Give it other beats, like insider trading and securi 
violations covered by the companies acts, and its fees will: 
through the roof. It will have to switch to the public purs 
After all, the other bodies (such as the police and the Serioi 
Fraud Office) policing the City get their money from thet 
paying public. Like the sip, what they are there to produce— 
clean financial system—is a public good. Switching to taxpa 
ers’ money would neatly sever the statutory SIB from its mu 
dled beginnings in a self-regulatory system. A few we 
publicised prosecutions, and it might even start to clean u 
the City. 







































ered, be deeply reluctant to release the money tied up in the: 
and spend it. | 
The best reform would be to encourage the old to sti 
longer at work. That helps in two ways: it increases the nun 
ber of workers, and it cuts the number of pensioners. Parti 
that valuable task will be done by the labour market itse 
High unemployment hits older workers badly, and they a 
slower than youngsters to get back into the job market. Man 
of those who took early retirement in the 1980-83 recessic 
have got used to life in the armchair. As the supply of young 
workers dwindles, that may change: in Britain activity rates 
among older men (including the over-70s) have been creeping 
up since the mid-1980s. The surly teenagers at some shop 
counters will gradually be replaced by their smiling granniet 


Save for yourself 


If the old are to be a real solution to tomorrow’s young: 
worker shortage, the labour market will need some help. Or 
powerful influence on retirement is the structure of occup 
tional pensions that are based on a worker's final salary. Th: 
discourage people from changing jobs in the final years : 
their career, and encourage them to retire promptly. For en 
ployers they are a disincentive to hire older workers. The e 
fects on workers' behaviour of one scheme examined by tk 
NBER study were considerably greater than the impact of sta! 











ide for their old age, with their pension determined by how 


auch they (and their employers) have saved. That was one 
im of the restriction of tax relief on occupational pensions in 
his year’s British budget. | 
State pensions also influence the decision to retire. A few 
overnments have begun to consider raising the age at which 
yensions are paid, although only in America and (in disguised 


orm) Japan have they bravely decided on a change. Others - 


would be wise to follow. Some OECD calculations suggest that, 
„if 65 was the right age for an American man to retire in da, 
and if the rise in life expectancy since then were used purely to 
extend working life, a man retiring now ought to do so at the 


age of 73, rising to 75 in 2025. 


Thatcher-upon-Tyne 





N ext steps to revive Britain’s cities 


i 'RBAN renewal is a tale of many cities, all different. Brit 
J ain still has some hideous ones. When the European 
ommission ranked EEG cities on a scale of deprivation in 
1986, Britain bagged ten of the worst 20—and renewal is a 
slow process. On the night of her last general-election victory, 


o years ago this week, Mrs Margaret Thatcher asserted that 


e would knock the inner cities into shape. 

. Although the knocking will not happen quickly, a start 

as been made. Several of Britain's most squalid 

ghbourhoods now have ambitious redevelopment 

hemes. But what Mrs Thatcher called for in 1987 was local 
leadership, and in most places this remains a matter of form 

ther than substance. To create the real thing, the next es- 
sential step is for ministers to give more power to local busi- 
nessmen, and tell them to get on with the job. 


Sons of UDCs 
In several cities businessmen have taken their first, faltering 
steps towards the kind of partnerships with developers and 
town-hall politicians that have transformed American cities 
ike Pittsburgh and St Louis. These partnerships need 
strengthening, which will happen only if the Thatcher gov- 
-ernment abandons some of its earlier views and policies. For a 
- start, it must be prepared to reverse an accumulation of power 
by Whitehall and its proxies, the urban development corpora- 
-tions (UDCs). The UDCs have done much to free the logjam of 
planning controls that held back development schemes in the 
cities, but they are becoming less useful now that local coun- 
cils have become less loony: Most ministers have not caught 
up with this change, even though it is a tribute to the success 
of their own policies. 
— Many local authorities in the cities of England and Wales 
were once commissariats of town-hall socialism, led by coun- 
cillors eyeing private property as theft and commerce as a 
plague. Nearly all have now changed their views. The destruc- 
tive Labour ideologues of Liverpool and Lambeth have been 
tethered. Whether i in moderate Labour cities like Newcastle 
j n orin » erstw hile bastions of the radical left 





Governments eo frightened of grey power to put up the 
pension-drawing retirement age may concentrate, instead, or 
restructuring their pension schemes to make it easier for peo 
ple to choose when to retire. Unfortunately, schemes that 
give people an incentive to-go on working may hurt those 
whose health or family circumstances force them to retire 
early. If pensions are treated as a means of alleviating poverty 
rather than as a payment made just because you are old, they 
affect old workers in the same way as other means-testec 
benefits affect younger ones. But if every granny gets a pen 
sion as of right, the healthier ones still have an incentive tc 
take a job; and the lower the as-of-right pension, the greate! 
the incentive. But pity the less healthy ones. 








like Sunderland and Sheffield, today's ruling ihe ioc 
are actively pursuing joint ventures with the private sector ir 
ways that seemed unimaginable even two years ago. 

It is the other partners, the national business leaders 
whose enthusiasm is in danger of dying. lt is a tricky act tc 
emulate their Victorian forebears, as Mrs Thatcher wouk 
have them do. All have crowded diaries. Most have demand 
ing shareholders. Their corporate headquarters are often else 
where. The problems they discuss are not Dickensian choler: 
and child labour, crying out for action, but the bleak dilem 
mas of long-term unemployment and polluted, derelict lanc 
that nobody can give away. It is a measure of Mrs Thatcher’: 
success that so many senior businessmen have given thei 
time to support local initiatives launched by the Confedera 
tion of British Industry, Business in the Community and oth 
ers. But they have found it hard going, as the record of th 
Newcastle Initiative on Tyneside suggests (see page 63). 

Mrs Thatcher may have misunderstood the real role 7 
the Victorian city fathers. Their main contribution was _ 
moral strength which their amateur enthusiasm brought ti 
the urban reforms of the late nineteenth century. But thos 
reforms were only truly. effective when the philanthropist 
harnessed new professional skills, in medicine, civil engineer 
ing and so on. Today's inner cities need the same combinatioi 
of amateur commitment and professional resources. But th 
new city leaders have insufficient professional skills of thei 
own, and they dread closer involvement with civil servant 
warring for their turf in Whitehall or threatening to replac 
local with central bureaucracy. 

The government has given businessmen responsibility fo 
the Training and Enterprise Councils. It should go further 
and encourage independent urban-renewal agencies. A fe 
already exist; others could replace UDCs. Unlike the UDC: 
though, they would be staffed by private-sector people an 
would charge councils and developers a fee for arranging joir 
ventures between them. Let the URAs flourish, lots of loc: 
ones, with national recognition for those, hat do best. 





To IMPROVE OUR VIEW 


OF THE HARBOR, WE ADDED A 
LITTLE WATER. 


Pulsating water to be precise, 
in a relaxing outdoor jacuzzi 
situated on its own private 
terrace. Which makes it the 
only way to truly immerse 
yourself in Hong Kong. 
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Being resourceful means bein 


Within the industrial sector of Singapore Technologies you'll find a diversified group of high-tech industi 
manufacturing and service companies. The synergy of these companies forms the base for a coordinated thr 


into new areas of advanced technology. Primary activities fall into four fields: Precision Engineering, Electror 
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and Information Technology, Industrial Support Services and our unique ‘Incubator’ covering venture capital 


tartups and joint ventures. The sheer spectrum of activities is indicative of the resources at hand, which we extend 


> all customers and new technology partners. = E Singapore Technologies Industrial 
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How Do You See Hyundai? 


You probably picture Hyundai as a maker of affordable, high- 
quality cars. 


That picture's not wrong. Just incomplete. 





Those who work with advanced computers, ships and nuclear 
power plants have a better idea of our Scope. 


In fact, you'll find the Hyundai name behind sophisticated 
engineering projects, petrochemicals, robotics, and satellite 
communication systems, among other exciting and diverse 
industries. 


Which is why, in Korea, Hyundai has become a symbol of our 
nation's economic progress. 


So by all means, remember our cars. But don't forget the big 


AHYUNDAI 


K.P.O. Box 92 Seoul, Korea 
TLX: K23111/5 FAX: (02) 743-8963 





The glass ceiling 


Asian-Americans earn more than most Americans. The 
more educated. But they aren’t loved for it. And not all 


OON YUEN was a rising star in 
Bechtel, a leading American engi- 
neering company, when he learnt by acci- 
dent that he would never make it to the top: 
; job as section head was the limit. So he 
t to form a Californian engineering com- 
pany of his own, which is now competing, 
brilliantly, with the old firm. Mr Yuen, like 
many of his fellow Asians, had bumped his 
head on "the glass ceiling", the notion, con- 
veniently subscribed to by the white major- 
ity, that Asian-American talents flower bet- 
ter in the back room, the laboratory or the 
classroom than in senior management. 
Nothing annoys America's Asians more 
than being praised as a “model minority", 
immigrants who have proved that the 
American dream is alive and flourishing, 
that if he works hard enough anyone can 
pull himself to the top by his own boot- 
straps. The label suggests a colour-blind 
slide towards assimilation. That is not so. 
Nor are all Asians doing well. South- 
east Asians, uprooted by war and politics 
and trying to pull their lives together in a 
strange, often unwelcoming land, are not 
aided by the sunny stereotype of Asian self- 
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should: they are 
o so well 


help. Many work long hours for little re- 
ward. Yet the Asians, as a group, are indeed 
flying high. Not just have they soared ahead 
of the immigrant Hispanics and out of sight 
of the blacks; on average, they also earn 
more than whites (which, for convenience, 
in this article excludes Hispanics). 

There is no magic to this. Asians do bet- 
ter because, on average, they are better edu- 
cated than other Americans. As immigrants 
they bring with them the fruit of years spent 
educating themselves in their native coun- 
tries; and those born in America still hold 
on to the blessed tradition that a child has 
the responsibility to study hard. 


A mixed bunch 


That tradition is one of few that America's 
Asians have in common. For they are a het- 
erogeneous crew, sharing neither history, 
religion nor language—nor wealth. Little 
unites a Japanese-American whose family ar- 
rived a century ago with yesterday's refugee 
from the Laotian hills; or a Chinese physi- 
cist, at the top of the heap, with a Philippine 
labourer at the bottom. 

How did they come? For most, the story 





begins a mere quarter-century ago, when the 
United States did itself an immense favour 
by liberalising its immigration laws. Histori- 
cally, America has drawn its people from Eu- 
rope. Chinese, Japanese and Filipinos were 
imported from time to time for specific la- 
bouring or agricultural jobs, but the no-tres- 
passing signs on the Pacific shore kept most 
Asians out. In 1965 the rules changed. Peo- 
ple were allowed in not for their skin-colour 
but for their skills or to join relatives. 

Asia responded by sending its brightest 
and its best, many with spectacular qualifica- 
tions, to fill the "professional preference" 
slots that had suddenly opened. After a few 
years such immigrants became eligible to 
send for their immediate family and, rather 
less easily, for other relatives. At one time, 
nearly half the spouses and children, par- 
ents and siblings thus coming to America 
were from Asia. Not all were of the same 
quality as the pioneers. But they came from 
the same social and professional back- 
grounds, and most were well educated. 

Nowadays about 4096 of the yearly 
600,000 immigrants are from Asia. The Chi- 
nese, who, with the Japanese, formed Amer- 
ica's traditional Asian minority, have been 
overtaken by the Filipinos as the largest 
single Asian group. Vietnamese refugees 
and Koreans have surged ahead of the Japa- 
nese who, doing well enough at home, de- 
clined to join the post-1965 rush across the 
Pacific. The total of ethnic Asians in Amer- 
ica is still modest: only 6.5m (against 20m 
Hispanics, for instance). But it could reach 
nearly 10m by the turn of the century. 


Visible, successful and resented 


Though American Asians are unassertive, 
they appear more numerous than they actu- 
ally are. They cluster in the west (3696 of 
them live in California, 1396 in Hawaii). 
They prefer big cities, turning sections of 
them into their own enclaves. The Koreans, 
in particular, are very visible, running 
greengroceries, sandwich shops and service 


The heap 
America's ethnic Asian population, "000 
1980 1990*  2000* 


715 800 860 
810 1,260 1,680 
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stations. Above all, the Asians have a habit 
of excelling in whatever they do. 

That, naturally, irritates other people. 
Asians detect flickers of racism at all levels: 
on the street, in small towns overwhelmed 
by refugees, at the universities, in business. 
This is a pale cousin of the raw prejudice 
that flares up, say, against Pakistanis in Brit- 
ain or Arabs in France. But leading Asians 
compare their people with America’s Jews as 
they were 50 years ago, out-working and out- 
shining the majority—and resented for it. 

The subtlest form of discrimination that 
they allege is that Asian high-fliers are not 
paid full value for their brains, This is hard 
to pin down; indeed many other Americans 
would deny it, pointing to the 1980 census, 
which found that Asian-American families 
had a higher median income than white 
ones: $23,600 against $20,800. But Asian 
scholars offer two convincing caveats. First, 
Asians, as a group, earn more because, as a 
group, they are better qualified and so get 
better jobs. Second, more members of an 
Asian household go out to work: 68% of 
Philippine women, for example, do so, but 
only 49% of white women. 

Indian and Japanese families are top 
among America’s Asian high-earners. Al- 
though the Indians are nearly all newcom- 
ers, they earn more per head than other 
Asians and far more than whites. But look 
what sort of people they are. Indians started 
coming to America in the late 1960s. Most 
had been to college; about two-thirds of 
wage-earning Indian immigrants are gradu- 
ates. They were young, with professional 
backgrounds, no language problem and, 
usually, no children. Among America's 
male Indian professionals, one in four is a 
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It wasn't wise to be Japanese-American in 1942 
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doctor. Immigrants, whatever their profes- 
sional qualifications, have to face complex 
state licensing laws. But the Indians were 
open-minded about where they went; they 
were the one Asian ethnic group that chose 
New York in preference to California. 

The Japanese, in contrast, are mostly 
born and bred Americans. Pearl Harbour 
led to the internment of their west-coast 
predecessors, American citizens even then. 
But today they are closer than any other 
Asians to merging with the American main- 
stream, though still better educated and 
richer than white Americans. Because their 
households have so few non-working mem- 
bers, they are also even better off, as fam- 
ilies, than the Indians. They are likelier too 
than other Asians to try to climb the Ameri- 
can corporate ladder. But even they can sel- 
dom get beyond that glass ceiling. 


Fair or unfair? 


The big question is whether an individual 
Asian-American earns as much as a white 
American with equivalent qualifications. 
Yes, says the United States Commission on 
Civil Rights, a government agency, in a ten- 
tative, qualified sort of way, with three of 
the eight commissioners dissenting: an 
Asian man who has been at least 11 years in 
the United States can earn as much as a 
comparable white immigrant. 

No, say Asian experts in the matter at 
the Universities of California and Hawaii. 
The commission, they suggest, did not prop- 
erly compare like with like: in contrast, their 
own statistics show that Asian-Americans, 
with the Japanese doing best, get less return 
for their brain-power than a white Ameri- 
can would. Recent immigrants, they say, are 
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(as ever and everywhere) exploited. Asians 
who were born in America, or have lived 
there for some years, do pretty well. But 
even their well-paid jobs still pay less than 
the top jobs that would be open to a white: 
American with similar qualifications. 

Jewish experience is powerfully recalled 
when Asians protest at the quota system 
which, they claim, has been quietly imposed 
by one or two of the best universities to re- 
strain their intake of Asian students. The 
universities deny any such intent. 

Suspicion boiled over in the mid-1980s 
at Berkeley, the University of California's 
intellectual flagship. It is the first choice of 
many of the cleverest Asian students and of 
the most ambitious parents (who, however 
much they want their children to succeed, 
cannot always afford to send them to a pri- 
vate college). For the past ten years about a 
quarter of Bérkeley's freshman class have 
been Asian, notably Chinese. That propor- 
tion is high: less than 1096 of Californ 
school-age population is of Asian ances 
Yet it is still unfair, claim Asian academics, 
because it does not reflect the swiftly grow- 
ing number of qualified Asian candidates. 

Asian parents, more than others, insist 
that their children study hard; Asian chil- 
dren, more than others, do so. College entry 
in America depends, basically, on test scores 
and high-school grade levels, and young 
Asians tend to turn in perfect scores and 
grades. But the rules can be varied: to give 
weight, say, to extra-curricular achievement 
and community activities. The universities 
began to talk of "leadership qualities”. 
Asian applicants, noses buried in their 
books, were confused by the vagueness of 
the criteria. A trick to keep us out, they said. 

Berkeley, embarrassed, launched a la- 
borious investigation into the charge that its 
procedures had discriminated "consciously 
or unconsciously’ against Asian-American 
candidates. Its verdict, produced this spring, 
was that over 1981-87 it should have adn 
ted 18 more Asian students a year; far : 
few, among thousands, to prove systematic’ 
bias. Asian activists dispute these findings: 
at least 258 Asian-Americans, they allege, 
were unfairly kept out in 1984 alone. 

The proportion of Asian admissions at 
Berkeley will probably now edge upwards. 
The university has a new associate vice- 
chancellor in charge of admissions, Mr Pat- 
rick Hayashi, who testified during the inves- 
tigation that people "seemed to be 
deliberately searching for a standard which 
could be used to exclude Asian immigrant 
applicants". That sort of charge is too un- 
comfortable to be left alone. 


Down at the bottom 


Yet perhaps the fact—if it is one—that some 
successful and well-off members of a minor- 
ity are being denied even greater success is 
not the worst of the world's injustices. 
Those at the bottom of the Asian heap com- 
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Cambodia comes to Boston 


plain less but have more to complain about. 
Asian-Americans are expected to succeed. 
This is hard on the ones who don't: most of 
the Indochinese refugees, for a start. 

The first batch of Vietnamese, who left 
their country in 1975, at the same time as 
the Americans, were mostly people with 
money, education and a knowledge of 
American ways. The ones who came later— 
the Vietnamese boat-people, Cambodians 
who had struggled by land to the camps in 
Thailand—were farmers, fishermen, shop- 
keepers and their children. They came 
empty-handed. About half of all the refu- 
gees from Indochina are now in the United 
States. The guess is that they will continue 
to come at the rate of about 35,000 a vear. 

Federal efforts to disperse them have 
failed. Though there are pockets of refugees 
in several states (some, like the Vietnamese 
fishermen in Texas, far from welcome), most 
have drifted westwards, in search of friends 
and a kinder climate. About 4096 are now in 
California, concentrated in the central val- 
ley south of San Francisco. 

Their presence is sometimes a little 
overwhelming for native residents of its 
small towns. But, at first, many of the refu- 
gees in this magic electronic valley did fine, 
slipping into well-paid jobs that required 
manual deftness but not much else. Then 
the computer companies found that it was 
cheaper to buy their parts from Taiwan or 
Hongkong than to employ local labour. 
Tens of thousands of Vietnamese, still basi- 
cally untrained and with little acquired skill 
in English, suddenly found themselves out 
of a job. The hope of getting another one, in 
that part of California, is not good: farmers, 
with their seasonal crops, prefer short-term 
Mexican labour. The Vietnamese were left, 
with their mortgages, to take in one anoth- 
er's washing or turn to social welfare. Some 
of their children dropped out of school, a 
few joining gangs that roamed the area de- 
manding protection money. 

The Filipinos too are having a tough 
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time keeping up with the stereotype of suc- 
cess. On paper, they should be doing well: 
they arrive in America armed with a decent 
education (though other people tend to be 
sceptical of Philippine diplomas), speaking 
tolerable English, and, from their islands' 
50 vears as an American colony, with some 
understanding of American ways. 

Yet many of them drift into dead-end 
jobs. That is particularly true in Hawaii, 
where the immigrants, joining relatives who 
were originally imported to work on sugar 
plantations, are mostly rural folk from poor 
areas. Once in Hawaii, they are funnelled 
swiftly into the tourist industry, whatever 
their qualifications; some 6096 of hotel 
maids and porters are Philippine. 

On the mainland, too, the Filipinos are 
falling behind other Asian immigrants, 
though their household earnings look good 
because everybody in the family works who 
can. Their group is fragmented, socially, lin- 
guistically and politically. Their children are 
more likely than other Asian-American chil- 
dren (except for the Indochinese) to reject 
traditional family discipline. They lack the 
entrepreneurial spirit of the Koreans, who, 
without many of the Filipinos' advantages, 
are prepared to work hard in an unreward- 
ing business while their children acquire a 
good education. Filipinos do not band to- 
gether to form the cooperative "rotating 
credit associations", usually organised by 
women, that Koreans use to raise capital. 

Among both Filipinos and Koreans 
women outnumber men. Many are wives of 
white Americans (mail-order firms advertise 
“submissive” brides from the Philippines). 
The adoption of baby girls, especially Ko- 
rean ones, adds to the preponderance of fe- 
males. Another reason is America's need for 
nurses (who, unlike other professionals, are 
not held back by stringent licensing require- 
ments). This means that many Philippine 
women, reversing the usual immigration 
pattern, come over alone, sending for their 
husbands and children when they can. 


No melting-pot, thank you 

Is there an Asian-American? Academics 
teach “Asian-American studies"; but no, 
says the census, and maybe it is right. Amer- 
icans identifying their race for the 1980 cen- 
sus had the choice of "white" (which was 
meant to include Hispanics) or "black" or a 
dozen specific races, half of them Asian. Pre- 
paring the 1990 census, the demographers 
tried to add a broad category "Asian or Pa- 
cific Islander”. Outrage. So, in its final ver- 
sion, the census still lists the specific races, 
adding the notion that these are sub-groups 
within a broader Asian group. 

Other Americans, especially in areas 
where few Asians live, generalise lazily about 
them, drawing few distinctions; some years 
ago in Detroit two unemployed car workers, 
looking for a Japanese to blame for their 
misfortunes, beat up and killed a young Chi- 








nese man instead. First-generation immi- 
grants are taken aback to learn that they are 
known as Asians. In their own minds, they 
are Chinese or Indian or Philippine, just as 
an Englishman is English or a Frenchman 
francais. But later their sons and daughters 
learn that there is safety in numbers: if they 
are going to be attacked as Asians, it makes 
sense to defend themselves as Asians. So 
Asian-American politicians and students 
banded together against discrimination 
readily use the term. 

In Hawaii, however, where Asians col- 
lectively outnumber everybody else, people 
are precise about who they are. Inter-mar- 
riage is common enough, as it is in Califor- 
nia, but it has not melted the populace into 
a single, honey-coloured, no-name blend. 
Even a small child will reel off that he is half 
Japanese, a quarter Philippine, a quarter 
haole, the mildly disparaging local word for 
a white. Everybody has his allotted r-l- 
more or less: the Japanese run the gov 
ment and the schools; whites run busii... 
and the media; Filipinos do the boring jobs. 
Local comedians make funny, tasteless jokes 
about America’s unblended races. 

Yet white Americans still speak of 
assimilation. Asian-Americans dislike the 
idea as much as the Hispanic minority does. 
But the Asians have a different reason. His- 
panics fear the loss of their language and cul- 
ture: Asians fear the loss of their education. 
America’s Asians do as well as they are do- 
ing because they studied hard first. So when 
a Chinese-American remarks that a third- 
generation Japanese-American child is grow- 
ing closer to the American norm, he is not 
saying something flattering. 








All-American Michael Chang 
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Mocked by a plaster goddess 


FROM OUR CHINA CORRESPONDENT 


T IS distasteful that a handful of octo- 
genarians should direct the destiny of 1.1 
billion people, half of whom are less than 20 
years old. It is tragic that the result of their 
deliberations will probably be not just the 
removal of the Communist party's general 
secretary, Mr Zhao Ziyang, but the rejec- 
rian even if only for a while, of the relatively 
al ideas associated with him. 

Not everyone equates the proba- 
ble with the inevitable. On May 30th 
the students who have been in almost 
constant occupation of Beijing's 
Tiananmen Square for the past six 
weeks erected a 30ft statue of the 
"Goddess of Democracy”. She holds 
aloft the torch of freedom and is pro- 
vocatively positioned to face the giant 
portrait of Chairman Mao over the 
Forbidden City. Whatever the artistic 
merits of the plaster and plastic cre- 
ation, its publicity value was undeni- 
able. Would the authorities dare to 
enter the symbolic heart of Commu- 
nist China to tear down something so 
obviously modelled on America’s 
Statue of Liberty? Meanwhile, there 
was enough public applause to 
breathe new enthusiasm into student 
ranks (which had been reduced to a 

d core of perhaps 5,000 in the 

are) and to persuade some to con- 
template a revived hunger strike. 

But the students have become a 
side issue—even if they carry out 
their threat to occupy the square un- 
til June 20th, when the standing com- 
mittee of China's parliament, the Na- 
tional People's Congress, is due to 
meet. The main events now take place far 
from the malodorous square, behind the 
closed doors of the party faithful. 

Faithful to whom and to what can be 
guessed at only by the methods of the Mao 
era. Two weeks ago opinions were volun- 
teered freely and reported accurately: now, 
even to speculate about the struggle involves 
reading between the lines of a re-muzzled 
press, When a newspaper publishes a report 
on Hungary’s reassessment of its 1956 upris- 
ing, it can only be because some Chinese 
journalist is waging guerrilla action in praise 
of Mr Zhao and his liberal-minded predeces- 
sor Hu Yaobang (whose death on April 15th 
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set off the student unrest). 

What is certain is that 84-year-old Mr 
Deng Xiaoping spent most of May rallying 
his contemporaries to denounce Mr Zhao, a 
stripling of 70, and the “anti-party clique” 
that dared to thwart Mr Deng's plan to still 
the student turmoil by force. Last week Mr 
Chen Yun, the 84-year-old chairman of the 
party's Central Advisory Commission, was 





Opposing icons 


wheeled out (literally) to declare: "We old 
comrades must resolutely expose and strug- 
gle against a very, very small number of peo- 
ple who have fabricated schemes and in- 
trigues, and never yield to them.” 

Mr Chen's voice is echoed by other old- 
sters like Mr Bo Yibo, an advisory commis- 
sion vice-chairman, and China's president, 
Mr Yang Shangkun. On Saturday Mr Li 
Xiannian, the 80-year-old former president, 
joined in: "Recently, a very small minority 
of people plotted behind the scenes, fabri- 
cated rumours, instigated agitation and de- 
liberately aggravated the situation so as to 
realise their political purpose of negating the 


leadership of the Communist party and the 
socialist system through turmoil." 

And so it goes. The message has been 
passed down through the ranks of both the 
army and the party. Mr Zhao and his al- 
lies—the defence minister, Mr Qin Jiwei, is 
said to be under house arrest—are to be 
purged, as so many before them have been. 
But that would require a meeting of the par- 
ty's Central Committee, almost 300 people 
if alternate members are included. By the 
middle of this week there was still no sign of 
such a méeting. Has the guillotine been 
checked in mid-fall? 

No, but its edge is being blunted. One 
sign comes from Mr Wan Li, the 72-year-old 
president of congress. Last week Mr Wan 
cut short a trip to Washington and re- 
turned not to Beijing but to Shang- 
hai, for "medical treatment". He is 
now back in Beijing. Mr Wan backs 
the martial law imposed on May 20th 
on parts of Beijing by President Yang 
and the prime minister, Mr Li Peng, 
who were acting for Mr Deng. But Mr 
Wan adds: "I think the patriotic en- 
thusiasm of the students and broad 
masses of the people must be pro- 
tected, and no punishment should be 
meted out to students who made ex- 
tremist opinions and deeds in the stu- 
dent strikes.” It is clear that Mr Wan, . 
a confidant of Mr Zhao as well as of 
Mr Deng, is not entirely happy with 
his elders' dictates. 

Nor is one of the oldest of the el- 
ders, 86-year-old Mr Peng Zhen. Mr 
Peng, who once held the parliamen- 
tary job Mr Wan now holds, is not 
about to praise Mr Zhao and his new- 
fangled ideas of political tolerance— 
but he does praise the students' 
"good, pure, kindhearted and con- 
structive motives". In an obvious 
poke at the power wielded by Mr 
Deng, he stresses the need for China 
to seek "the rule of law, not the rule 
of personality”. 

Not all, therefore, is going as smoothly 
as Mr Deng might wish. Already, it seems 
that a majority of the party's Central Com- 
mittee will refuse to denounce Mr Zhao and 
his "clique" as “counter-revolutionaries”. 
Instead, Mr Zhao may merely be guilty of 
“indiscipline”; that would make it possible 
for him to re-enter politics at an opportune 
time. Matters may worsen for Mr Deng. Mr 
Li Peng is said to have denounced the 
"black hands within the party" that have 
spread "western ideas about democracy and 
freedom", and to have hinted at “an Ameri- 
can background behind the student move- 
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/ How Deng does it - 


N MAY 20th, the day China's prime 
minister, Mr Li Peng, announced 
martial law in parts of Beijing, Mr Deng 
Xiaoping, the man usually described as 
China’s paramount leader, was nowhere 
| to be seen. Rumour had it that he had left 
for Wuhan, the capital of Hubei province 
in central China. The television pictures 
earlier in the week of Mr Mikhail 
Gorbachev's visit had shown the 84-year- 
old Mr Deng, his chopsticks shaking, 
barely able to lift his food to his mouth. 
As China’s Communist party plunged 
into its worst row since the cultural revo- 
lution, the doddery Mr Deng could have 
been forgiven for doing a bunk. But why 
to Wuhan? 

The answer was soon clear enough. Mr 
Deng had left behind in Beijing an embat- 
tled Mr Li, a mutinous party leader, Mr 
Zhao Ziyang, who was still refusing to go 
along with martial law, and an army 
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Still the easy rider 








ment”. Perhaps it is true. Mr Zhao's friends 
have no doubt been fighting back on behalf 
of his open-door policy by reminding Chi- 
na's greedy rulers just how much money has 
greased their palms as a result of it. 

But if Mr Deng cannot claim a complete 
victory, he has still come out on top. This 
week the repression began. Three leaders of 
an autonomous—and so illegal—trade 
union were arrested. Some dissidents, in- 
cluding the best-known, the physicist Mr 
Fang Lizhi, dropped out of sight; and fears 
began spreading that many young careers 
will quietly be consigned to limbo. How 
wide and heavily the net will be cast is a mat- 
ter of guesswork. 
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happy to let human barricades of Beijing 
people block its path into the centre of 
the city, where it was supposed to clear the 
students out of Tiananmen Square. When 
Mr Deng returned a few days later it was 
with pledges of support for martial law 
from six of China's seven regional mili- 
tary commanders, who had presumably 
sent their representatives to Wuhan. That 
was enough to swing the vote at the top of 
the party Mr Deng's way. 

This is not the first time he has turned 
the tables on his party opponents. His au- 
thority is not tied to the offices he holds. 
Mr Deng retired from the Politburo at the 
13th party congress in 1987. Unlike the 
clutch of over-80-year-olds who had re- 
tired with him, he did not even bother to 
join the Central Advisory Commission, 
the organisation for old buffers who still 
wanted to poke a finger or two into party 
affairs. The only job he kept was that of 











Mr Deng, in refusing to allow political 
liberalism to follow his economic reforms, is 
making friends with his old enemies. Men 
like Mr Chen Yun, Mr Bo Yibo and Mr 
Peng Zhen are the very people Mr Deng and 
Mr Zhao managed to remove from the po- 
litical arena two years ago. The price for 
their return may be the turning back of Mr 
Deng's economic openness. The fact that 
Mr Deng should entertain such a prospect is 
a sign that he is weakening in the fight to 
choose his successor. He has only himself to 
blame: in two years he has conspired to de- 
stroy two chosen successors, Mr Hu and Mr 
Zhao. There is no obvious third. 
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chairman of the Central Military Com- | 
mission, which watches over the armed 
forces. It is an important post, but it was 
due to be handed on to Mr Zhao, officially 
the commission's first deputy, possibly 
later this year. 

Neither Mr Deng nor China, however, 
has much time for constitutional niceties. 
[n a country that venerates old men and | 
has operated for centuries on networks of | 
personal connections, or guanxi, it is not | 
what you know or where you work but | 
who vou know that counts. Mr Deng's | 
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connections go right back to the origins of 
Chinese communism. A buddy of Mao in 
the early days, he took part in that great 
wonder of the communist world, the Long | 
Marchí (That has not stopped him from 
dumping other Long Marchers, like the 
former party boss, Hu Yaobang, when | 
they got out of line.) 

Mr Deng’s other claim to be top dog ig 
that he is the grandfather of the past te 
years of reform. He may have his differ- 
ences with some old comrades, but all of 
them owe their return to power after the 
cultural revolution to Mr Deng. That, and 
a shared fear of disorder on the streets, is 
why many of the semi-retired over-80s 
have turned out to lend their support to 
martial law. 

There is nothing miraculous about Mr 
Deng's ability to fight his way back from 
so many apparent defeats. He is just a 
canny operator in the politics of Chinese 
communist power. Faced with the pros- 
pect of revolt in the capital, Mr Deng 
went back to the first rule of Maoist strat- 
egy: he headed for the provinces, called 
together the rest of the army and, like the 
Long Marchers of old, used the country- 
side to surround the capital. 

The trouble with Mr . Deng's 
personalised authority is that it cannot be 
handed on. The more he rides roughshox 
over the institutions of party and govern- . 
ment, the likelier it is that other rough- | 
shod-riders will show as little respect for | 
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his reputation when he has gone. 





Hongkong 


We are Chinese, 
if you please 


THE nitpicking over Hongkong's Basic 
Law has been put off for a while. The 
negotiators on the Chinese side want the 
unrest in China to die down before turning 
their minds again to drafting the territory's 
future constitution. The way events finally 
unfold in Beijing will influence the thinking 
of the minions entrusted with the Hong 
kong negotiations. The hardliners now on 
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Scimitar Guaranteed Fund Ltd is a new guaranteed 
investment product. The Fund combines the potential 
for significant capital growth by investment in the 
futures markets, with the security of a “money-back” 
guarantee provided by Standard Chartered Bank. 


e Excellent prospects of capital growth - a potential 
return of over 25% per annum based on pro forma 
analysis of past performance*. 


€ Managed investment in the high bodssmins 
futures markets where profits can be made in both 
rising and falling markets. 


.* Four highly successful futures management 
companies have been computer selected to manage 
the trading portfolio. 


* Cargill Investor Services Inc, the international 
futures broker, will act as clearing broker. 


-@ Minimum investment of US$25,000. (US$10, 000 


via the free nominee service). 


è Maturity, July 1996. (Early redemption facilities 
available). 
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ALL THIS PLUS THE GUARANTEED - 
RETURN OF INITIAL CAPITAL BY 
STANDARD CHARTERED BANK 
IMPORTANT The Scimitar Guaranteed Fund is on 
offer from 10th May until 30th June 1989. Money 
received before the closing date will accrue interest. 

For a copy of the Prospectus and further information 
please contact: 


Scimitar (Bermuda) Ltd. London Portfolio 


Rosebank Centre, Services ple, => 
- PO Box HM1540 101 Neptune House, ^. 
.. 14 Bermudiana Road, Marina Bay, - 
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top may take the view that even the present 
-shape of the Basic Law draft is too liberal. 

China’s failed revolt has created new 
doubts in Hongkong about the value of the 

Basic Law, which is supposed to come into 

force when China takes over in 1997. If, as is 

widely believed, the decision to impose mar- 
tial law on parts of Beijing was unconstitu- 
tional, what hope has little Hongkong that 
= its own constitution will be strictly ob- 
— served? If some successor of Mr Deng Xiao- 
. ping decides to clamp down on a luckless 

E . Hongkong dissident, clause this or clause 

= that in the Basic Law would, in practice, 

= count for little. Among the minority who 

. have followed the drafting process, there has 

. always been this fear. Optimists assumed 

- that the growing power of China's reform- 

ers would ensure respect for the Basic Law. 

—. Such optimism is now less common. 

E: There was optimism in Hongkong of an- 
. other sort, which twice brought more than 
lm people out into the streets of the colony. 

_ It sprang from a feeling of exuberance with 

— what appeared to be going on in China. 

. Nearly all the Chinese in Hongkong are 

E, . there because they chose freedom, or their 

| parents or grandparents did. But they con- 

4 tinue to feel a strong tie to the mainland, 

even though they reject its politics. Now 

- here were the students in Beijing choosing 

_ freedom too. The chance for the Hongkong 

— Chinese to demonstrate their love of free- 

A dom and their love of the mainland was irre- 

= sistible. The euphoria led many people to 

say that the idea of a separate Hongkong 
with its own laws was a thing of the past. 

Hongkong belonged to free China, and the 

sooner the division was ended the better. 

Cooler counsels have now taken over. 

The great demonstration of popular 

t feeling has overshadowed a development 

. that in normal times would have seemed a 

B big step towards democracy in Hongkong. 

. The colony's legislators said on May 30th 

ie - that the future chief executive should be di- 

. rectly elected not later than 2003. This is at 

- least four years earlier than the present draft 

of the Basic Law proposes. Back to you, 

. Beijing, when you have a moment. 
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After all, Uno 


. FROM OUR TOKYO CORRESPONDENT 


FTER five weeks of intrigue, frustration 
T and occasional flashes of integrity, Ja- 
. pan's ruling Liberal Democratic party has at 
last found itself a leader and thus a new 
—. prime minister. The compromise candidate 
.. is Mr Sosuke Uno, Japan's foreign minister 
for the past 18 months. 

Mr Uno is not everyone's choice, and 
on Thursday an eleventh-hour challenge 
was being mounted by younger party mem- 
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They've made me prime minister 


bers on behalf of Mr Ganri Yamashita, a for- 
mer defence minister. However embarrass- 
ing this is to party officials, Mr Yamashita is 
no more than a protest candidate. The offi- 
cials still chink that with Mr Uno they will 
be taking steps towards politics-as-usual. 

The parliamentary session that should 
have ended last weekend was extended by a 
further 25 days to allow the Diet to pass sev- 
eral bills that had been blocked by the de- 
layed budget, which finally became law on 
May 27th. A political-reform bill based on 
the recommendations of a ruling-party com- 
mittee is to be hurried through parliament 
in a suitably watered-down form before the 
upper-house election, due on July 23rd. 

The choice of the 66-year-old Mr Uno 
confirms the worst suspicions about the 
men running the Liberal Democratic party. 
All along, the party elders have sought to 
limit the damage the Recruit scandal has 
done to their way of doing things rather 
than draw the conclusion from it that their 
way of doing things may no longer be for the 
best. Once Mr Noboru Takeshita was forced 
in April to announce hi$ resignation as 
prime minister, the search was on for a new 
leader clean enough to calm public anger 
but not pushy enough to force through any 
real reforms of Japanese politics. Oh, and 
one other thing. Whoever came in after Mr 
Takeshita should not do much more than 
keep the prime minister's seat warm while 
the faction leaders tainted by Recruit did a 
brief penance away from the public gaze be- 
fore reclaiming it for themselves. 

The first man they looked at did not fit 
the bill. Mr Masayoshi Ito, a former foreign 
minister, was clean. But he also demanded a 
long term in office and, what was worse, rad- 
ical changes in the way the ruling party was 
run, including the eventual abolition of the 
money-hungry factional system. 

The best that even friends can find to 
say about Mr Uno, apart from his seeming 
honesty, is that he is a talented all-rounder. 
In normal circumstances, Mr Uno would 
have stood little chance of rising much fur- 
ther than he already had. He is an experi- 
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enced jer having held ever previ- 
ous cabinet posts, but he got the foreign 
minister's job as a result of the wheeling and 
dealing that handed portfolios out among 
the ruling party's factions. Mr Uno was in- 
stalled in the Takeshita cabinet as a sop to 
Mr Takeshita's predecessor, Mr Yasuhiro 
Nakasone. By all accounts, he was content 
to see out his remaining political years as a 
solid servant of the party and as an occa- 
sional member of the cabinet. 

Yet, and yet, Mr Uno is a fine debater 
with an elegant turn of phrase. His experi- 
ences as a prisoner of war in Siberia were 
later turned into a well-regarded book. His 
fondness for writing haiku poetry, painting 
portraits and clowning with the harmonica 
helped him acquire a public personality that 
will come in handy as prime minister. 

He has done a respectable job as foreign 
minister. His knowledge of Washington will 
come in useful in dealing with America's 
trade quarrels with Japan. A prime mini 
with a diplomatic touch will be an ass 
Japan refuses to negotiate with the Ameri- 
cans, instead taking its case to the General 
Agreement on Tariffs and Trade. Mr Uno 
will have his first international test in July at 
the Paris economic summit. 

At home, Mr Uno will be expected to 
start rebuilding the party's reputation. He 
engineered its landslide victory in the dou- 
ble election of the upper and lower houses 
in 1986. This time he will count himself 
lucky if all he does is lose this summer's up- 
per-house election gracefully. Might he then 
be invited to stay on for a full two-year term 
when the Liberal Democrats hold their 
party elections in late October? 

Much will depend on how well Mr Uno 
manages to stem the rot at the ballot box. 
The election figures do not seem to be add- 
ing up in his favour. On July 23rd, one year 
to the day after the Recruit scandal broke, 
half the 252 members of the Diet's upper 
house will be submitting themselves for 
election. The Liberal Democrats curreruy 
hold 73 of the 126 seats being contested 
The ruling party will have to retain 54 of 
them to keep its majority. Even its 
staunchest supporters see the party winning 
50 seats at best. 

Mr Uno's faction chief, Mr Nakasone, 
resigned from the party this week over the 
Recruit business. But he may continue to 
wield considerable backstage influence over 
many of his former colleagues, including Mr 
Uno. Although Mr Uno was never much of 
a fund-raiser himself, he proved his worth as 
a hardworking and forthright member of 
Mr Nakasone's faction; in return, the fac- 
tion supplied many of the vote-winning re- 
sources Mr Uno needed to get elected to the 
Diet ten times. As prime minister, Mr Uno 
is going to be under pressure to repay the 
debts he owes his former v" It could be 
business-as-even-more-than-us 
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Burmese daze 


HE country the world knows as 

Burma is in future to be called 
Myanma. Its government insists that this 
is its proper name. The colonial British, 
it seems, got the pronunciation wrong; 
very wrong, evidently, even allowing for 
the heat, the flies, and the notorious Brit- 
ish impatience for devilishly difficult for- 
eign languages. 

No doubt a country is entitled to call 
itself what it will. All the same, 
bookshops will now find themselves with 
instantly obsolete maps and guides. The 
geography of South-East Asia, which re- 
cently appeared to acquire an entirely 
new country called Cambodia (or was it 
Kampuchea!), will become even vaguer. 
Myanma? Spanish, isn’t it? 

There is, too, a streak of obstinacy in 










Pakistan and Afghanistan 


A gentler touch 


ISS BENAZIR BHUTTO is flexing 

her muscles, though in a ladylike way. 

The prime minister has moved Lieutenant- 

General Hamid Gul from his influential 

post as chief of Pakistan's military intelli- 

gence service, the 1S1, and replaced him with 

General Shamsur Rahman Kallu, who is be- 
lieved to be more receptive to her wishes. 

General Gul is being blamed for the Af 
għan mujaheddin’s failure to capture 
Jalalabad. It is widely assumed that the isi 
persuaded the guerrillas to attack this well- 
defended town. Even so, the general and his 
colleagues must be shocked that Miss 
Bhutto has overturned a convention be- 
tween the army and the government. 

The army, which has ruled Pakistan for 
most of the 41 years since independence, ac- 
cepted Miss Bhutto's gov- 
ernment, indeed Pakistan’s 
fragile democracy, on the 
understanding that Miss 
Bhutto would not interfere 
in military affairs. But mov- 
ing General Gul gave her 
the chance to break free 
from the Afghan policy of 
the late President Zia ul 
Haq. It was too tempting to 
pass up. 

President Zia believed 
that the mujaheddin and 
Pakistan could together win 
a great victory for Islam by 
establishing an Islamic re- 
gime in Kabul and building 
an "Islamic block" on Rus- 
sia's borders. He promoted 
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most people that rebels against name 
changes. The boat people arriving in 
Hongkong talk of Saigon, rather than 
the cumbersome Ho Chi Minh City. The 
Chinese sensibly never named their capi- 
tal city after Mao, leaving the world to 
choose merely between Peking and 
Beijing. Japan is imperturbable about its 
given name, a corruption of "Xipango ', 
which early European visitors decided 
was what the locals called the place (they 
actually call it Nihon). 

Burma will be around for a while; so 
will Rangoon, although its new official 
name is Yangon. No one is going to up- 
date "Where the old flotilla lay . . . from 
Rangoon to Mandalay." But the xeno- 
phobic military government of, er, 
Myanma wouldn't approve of Kipling. 


the fundamentalist mujaheddin groups by 
channelling disproportionate amounts of 
American arms and money in their direc- 
tion, a policy for which General Gul was of- 
ten criticised by mujaheddin moderates. 

Miss Bhutto is less concerned with Is- 
lamic triumphs than with an early end to the 
Afghan war. She is eager for the repatriation 
of the 3m or so Afghan refugees in Pakistan, 
and she is firmly opposed to any move that 
would drag Pakistan even deeper into the 
Afghan quagmire. 

The Najibullah government in Kabul 
says the sacking of General Gul means that 
Pakistan is ready to negotiate a peace settle- 
ment. This is wishful thinking. Miss Bhutto 
may be more sympathetic to a negotiated 
peace than General Gul, but she is still op- 
posed to Mr Najibullah. 

Miss Bhutto is likely to encourage the 
Peshawar-based mujaheddin groups and 
their “interim government" to make a 
greater effort to win the confidence of the 
Iran-based mujaheddin alli- 
ance, as well as the guerrilla 
commanders inside Af 
ghanistan and those non- 
communists in the 
Najibullah regime. She may 
try to encourage the 
mujaheddin to expand 
their forthcoming discus- 
sions with the Soviet Union 
on missing Russian soldiers 
into wider peace talks. 

Miss Bhutto will hope 
the Americans will approve 
of her ideas. No doubt she 
will find out next week, 
when she will be in Wash- 
ington to see President 


Bush. 
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Vietnam 


Taking the cure 


FROM OUR SPECIAL CORRESPONDENT IN HANO! 


HE dong, Vietnam’s once practically 

useless currency, has become respect- 
able. Banks are crowded with savers newly 
confident that their deposits will not vanish 
overnight. For the first time in years the 
banks themselves have real money in their 
vaults. Vietnam's doi moi—its perestroika 
—is doing tolerably well. But it still has 
plenty to do and not much time to do it in. 

Vietnam aims to get its economy*in 
good shape by September, when it has 
promised to complete its troop withdrawal 
from Cambodia. Foreign investors will, it 
believes, then look more favourably on it. 

The idea is less fanciful than it seemed 
even a year ago. In March 1988 inflation \ 
topping 20% a month, and the state : 
printing largely worthless banknotes. Trai.» 
actions were paid for with dollars, gold or 
rice. The promised bumper crops in the 
north turned out to be no more than bu- 
reaucrats’ wishful thinking. Southern farm- 
ers would not hand over their rice for dong. 

Since then Vietnam has mended its 
ways, using methods that please the Interna- 
tional Monetary Fund more than your aver- 
age Politburo. The dong’s official rate 
against the dollar came into line with the 
black-market rate. Last October the official 
rate was 368 dong per dollar. It is now 4,500. 

Next came interest rates. Until March 
last year Vietnam’s state banks were lending 
money to state enterprises at 3.9% a month, 
when prices were rising by as much as 23% a 
month. Now interest rates are around 996 a 
month, maybe 596 in real terms. Banks have 
started buying and selling gold at market 
rates, and private gold trading and the im- 
port of gold have been legalised. 

The changes mean trouble for in 
ficient state enterprises. Under new rules 
they are supposed to close if they go bank- 
rupt. They are vulnerable to newly positive 
real interest rates and the reluctance of 
banks to finance ever-greater losses. Off 
cials say some enterprises have already 
closed down, among them a vegetable mar- 
keting company and a factory making pans. 

Economists in Ho Chi Minh City, as 
Saigon is now called, complain that interest 
rates are now too high. But the government 
says that inflation must be controlled. It has 
come down to around 312% a month. The 
immediate target is 296 a month. Then per- 
haps interest rates can be eased. IMF officials 
were in Vietnam recently to see if a struc- 
tural adjustment loan might help the coun- 
try back to economic reality. That can hap- 
pen only after the September withdrawal 
from Cambodia, if then. That it can be con- 
templated at all is news. 
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g Today’s financial map presents many alternative From 5-8 October, bankers, brokers, fund mana- 
i | routes, but which is the right way to go? gers, insurers, real estate brokers, publishers, in- 
5 p » | vestment advisors and more will gather, at the new 
ied ARR P bs jd bicis dilani Hong Kong Convention & Exhibition Centre. And 

nd Seni den add ail the | rani orum for the first time the entire exhibition will be on 

p OT SEE SAPIAS one floor, which will be a plus to both exhibitors 
Its where Hong Kong investors look for advice on and visitors. — | k s 

where to put their money, Which is why so many What’s more, an expansive seminar programme 
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ndia’s great religious divide 


FROM OUR ISLAM CORRESPONDENT 


| URANGZEB, the last great Moghul 


i emperor, who died in 1707, is alive 
W. and well and living in the minds of mil- 
T lions of Hindus and Muslims in India. For 
t the Hindus he is the symbol of fanatical 
I Islamic dominance. For the Muslims he is 


a defender of the Faith. That both these 
views are mythical does not matter: the 
& fear that there could be another Aurang- 
£v zeb imposing Muslim domination on 
A Hindu India is real among large numbers 
of Hindus—as real as the hope, among 
lesser numbers of Muslims, that an Au- 
rangzeb will arise to save the Muslims 
from annihilation or absorption into 
Hindu India. The gap between these 
mythic fears and hopes is the measure of 
the division between the two groups. 
E India has more Muslims than any 
country except Indonesia and Bangla- 
| desh. Indian Muslims feel themselves un- 
r der pressure, active and antagonistic pres- 
sure, from the Hindu majority. But 
recently there has been a change in the 
Muslim reaction to that pressure. 

Before 1971, when Pakistan split apart 
and Bangladesh came into existence, the 
thinking of Indian Muslims was shaped by 
the partition of India in 1947. From being 
25% of a population of, say, 500m then, 
the Muslims today are 1096 of 800m, per- 
haps 100m persons by the next census in 
1991. Most of the Muslim upper and mid- 
dle class emigrated to Pakistan and those 
left behind were not only leaderless but 
felt guilty that they had been responsible 

| for the carving-up of the country and all 
the miseries that followed. 

So whenever Indian Muslims came un- 
der pressure they took the easiest way out 
and emigrated to Pakistan, mostly west 
Pakistan. This is no longer so. Post-Ban- 
gladesh Pakistan had a much smaller 
economy in which there were few jobs for 
new arrivals. Violence in Pakistan by in- 
digenous Pakistanis against the descen- 
dants of Muslim immigrants from India 
(called Mojahirs) has been even more off- 
putting for potential newcomers. 

Today Indian Muslims think of India 
as their home and give their loyalty to a 

- secular India. In the past two decades a 
new spirit of self-reliance and self-help has 
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produced something of a Muslim resur- 
gence. Scores of new mosques have been 
built and old ones renovated. Hundreds 
of primary and elementary schools for 
Muslims have been established, many of 
them using Urdu, the Pakistani version of 
India's national language. So have many 
clinics and even two medical colleges. Re- 
cent Hindu assertiveness may be a reac- 
tion to this Muslim resurgence. 
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Hindu fears of Muslim dominance— 
"the Moghul Syndrome "—are ludicrous. 
How could a 1096 minority control 
things? Hindus worry about the loyalty of 
illegal Muslim immigrants, mostly from 
Bangladesh. But in the three wars India 
has fought with Pakistan there was not 
the slightest sign of Muslim disloyalty. If 
there had been, the government would 
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not, a few years ago, have appointed a 
Muslim as commander-in-chief of the In- 
dian air force. 

Muslims say they have three causes for 
concern: security, employment and com- 
munal identity. It is "security" in its most 
basic sense, safety of Muslim life and limb, 
that is threatened by a seeming increase in 
the number of riots. Actually, despite 
alarmist Muslim claims, the number of 
these riots has held steady for the past few 
years at around 400 a year and the num- 
ber of people killed, mainly Muslims, also 
at 400—which is bad enough. What is 
genuinely alarming for Muslims is that the 
riots are expanding into new areas; even 
usually quiescent south India is now being 





affected. Independent inquiries set up af- | 


ter the riots often, and correctly, blame | 
the Muslims for starting the trouble. But | 
they also blame the police for inefficiency | 
and anti-Muslim bias. | 

A genuine grievance exists for Mus- | 
lims over discrimination in employment. | 
Even though they make up 1096 of the 
population, Muslims have, for many years 
now, held only 1.5-296 of posts in public 
employment. Officials say that in open 
competition for the higher grades Muslim 
candidates are of inferior quality. Blame is 
put on the Muslims' loyalty to education 
in Urdu, which is written in the Persian 
script. The Muslims reply that even if they 
are unfit for service in the higher grades, 
why should they also be getting the same 
miserly 1.5-296 of the jobs in the lowest 
grades of service? The position of Muslims 
is even worse in the private sector, where 
most businesses are Hindu-owned: a re-s 
cent count of 800 senior positions in 8¢ 
major companies showed only five Mus 
lims on the list. 

Fears about the Muslims’ communal 
identity come in part from Hindu mili- 
tants’ threats to "liberate" between 200 
and 400 disused mosques claimed to have 
been built on the sites of Hindu temples. 
Fierce passions were aroused by a govern- 
ment decision to let one such mosque in 
Bihar to be returned to Hindu worship. 

The government does allow Muslims 
their own system of personal law. Unfor- 
tunately, in a case resulting from a divorce 
settlement, the government supported 
Muslim conservatives who wanted no 
change in the status quo even if it meant 
discrimination against Muslim women. So 
the government came under fire from 
Muslims as well as from those who wanted 
Muslims to be subject to a single Indian 
system of civil law. 

Any Indian government is likely to fa- 
vour Hindus, who far outnumber Muslim 
voters. Muslim grievances ate much 
talked about but not tackled. But Muslims 
have to take some of the blame. There is 
no one single political party to speak for 
them because the all-too-many Muslim 
parties operate only at state level; in na- 
tional politics Muslims have stayed loyal 
to the Congress party and prudently not 
formed a Muslim front. 

Spiritually, though, Indian Muslims 
are in vigorous form. Indeed, one Hindu 
complaint is that too many Hindus are be- 
ing converted to Islam. Thus yet another 
element is added to the thinking and feel- 
ing of this large mass of Muslims—firm in 
their faith, yet economically depressed, 
politically both fearful and assertive and, 
in all, under challenge but ready to re- 
spond to it. The Emperor Aurangzeb 
would have had very mixed feelings about 
his co-religionists today. 


— 
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Out of the ethics storm, 
a calm new leader arises 


WASHINGTON, DC 


| dps has any person reached high of- 
fice as universally admired as Mr Tom 
Foley, the likely next Speaker of the House 
of Representatives. "Cream rises to the 
top”, said one Republican senator when 
asked to explain Mr Foley's career. Not 
since Thomas B. Reed, the "czar" of the 
House, resigned in 1899 has such intellec- 

| equipment and sheer class been seen in 

Speaker's chair, said Mr Nelson Polsby, 
professor of political science at the Univer- 
sity of California at Berkeley. Mr Foley is 
called names most modern politicians only 
dream of hearing: trustworthy, well- 
grounded, fair-minded, distinguished. He is 
a master of detail, a brilliant analyst, a man 
of first-rate temperament. He can be ex- 
tremely funny. 

This makes Mr Foley sound a little old- 
fashioned, and he looks it. But that is mis- 
leading. He will be the first Speaker with a 
proven talent for television. Mr Jim 
Wright—who ended a political death scene 
that was reaching Nixonian length by re- 
signing on May 3lst—grinned and 
squirmed on the small screen and came 
across as even more devious than he was. Mr 
Foley thinks fast on his feet, has a gift for 
colourful metaphors, argues concisely, looks 
serious and sounds calm. As the party's 
most senior figure, he will almost surely be- 

ne the Democrats’ natural leader and 
st visible spokesman. 

Only occasionally does a 
word of criticism slip through 
amid the praise. Mr Foley's 
fault, for those who need to 
find one, is too much caution. 
He sees three sides to every is- 
sue, Mr Tip O'Neill once re- 
marked. He rarely adopts posi- 
tions for which he does not 
have support, among col 
leagues or among constituents. 
He votes against gun control 
not out of conviction but be- 
cause, as he admits, it would be 
political suicide to do other- 
wise in his conservative west- 
ern district. 

Caution is also President 
Bush's hallmark. There are 
some who say that Tom Foley 
is to Jim Wright as George 
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Bush is to Ronald Reagan. He is cautious, 
prudent, patient and consults everybody, 
where Mr Wright was impetuous, pugna- 
cious, courageous and worked alone. 

Since the Senate is now ruled by a simi- 
larly telegenic consensus-builder, Senator 
George Mitchell of Maine, there opens be- 
fore America the prospect of a French-style 
government-by-cohabitation (or Foley à 
deux!), with Mr Bush playing Mr Francois 
Mitterrand and Mr Foley playing Mr Jac- 
ques Chirac. At least, so goes one theory. 
But Mr Foley cautiously told the Washing- 
ton Post this week: “I don't want to see a 
bipartisanship that produces kind of a 
mashed potatoes of bland lowest-common- 
denominator consensus.” 

[n truth, Mr Bush and Mr Foley are dif- 
ferent in many ways. Where Mr Bush's ca- 
reer has been marked by a driving desire to 
reach the top job, Mr Foley seems oblivious 
to ambition. The manner of his elevation to 
the Speaker's chair was characteristic. He 
was unchallenged but almost unwilling, pro- 
testing loyalty to Mr Wright until the last 
minute. Mr Foley's career has been like that. 
He was bullied into running for Congress 
from Washington state in 1964. He was 
made chairman of the agriculture committee 
while still loudly defending the man who 
was deposed to make way for him. He was 
nudged into the majority whip's job by a col- 
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"Vigilante" Gingrich, the late Mr Coelho, 
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No one speaks ill of Speaker Foley 


league who would not seek it. He was then 
bumped up one step by Mr O'Neill's 
retirement. 

Speaker Foley's political agenda will 
probably be headed by the budget deficit, 
the subject of his main legislative achieve- 
ments. He was the man who turned the 
Gramm-Rudman amendment, as drafted by 
the Senate, into something both houses 
could pass. He chaired the 1987 budget sum- 
mit between the White House and Congress 
after the stockmarket crash. He deserves 
much of the credit for getting an agreement, 
however threadbare, from that contentious 












negotiation. He will probably not repeat Mr 
Wright’s much-resented excursions into for- 
eign policy, even though he admits he was 
wrong to warn Mr Wright against interfer- 
ing to demand diplomacy rather than war in 
Central America. Most Democrats think 
that Mr Wright's stubbornness in that case 


- has turned out rather well. 


Mr Foley has said that his immediate 
priorities for legislation will include the 
minimum wage, parental leave and child 
care, a bail-out of the thrifts and a clean-air 
bill. No surprises there. He also wants to see 
education and campaign-reform legislation. 

His views are moderate-to-mainstream. 


— He entered Congress as a disciple of Henry 


“Scoop” Jackson, a senator from Washing- 
ton state, and was assumed to be in Jack- 


* son's conservative-Democratic mould. But 


his opposition to more defence spending, to 
star wars, to the MX missile and to aid for the 
contras has put him near to the mainstream 
of the Democratic party. 

Mr Foley's successor as majority leader 


- will not be his recent deputy, Mr Tony 


Coelho, who has decided to resign from the 
House rather than face an inquiry into his 
own controversial activities, which centred 
on a (marginally profitable) junk-bond deal. 
Mr Coelho was, like Mr Wright, a pugna- 
cious partisan. The new House majority 
leader will probably be Mr Richard Gep- 
hardt of Missouri. Mr Gephardt is popular 
with House Democrats and , like Mr Foley, a 
master of the art of getting a consensus. He 


- is also an erstwhile conservative who sup- 


ported the MX missile and the Reagan tax 
cuts. But in recent years he has been bang- 
ing a more populist and liberal drum, and 
become America’s most prominent 
trade protectionist. 
Mr Gephardt is above all ethical suspi- 
cion. When, during the 1988 Democratic 
primary campaign for president, the candi- 


dates were required by the press to say if 


they had ever taken drugs, Mr Gephardt 
lamely admitted to an occasional beer while 
in college. The fact that he has already un- 
dergone the scrutiny that goes with cam- 
paigning for president is immensely reassur- 
ing to jittery Democrats. Mr Gephardt's 
bright-clean image assures them that this is 
one man who will not be the ethics mon- 
ster's next prey. 

Is the beast satisfied? Having devoured a 
pair of top Democrats (and breathed fire on 
another: a timely leak revealed this week 
that Mr Bill Gray, the fourth-ranking Dem- 
ocrat in the House, is being investigated by 
the rBi for packing his staff with people who 
have sinecures), it was expected to turn its 
attention next to Representative Newt 
Gingrich, the Republican who unleashed 
the beast on Mr Wright. ("Self-appointed 
vigilantes carrying out vendettas", was Mr 
Wright's veiled reference to Mr Gingrich in 
his resignation speech.) Mr Gingrich also 
wrote a book, which his publisher did little 
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TOKYO 


O NEED for new laws after all. 

Without even realising it, the clever 
Japanese have invented a technological 
cure for the "junk fax” blight discussed 
in this newspaper last week. 

Japan is the world's densest fax mar- 
ket, for good reason. Its language uses 
characters that are cumbersome to trans- 
mit in any other way; and its system of 
postal addresses is impossibly complex. 
Fax solves both problems, and Japanese 
firms have begun to make fax machines 
for home use, costing as little as $500. 
Unfortunately, acquiring a second tele- 
phone line costs more than the fax ma- 
chine itself. So Japan's electronics com- 
panies have designed machines that 
share a line sociably with a normal tele- 
phone. The latest models—and this is 


to promote. So Mr Gingrich invited friends 
to “invest” in the private promotion of his 
book, and his wife took a salary from the 
proceeds. This looks uncomfortably like Mr 
Wright's own book deals, although Mr 
Gingrich asserts there is no similarity 
whatsoever. 

But not even the Democrats. have the 
stomach for another investigation. In his 
resignation speech—a masterful, Danton- 
like appeal to his accusers for fairness—Mr 
Wright got a standing ovation when he said, 
“All of us of whatever party must resolve to 
bring this period of mindless cannibalism to 
an end." In the Foley era, amnesty will try 
hard to prevail over revenge. Much to Mr 
Gingrich's disappointment, polls show that 
the Wright and Coelho affairs have not hurt 
the Democratic party as much as they have 
hurt the reputation of Congress as an 
institution. 





Claude Pepper 


Forever old 


WASHINGTON, DC 


ONGRESS lost its oldest member this 
week. Claude Pepper, as old as the cen- 
tury, died on May 30th. Never choosing to 
mellow, he remained a passionate New 
Dealer, unconvinced that experience or 
changing circumstances had any light to cast 
on the wisdom of 1933. As he grew older, he 
became the champion of the old, capable of 
mobilising millions of retired people to ter- 
rorise his colleagues with letters defending 
their social-security pensions and demand- 
ing ever-larger government benefits. His last 
great campaign—for a wider form of health 





the good bit—can be switched on and off 
remotely from a push-button phone. | 
The unintended result is a fax ma- 
chine immune to junk—advertisements | 
and whatnot sent out en masse by unat- 
tended computer. Simply hook up an an- 
swering machine to the line, and record a 
message telling callers what keys to press 
if they want to send a fax. Only when 
they do will the fax machine exhale its 
welcoming whistle. That foils all mass 
faxings, but lets in the ones real people 
want to send you. | 
This quality is not a selling-point in 
Japan, where junk fax is almost un- 
known. And the new models which can 
perform this wizardry are not yet sold in 
America. But—Carla Hills permitting— 
they will be soon. 








The last New Dealer 


insurance that would, among other things, 
insure long-term care of the disabled old— 
will go on, dedicated, now, to his memory. 

Pepper, born dirt-poor in Alabama, rep- 
resented Florida for more than 40 years, first 
as senator and then, since 1962, as a con- 
gressman from Miami. His list of credits in- 
cludes the first minimum-wage bill (25 cents 
an hour), setting up the first Institutes of 
Health and ending the mandatory retire- 
ment of the old. Britain, too, owes him a 
debt: he was one of the first to fight, along- 
side his friend Franklin Roosevelt, against 
American isolationism at the start of the sec- 
ond world war. 

Deaf, with spare parts in his heart, flour- 
ishing on soup-with-everything, he stumped 
the country for his fellow-Democrats. His 
own Florida seat was rock-solid, but he had 
learnt to take no risks: he lost the Senate in 
1950 after a primary campaign—slamming 
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him as nigger-lovin' "Red Pepper” —which 
made anything that happened in 1988 look 
dainty. Shocking his liberal colleagues, he 
espoused conservative foreign-policy causes 
in Central America and Angola. His ex- 
planation: Cuban-Americans might not yet 
be a majority in his Miami district, but they 
probably would be in the 1990s. Pepper 
plainly thought that he would still be 
around to represent them. 





Nuclear secrets 


Frappe Flap 


d cem have long suspected that 
France and America worked more 
closely on nuclear issues than government 
officials on either side pretended. Few peo- 
ale, though, can have guessed just how 

sely until the detailed revelations of Mr 
^ hard Ullman, a Princeton scholar and 
former government official. In the current 
issue of Foreign Policy, he says that America 
helped France develop its independent nu- 
clear force and that today both sides 
co-operate on targeting their weapons. 
His account, backed with an impressive 
overkill of more than 100 interviews, has 
not been seriously challenged in Washing 
ton or Paris. 

Relations were not always so close. In 
the Eisenhower, Kennedy and Johnson 
years France bridled at relying on American 
nuclear weapons and the Americans op- 
posed France's independent force de frappe. 
In 1958 de Gaulle (according to a story told 
by his biographer, Mr Jean Lacouture) sum- 
moned General Lauris Norstad, the NATO 
commander in Europe, and asked him 
where America stored its nuclear weapons 
in France and where they were targeted. Mr 
Norstad refused to say. That, concluded de 

wlle, would be the last time a French pres- 
ident was answered this way. American op- 
position to France's nuclear programme 
played a large part in de Gaulle’s 1966 deci- 
sion to pull France's forces out of NATO's 
joint command. 

Starting around 1972, however, when 
tempers had cooled, President Nixon deter- 
mined not to fight the inevitable. He de- 
cided, according to Mr Ullman, that Amer- 
ica should help the French modernise their 
nuclear arsenal. In return, France's nuclear 
plans would be better co-ordinated with 
those of the other two western nuclear pow- 
ers, America and Britain. A third "centre of 
nuclear decision-making", in the jargon, 
would—Mr Nixon reasoned—increase Rus- 
sia's uncertainty about western intentions 
and strengthen deterrence. 

Americans, says Mr Ullman, helped the 
French to develop multi-warhead missiles. 
To avoid blatant breaking of American laws 
on nuclear secrecy, they did not give in- 
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formation directly, but told their French 
counterparts whether or not they were on 
the right track. This probably saved the 
French some time and money. Even so, 
France paid a lot more for its arsenal than if, 
like. Britain, it had bought its weapons 
mostly off-the-shelf. Nuclear weapons take 
up around 2096 of France's defence budget, 
more than double Britain's. 

The touchiest point Mr Ullman raises, 
at least for the French, is targeting. Britain's 
nuclear arms are part of a joint British- 
American targeting plan—though Britain 
can recall its submarines to national com- 
mand if "supreme national issues are at 
stake’’. By contrast French presidents since 
de Gaulle, especially Mr Mitterrand, have 
stressed that they alone decide the use of 
French atomic weapons. While not denying 
Mr Ullman's article, the French defence 
ministry last week said that nothing the 
Americans and French do together affects 
"the independence of the French decision 
about using its [nuclear] forces." All the 
same, the French and Americans apparently 
share their lists of targets, though not their 
timetables for applying them. 

All this will startle French people who 
believe the official legend that France's de- 
terrent had a “virgin birth” and that its mis- 
siles are for use by France without reference 
to what France's allies do. Ten years ago, the 
truth might have caused a real shock. Today 
even the French accept that co-operation 
with America is a good idea. 





Voting 


otop the clock 


GAINST all logic and most evidence, 
many Americans cling to the belief 
that it is somehow unfair to citizens of west- 
ern states that, on election day like all oth- 
ers, the sun rises in the east and sets in the 
west. The alleged problem is that easterners 
finish voting before westerners, and results 
from the east are often announced while 
western polls are still open. One of the sillier 
solutions has passed the House of Represen- 
tatives and a Senate committee, and thus is 
close to being enacted. 

The legislation calls for all polling places 
in the continental United States to close at 
the same time in presidential elections. With 
four time zones covering the contiguous 48 
states, that is not easy. The bill in the Senate 
would make polls close at 10pm eastern 
standard time, which is pretty late and 
would be moderately expensive for states re- 
quired to stay open that long. The House 
bill would stop eastern voting at 9pm, and 
the weirdest part of all, so that western states 
would not have to close their polls as early as 
6pm, the House bill would delay the autumn 
change from daylight-savings time for two 
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weeks—but only in the west, and only in 
presidential election years. Some businesses, 
notably airlines, are appalled at the poten- 
tial disruption to their schedules. 

Why do politicians want this? The cata- 
lyst for uniform poll closing was Mr Jimmy 
Carter. In 1980 he conceded defeat to Mr 
Ronald Reagan long before polls had closed 
out west. Western congressmen claim that 
hundreds of their constituents left the vot- 
ing-booth queues because the main event 
had, in effect, been cancelled. (They also 
railed against the television networks for re- 
leasing exit-poll results before voting had 
finished. In a half-measure compromise, the 
networks now announce results in a particu- 
lar state only after that state's voting is 
over.) 

Serious studies of the effect of east-coast 
results on west-coast voting patterns do not 
support the politicians' complaints. Los An- 
geles county has been tracking voting hour- 
by-hour in its jurisdiction for vears and has 
found no discernible impact on turnout of 
east coast goings-on. Even if some western- 
ers do decide that the east-coast results make 
their votes superfluous, there is no logical 
reason why this insight should strike sup- 
porters of the loser more frequently than 
supporters of the winner. And the hard fact, 
of course, is that every voter's individual 
vote is superfluous. The westerner's is no 
more so than the easterner's simply because 
he may know how the easterner voted, and 
denying him this information gives his vote 
no added value. 

In any event, the bills undermine their 
own rationale by excluding, for obvious 
practical reasons, Alaska and Hawaii, whose 
votes are surely just as intrinsically worthy 
those of California. And the reform could 
well backfire. One-fifth of American voters 
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cast their ballots in the last hour before polls 
close. Both bills would require polls on the 
west coast to close at 7pm, instead of 8pm as 
they do now. Taking away the extra hour of 
voting is quite likely to mean fewer western 
voters, not more. 





Trade 


The snit list 


WASHINGTON, DC 


RUE to form, the Bush administration 

opted for compromise in its May 25th 
list of unfair traders. Congressional hawks 
wanted lots of targets under the 1988 trade 
act's “super-301” procedure that demands 
retaliation if trade barriers are not removed 
in negotiation. A strong camp within the ad- 


ministration led by Mr Mi- 
chael Boskin, the chief eco- 
nomic adviser, and Mr 
Nicholas Brady, the trea- 
sury secretary, wanted none 
at all. Mrs Carla Hills, the 
trade representative, ended 
up naming Japan for three 
practices, India for two and 
Brazil for one. She also put 
eight countries on a priority 
watch list and 17 on a 
watch list for misbehaviour 
involving intellectual-prop- 
erty rights. 

Mrs Hills’s list is 
shorter than many critics feared, and it is 
cleverly chosen. On Japan, for instance, it 
picks the timber trade, which appeals to the 
constituency interests of two members of 
the Senate Finance Committee, Mr Bob 


Something borrowed, something pink 


SAN FRANCISCO 


MILESTONE in gay rights was 

passed last week in San Francisco. 
And where else? Denmark, which beat 
the city in authorising a form of homo- 
sexual marriage. 

San Francisco's law-making body, the 
Board of Supervisors, unanimously ap- 
proved a system for recognising and reg- 
istering "domestic partners" who share a 
residence and living expenses and have 
"an intimate... relationship of mutual 
caring." Homosexuals and non-married 
heterosexuals are equally eligible. The 
ordinance forbids discrimination against 
such cohabiting partners. 

Under the law, for a fee of $35 two 
people may declare themselves "domes- 
tic partners", pledging to live together 
and share in basic expenses. Neither may 
be married when entering such an offi- 
cial relationship. The law requires a for- 
mal notification upon the end of a rela- 
tionship, and it bars a new official 
relationship for at least six months. 
Those who don't relish public registry at 
City Hall can make their status formal 
with a witnessed statement signed by a 
notary. 

The law brings few practical benefits. 
One is the right to visit an ill partner who 
is in hospital—a right now restricted in 
severe illnesses to immediate family 
members. In San Ffancisco, with its high 
incidence of AIDS, such access is impor- 
tant to homosexuals who are living 
through the terminal illness of a partner. 

Although San Francisco's is the first 
such ordinance in America, three other 
Californian cities, Santa Cruz, Berkeley 


and West Hollywood, have extended a 


more practical benefit to homosexual 
couples by requiring employees' spousal 
benefits, such as health care, to be ex- 
tended to unmarried partners. However, 
most beneficiaries of these laws turn out 
to be unmarried heterosexual couples. 
In a New York case, lawyers from the 
American Civil Liberties Union are try- 
ing to establish that gay partners consti- 
tute "family members" for the purposes 
of rent-control laws. The ACLU is repre- 
senting a homosexual who lived in his 
partner's flat for a decade, and now faces 
eviction because the partner has died. 
The Danish parliament, the Folke- 
ting, has outstripped all these develop- 
ments in America, passing a “registered 
partnership" law giving homosexuals all 
the legal rights of married couples except 
for the right to adopt. The vote in the 
Folketing was 71 to 47; the result has 
stirred little public reaction. As in San 
Francisco, the strongest opposition came 


from the Catholic church. 








Hills: just following orders 


Packwood of Oregon and 
Mr Max Baucus of Idaho. 
Japan's other two categories 
of sin are satellites and 
supercomputers, both of 
which depend on public 
procurement and thus are 
open to remedy by govern- 
ment fiat. The list softens 
the focus on Japan by in- 
cluding two countries that 
are less likely to retaliate 
than was a conspicuous ab- 
sentee, the European Com- 
munity—an omission that 
Mrs Hills described dead- 
pan as “judgmental”. 

The super-301 list remains highly dan- 
gerous. It puts at risk the current Uruguay 
round of GATT negotiations. The adminis- 
tration avers that the Uruguay round is its 
top trade priority and that the use of super, 
301 will bolster, not undercut, the Ga 
process. But by acting unilaterally the Amc. 
icans are bound to undermine the GATT's 
main strength of multilateralism. 

The three named countries may cave in 
to American pressure, as South Korea and 
Taiwan did to avoid being put on the list. 
But they have a powerful reason not to do 
so—for just as Ethelred the Unready found 
with Danegeld, giving way will invite further 
super-301 attacks. This sort of brinkman- 
ship could degenerate into a trade war. 

The list also distracts attention from the 
real macroeconomic causes of America’s 
trade deficit, and so may reduce efforts to 
address them. And it may encourage those 
such as Mr Robert Mosbacher, the com- 
merce secretary, who are heading towards 
an interventionist industrial policy. 

Like any good lawyer, Mrs Hills has re- 
sponses to such arguments. She cites the re- 
cent South Korean and Taiwanese relax- 
ations as evidence of how a tough trade 
policy can open markets for everyone, n 
just America. In reality, bilateral pressure is 
more likely to bring the bilateral conces- 
sions that lead down the tempting path of 
ma trade. 

Mrs Hills also makes the limp defence 
that she has to obey the law. But she could 
have named nobody and still obeyed the 
law. She acknowledges the macroeconomic 
causes of the trade deficit even though the 
administration has done little to tackle 
them. 

The trade deficit with Japan will be ad- 
dressed in a new "structural impediments 
initiative" that was announced at the same 
time as the super-301 list. A group chaired 
by Mr Brady will discuss with the Japanese 
such problems as Japan's import-resistant 
distribution system and pricing mecha- 
nisms. It is not clear whether the Japanese 
will be allowed to raise similar American 
structural impediments, such as an intracta- 


bly low savings rate and a seemingly incur- 
AMERICAN SURVEY continues on page 49 > 
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Going Fast. Staying Westin. 


Off to Hong Kong on business, I said 
with all the nonchalance I could muster. 

Not without me, she decreed. We'll stay 
at The Kowloon Shangri-La. We'll take 
one of those beautiful rooms overlooking 
the harbour. We'll sit by our bay window 
and sip champagne and gaze at the lights 
twinkling on the island. We'll be pampered 
by those delightful people and that 
charming valet who thinks of everything. 

You'll see, she concluded, it will be the 
best business trip you ever had. 

And so indeed it was. 


tin Hotels in Asia: 
Kong Kowloon Shangri-La + Manila: The Westin Philippine Plaza » 
sore: The Westin Stamford & The Westin Plaza - 

The Westin Chosun « Pusan: The Westin Chosun Beach « 

Westin Hotels in the USA, Canada and Mexic 

iervations, call the Westin Hotel in vour city or vour travel consultant 


Kowloon Shangri-La 


HONG KONG 
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A Ditterent View 


How you look at the world often depends on where 


à | | - - : 
vou stand. As a global bank whose vantage point 


is the western U.S.. Bank of America offers a fresh 


perspective on world markets. A distinct outlook 
that points the way to new solutions. And a view of 


your needs that extends beyond todays transaction. 





The Golden Gate Bridge. 


photographed by Alan Ross 
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Bank of America 
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tions carry their own danger of leading 
towards managed trade. 

The best proof the Americans could 
now offer that they remain genuinely com- 
“mitted to multilateral free trade, despite su- 

per-301, would be to relax their “voluntary” 
restraint on steel imports. A decision on 
that is expected later this month. 





Farmers 


All wet 


ABILENE, KANSAS 


T HAS been raining in Kansas. Parts of 
the state had more than five 
inches—one-quarter of their annual 
rainfall—in a week in late May. Until then, 
Kansas had been at the centre of a great- 
lains drought that began last summer. In 
988 most of Kansas got barely half its nor- 
mal rainfall. In the first four months of 1989 
it got less than half. The wheat is ankle-high 
and wilting. The Agriculture Department 
has gloomily estimated the winter wheat 
crop at 1.4 billion bushels, 896 down on last 
year despite 376 more acres harvested. A pri- 
vate forecaster, Mr Rollie Stuckenholtz, pre- 
dicts a crop for Kansas of less than half what 
the acres planted would normally yield. 
Farmers are not ones to let a little rain 
dampen their pessimism. May's rain came 
too late for Kansas's wheat. All it did was 
encourage the weeds to grow and over- 
whelm the stunted crop that is already 
ripening—and encourage farmers to add to 
the 4096 of wheat fields that have been 
ploughed back in already to plant a spring 
crop of maize (corn) sorghum or soya 
beans. In any case, summer rain dries out 
before it penetrates deep enough to do 
much good. A week after the rain, even the 
rettest parts of the state were reporting soil 
üth only 1096 of its expected moisture 15 
inches down. That dryness could hurt the 
spring-planted crops. 
ngress is gearing up to pass a di- 
saster-relief bill. The Senate Agriculture 
Committee passed one confined to helping 
wheat growers. The House committee 
passed a broader one, which would follow 
last year's precedent of giving 6596 of the 
value of a normal crop to anybody who loses 
more than 3596 of his crop. Defenders of the 
bill say the maize growers had their bill last 
year, so the wheat growers should have one, 
too. And they insist it will not cost the tax- 
payer extra money. Thanks to the drought, 
the market price for wheat is already 
bumping up against the price the govern- 
ment guarantees to farmers, so most of the 
$1 billion budgeted for "deficiency pay- 
ments" will not be spent; meanwhile, only 
about $600m will be needed for disaster re- 
lief. What a deal. 
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budget deficit. Such bilateral negotia- 


All this serves only to emphasise how 
droughts have in a sense done exactly what 
some farmers wanted: taken land out of pro- 
duction, thus raising prices. Wheat has risen 
from about $3.20 a bushel a year ago to 
about $4.20 today. So wheat farmers in wet- 
ter states (Oklahoma, Nebraska) will do 
well. There are two differences between a 
drought and the set-aside programme. First, 
a drought hits some farmers more heavily 
than others; second, drought-suffering 
farmers—unlike participants in a set- 
aside—do incur the cost of planting the land 
that fails to produce. 

Farmers are not the only sufferers in a 
drought. The operators of grain elevators 
and farm-machinery dealers are as depen- 
dent on local crops as the farmers them- 
selves. They will lose several times the 
$800m that the farmers will. Indeed, accord- 
ing to the Kansas agriculture secretary, Mr 
Sam Brownback, they are more likely to go 
bust. Survival of the fittest during the hard 
years of the mid-1980s, plus two good years 
during which debt fell by one-third (wheat 
farmers did well in last year's drought, for 
they harvested their crop before it bit), 
mean that only about 196 of Kansas farmers 
will be ruined by the drought. 

But nobody is contemplating emergency 
legislation for the grain elevators. Instead, 
other farmers are trying to get in on the act. 
In particular, beef farmers have felt this win- 
ter's drought. It dried up ponds on which 
cattle rely, and stunted pastures and fodder 
crops. Many Kansan cattlemen have sold 
their calves early or shipped them out to 
feed on rented pastures in wetter states. Cat- 
tle are being slaughtered at a rate about 1596 
higher than last year. The price of beef, 
which rose last year to levels not seen since 
the mid-1970s, was poised to fall after the 
Memorial Day weekend, the unofficial be- 
ginning of barbecue season. 

The beef farmers want a mere four kinds 
of subsidy from the federal government, ac- 
cording to Mr Mike Beam of the Kansas 


Larger small cities 


Forget the Alamo 


SAN ANTONIO, TEXAS 


This week's contribution to our occasional series on America's larger small 


cities looks at San Antonio, which 


tional search for growth through service industries, high-tech and to 


IT HAS five splendid Spanish 
missions, including the 
Alamo—revered as the birth- 
place of Texan independence 
and the deathplace of Davy 
Crockett in 1836. But in some 
ways San Antonio is a surprisingly un- 
Texan city. 


It has no oil and little beef. Over half the 
































as a marmoset's eye 





As high 
Livestock Association. First, they want the 
government to provide retrospectively 5096 
of the cost of transporting the cows and. 
50% of the cost of drilling new wells and dig- 
ging new ponds. Second, they want four tax- 
free years instead of two to reinvest th 
money they get from being forced by the 
drought to sell their cows early. Third, they | 
want emergency aid for purchasing af 
And, fourth, they want the lands set aside 
under the Conservation Reserve Pro- 
gramme opened up. ; 
American farm policy must get away 
from reacting to crises, for there will always 
be crop failures somewhere. Mr De le 
Rahjes, president of the Kansas Farm Bu- 
reau, says he wants to see Congress put in 
place a proper scheme for federal crop insu a 
ance, through which farmers could pay for 
their own relief. Meanwhile, though, farm- 
ers are content to continue taking handouts. 





gs some special assets to the conv èn- 
Siti. 

Wwe 
population is Hispanic, yet much of the 
city’s power and wealth are still in the hands 
of German-Americans, descendants of nine- 
teenth-century immigrants who built the 
wonderful Victorian mansions of the King 
William (formerly Kaiser Wilhelm) district. - 
San Antonio was Texas's biggest urban cen- 
tre in the heyday of American industriali: n, 
yet today it has a tiny manufacturing indus- 
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try for a city of nearly Im people. 

The city's biggest industry is govern- 
ment—in particular, the armed forces. San 
Antonio has five big bases that between 
them employ over 75,000 people and pump 
$3 billion a year into the local economy. 
Partly because of the bases, it is the favourite 
spot in the country for military pensioners. 
Some of the city's big private-sector employ- 
ers are tied to the public sector. One huge 
insurance group, USAA, built up its fortunes 
round the profitable business of insuring 
military personnel. 

The lack of oil and the preponderance 
of government helped San Antonio to ride 
out the Texas recession of the 1980s more 
successfully than Houston and Dallas, 
though it had its share of bank failures. 
Thanks partly to the political clout Texas 
currently wields in Washington, none of 
San Antonio’s military bases is likely to 
shrink—indeed, they may expand as less 
well-defended military outposts are closed. 
But there is little hope of more public-sector 
jobs anywhere in America in the foreseeable 
future. And San Antonio, with a young and 
growing population and an unemployment 
rate already well above the national average, 
needs a steady source of new jobs more than 
most cities. 

So the city's main task for the future is 
to wean its economy off public milk and on 
to private honey. Mr Henry Cisneros, the 
energetic mayor from 1981 until early this 
year, understood this. He built an interna- 
tional reputation around being San Anto- 
nio's first Hispanic mayor. That reputation 
could still lead him to higher things, al- 
though his stellar career flickered when he 
failed to run for re-election after revelations 
of an extramarital affair. Mr Cisneros was a 
great enthusiast for tax breaks and the other 
incentives that create what is known as “a 
good business climate”. Mrs Lila Cockrell, 
Mr Cisneros's successor—also his predeces- 
sor and his first political mentor—shares 
that enthusiasm. 

What kinds of business to go for? San 
Antonians offer the same answers one hears 
everywhere else in America: services, high- 
tech, tourism. The competition is intense, 
but San Antonio has some competitive ad- 
vantages, and one huge underexploited 
asset. 
Almost every American city dreams of 
emulating Silicon Valley in California and 
Route 128 round Boston by building a high- 
tech industrial base that generates its own 
momentum. San Antonio has Southwest 
Research, the third-largest applied-research 
institute in America. Its biomedical research 
foundation has the world's biggest baboon 
colony. A Texas billionaire, Mr Ross Perot, 
recently put up $15m and the city council 
another $7m to establish the Texas Re- 
search Park. But San Antonio is a late 
starter, and it will be hard put to it to catch 
up quickly with its rivals. The president of 
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the Texas Research Park, Mr John D'Aprix, 
points out sadly that the city of Boston gen- 
erates more venture capital than the whole 
of Texas. 

The best candidate for growth is medi- 
cal research. The University of Texas 
health-science centre to the west of the city 
is a magnet for medical researchers, helped 
by military medics at Brooks air force base. 
San Antonio is becoming a world leader in 
the treatment of burns and dia- 
betes, a disease to which His- 
panics are unusually prone. 

San Antonio may also be 
able to play on its proxim- 
ity—in Texas, 80 miles is a 
stone's throw—to. Austin, the 
state capital, home of the Uni- 
versity of Texas and of 
Sematech, the government-in- 
dustry semiconductor consortium. An extra 
highway to Austin may be built to encour- 
age development of a light-industry corri- 
dor. But no amount of good roads can make 
up for the fact that San Antonio's airport is 
condemned to be a spoke, not a hub: to get 
anywhere by air, you must change planes in 
Houston or Dallas. 

Such doubts do not affect San Anto 
nio's tourism prospects. Thanks to the 
Alamo and the other Spanish missions, San 
Antonio was always one of Texas's favourite 
tourist spots. Its grandly-named Riverwalk 
(in fact, the adjacent river is barely eight feet 
wide and four feet deep) was built in the 
1930s, but has only recently become a thriv- 
ing centre of restaurants and entertainment. 
The April fiesta has always been a de- 
servedly big attraction. 

Seaworld, an aquatic Disneyland, com- 
plete with killer whale, opened its biggest 
park yet to the west of the city in 1988. It 
drew 3m visitors in its first year. A musical 
theme-park is planned by Opryland. There 
are rumours that Disney itself is negotiating 
to make San Antonio the site of its third 
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mmerce hero 


amusement park in America. Local resi- 
dents recently approved extra taxes to pay 
for the Alamodome, a huge convention and 
sports centre. And hotels are going up fast. 
The Marriott group recently finished one 
that looks like a 1930s wireless set. 

The city centre still has its share of 
gloomy car parks and depressing shops (one 
of which advertises suits for rent). But it too 
is reviving. À private group is meticulously 
restoring two of the country's 
finest early-twentieth-century 
cinemas. A new shopping mall 
has opened. And unlike so 
many other American cities, 
San Antonio has a 
recognisable and vibrant 
downtown area. It is also one 
of the few cities of its size that 
still supports two daily 
newspapers. 

And the huge underexploited asset? It 
lies 150 miles to the south-west and is calle ' 
Mexico. Mexicans feel comfortable in Hi 
panic San Antonio, which is remarkably 
free of racial tensions. Well-off Mexicans 
come here for medical treatment and—less 
openly—to stash away as much cash as they 
can get out of their country. Trade is grow- 
ing fast. Laredo, a border town to the south, 
is America's biggest inland trading port. 

The sick Mexican economy of the 1980s 
has slowed San Antonio's exploitation of 
the Mexican connection. But the Rio 
Grande valley is already humming with 
small-scale industry. There is talk of a free- 
trade deal to rival the Us-Canada agree- 
ment. That is heady stuff, but even without 
it banks and service industries in San Anto- 
nio are well-placed to benefit from growing 
business links with Mexico. 

San Antonio also has undeniable assets 
in its pleasant climate and way of life, in a 
world in which people are increasingly able 
to put the choice of where to live ahead of 
where to work. And the Hispanic popul: 
tion helps by offering cheap l: 
bour, hard work and good 
Mexican food. 

Sadly, San Antonio is no 
exception to the standard diag- 
nosis that public education is 
one of America's major ills. Il- 
literacy and drop-out rates are 
frighteningly high, especially 
among Hispanics. The chal- 
lenge to Mrs Cockrell as she re- 
assumes the mayoralty is to 
preserve the city's low-tax pro- 
business climate while finding 
the necessary resources to im- 
prove its schools. If she fails, 
San Antonio could become 
just another tourism-and-re- 
tirement backwater: pleasant 
enough, but not living up to its 
historic potential. 
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If nobody else rules Argentina, 


the mob will 


LS 


My Mum '’s a looter 


POWERLESS government and a 
worthless currency are driving Argen- 
tina to the brink of something fearful. 
hooting and looting and a state of siege 
nave emptied the broad streets of what was 
one of the world's great cities. Argentina's 
usual problem is that everybody thinks he 
can run the place better than whoever is do- 
ing the job at the time. Now nobody wants 
to take charge of the wreckage. 

President Raul Alfonsin talks of 
handing over the presidency now, although 
the constitution says his successor may not 
take over until December 10th. The man 
elected on May 14th to fill the office, Mr 
Carlos Menem, politely sets unacceptable 
conditions for accepting his predecessor's 
generous offer. The high command of the 
armed forces, for its part, scrupulously in- 
sists that it must not intervene in politics as 
it did during the dangerous 1970s, not even 
to help the police keep order. 

Neglect and incompetence have emp- 
tied the treasury. Reckless printing of 
money to meet the government's payroll has 
destroyed the value of the currency. Until 
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May 27th the largest banknote had a face 
value of 1,000 australs; then the central 
bank issued the first 5,000-austral notes. 
Shopkeepers already doubt their worth, and 
ask for dollars. The government decreed on 
May 30th that one United States dollar is 
equivalent to 175 australs. On the street cor- 
ners of the financial district called la City 
the furtive money-changers offer 240 
australs for a dollar, until the police chase 
them off. The ferries across the River Plate 
to Montevideo (where banking secrecy 
reigns, and a dollar costs 280 australs) are 
packed with people packing heavy wallets. 

Hyperinflation has arrived, bringing dis- 
order. In sober provincial cities hooligans 
smash the windows of the supermarkets, 
and housewives step over the broken glass 
to snaffle cans of food. Mr Alfonsin’s eco- 
nomic policymakers respond by proposing 
long-term irrelevancies: a new tax on unused 
land; privatisation of the state television sta- 
tions that, out of office, they will no longer 
control; a 50% increase in taxes on food ex- 
ports, which will choke off the one activity 
that brings in foreign currency. 
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Mr Menem has surprised his critics by — — 
proposing (rather vaguely, it is true) an 18- 
month emergency plan that would raise - 
wages next year by slightly less than the rate _ 
of inflation. His Peronist party, whose chiefs — 
are populist trade-union bosses, responds by 
tacking on to the vote for the president's — — 
state of siege a resolution increasing the pen- 
sions that the state cannot afford to pay. 3 

The Peronists are even angrier with Mr _ 
Menem's choice of economics minister - 
when he takes office, a retired and respected 
business executive, Mr Miguel Roig. He 
spent his working life in a large and success- 
ful firm of grain-traders, and is therefore as- — 
sociated with the interests that General Pe- 
ron's revolution of the 1940s overthrew and _ 
true Peronists still detest: the EXE 
free-trading oligarchy. 

Possibly Mr Menem, in office, would | 
turn out less of an ignoramus than he | 
himself appear during his election cam- _ 
paign. His economic plan (based, not en- E 
couragingly, on a Brazilian model) has a big | 
problem. Its success would depend on bor- - 
rowing $3 billion from abroad in 1990. 
Since Argentina already owes, and shows no 
sign of repaying, $60 billion in foreign dix d 
that is not exactly realistic. 

While the lame-duck Mr Alfonsin lin- | 
gers on as president, no decisions can be - 
made about that or any other plan. His hon- 
ourable ambition, when he was elected six 
years ago, was to hand on his office as he - 
received it, through the ballot-box and ac- 
cording to the constitution (whose provi- 
sions for the slow hand-over date back to 
1853, when delegates plodded to the elec- 
toral college on mules from the mountains). 

The constitution does, however, con- - 
tain a provision for what it calls ' 'headless- - 
ness”. It was used by President Isabel Peron — 
when she withdrew from office in 1975. Un- 
der it the president and vice-president can. 
resign, leaving the legislative assembly to- 
pick a substitute from the Senate, the Su- 
preme Court or the ranks of the provincial | 
governors. Mr Menem is governor of the 
province of La Rioja; intriguingly, his more 
austere younger brother, Mr Ed 
Menem, is in the Senate and could be made 
interim president of the country until 
brother takes over in December. | 

As for the army, its uncharacteristic re- 
straint is understandable. The generals have 
not the faintest idea what to do about the. 
economic crisis. They may, however, get 
something out of it. A 1985 law forbids - 
them to intervene in internal affairs unless 
formally ordered to do so by the president. — 
The generals profess reluctance to step in, 
saying their men have suffered enough from 
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ac isations of unlawful violence in the fight 
against left-wing terrorism in the 1970s. 
— This points to a straight bargain. If Mr 
Alfonsin, or after him Mr Menem, offers the 
full amnesty the soldiers demand for what 
- happened in the past, they will be prepared 
to shoot rioters now. They would prefer the 
targets to be left-wingers. There are indeed 
allegations that left-wing conspirators are 
Ln *hind the riots, especially in the provincial 


i Nigeria 







a4 -> 
á A^ 


- 


ricades against the police. Argentina has 
plenty of unreasoning left-wingers. But so 
far most of the chaos seems the work of ordi- 
nary, angry, confused people. 

Many Argentines have simply lost the 
belief that the state can any longer look after 
them. They have taken the law into their 
own hands. The real worry is that nobody 
wants to claim it back again for legitimacy. 


So now it's time to vote 


3 C9 EVIVING Nigeria’s cataleptic democ- 

EN racy is a job for giants. On May 3rd the 
country’s military ruler, Major-General 
Ibrahim Babangida, said civilian politics was 

legal again after five years when it had not 

been. Throughout May riots gathered pace 
in different corners of the country. In the 
north-eastern state of Gongola protesters 
set fire to the law courts and police station, 
then broke into the prison and released 39 

- inmates. Students sprang another 600 pris- 
oners in Benin City, capital of the southern 
state of Bendel; the army responded with a 
curfew (six died), then banned all political 
ctivity in the state for two weeks. The trou- 
ble spread to Lagos, the capital, where sol- 
diers shot dead five rioters on May 31st. 

— The general is better liked than many of 
Nigeria’s past rulers. His gradual restoration 
of democracy, which he intends to complete 

by 1992, would be more politely greeted if 
the economy were healthier. Nigeria stag- 
gers under the debts it piled up while oil 
boomed in the 1970s. The general has 
brought in the reforms foreign creditors 
like: devaluing the currency by four-fifths 
since 1986, cutting subsidies and other pub- 
lic spending. This has infuriated townspeo- 

, who hate expensive imports and every- 
g unsubsidised. Students, lacking 

‘imported books and paper, face trouble 

finding jobs now that the civil service is be- 
ing cut. The Nigerian police force is said to 

be training a special election riot squad. 

— The military government launched its 

economic reforms in 1986, bravely saying 
they would be completed within three years. 

But even Africa's most successful adjuster, 

Ghana, has not finished the job after six 

years of reforming. Nigeria's currency re- 

‘mains overvalued, inflation runs at around 

50%, wheat and rice imports are still 
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If the reforms work, Nigeria could be 
again. The boom years have left behind 

good roads, and the country has a thriving 
middle class. On top of oil, it should start 
exporting liquefied natural gas from the 
mid-1990s. In the meantime, however, it 
needs foreign loans and gifts. Nigerians 
— think it humiliating to take loans from the 


International Monetary Fund. Their gov- 
ernment therefore seeks IMF approval for its 
economic policies in order to wheedle cash 
from other sources. In March the govern- 
ments that Nigeria owes money to agreed to 
ease repayment on some $6 billion of debt. 
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Expressing the general will 


Nigeria has also been promised $600m in 
grants this year to help balance its books. 
General Babangida would like the eco- 
nomic worries out of the way before he ful- 
fils his political ambition. He wants to hand 
power to an elected civilian politician of a 
"new breed'"— free from the corruption of 
the past, and speaking for the whole nation, 
not for only one of its tribes and religions. 
The general is organising the transition care- 
fully. He has banned university staff, former 
politicians, himself and his associates in the 
military government from seeking office. 
The new parties he has legalised are forbid- 
den to preach tribal or religious doctrines. 
Some think he will never find a civilian fit to 
take power; certainly Nigeria is not famous 


city of Rosario, where armed men set up bar- for such saints. f 
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About 30 political groups have been 
formed (the leader of one left-wing band, Mr 
Balarabe Musa, was promptly arrested). The 
electoral commission will register only two 
parties; the rest will be forced to merge or 
disband. The lucky pair will be chosen by 
September, having proved their innocence 
of tribal bias by having branches and offi- 
cials all over the country, and having con- 
vinced the commission that their policies 
are sound—which means that at least one of 
them will support the present economic re- 
forms. The registered parties’ suitability will 
be reviewed yearly. 

Some novice politicians may prove 
more honest than others. Many new parties 
are backed by entrepreneurs who, presum- 
ably, hope these new ventures will win them 
juicy contracts in the old Nigerian way. The 
banned politicians of past regimes still pull 
strings. Most people reckon that the best 
organised new party, the Nigeria Natior 
Congress, is a reincarnation of the nort 
ern-based National party of Nigeria, which 
ruled and stole during the democratic inter- 
lude of 1979-83. 

The constitution of that period is al- 
most identical to the one promulgated in 
May. Some therefore ask why the new ver- 
sion should last any longer. General 
Babangida had invited a constituent assem- 
bly of civilians to propose fresh ideas. 
Mostly, they argued about religion. Their 
earthly ideas included suggestions that the 
government’s role in providing welfare 
should be written into the constitution, and 
that a civilian committee be set up to over- 
see the armed forces. The general sat on 
both ideas. 

Africa’s unelected leaders love to de- 
nounce the corruption and tribalism of 
democratic politicians. General Babangida 
shares their distaste. But he does not use it 
to justify a one-party state, or to assert his 
own merit. Instead, he is trying to invent 
new kind of democracy, which he and hus 
military colleagues would supervise. Military 
supervision already means arresting politi- 
cians, ignoring the constituent assembly and 
imposing curfews on riotous towns. General 
Babangida may have to choose between a 
flawed democracy and no democracy at all. 





The Arab League 
some peace, 
more war 


FROM OUR SPECIAL 





IN CASABLANCA 


UT on your rose-tinted glasses, and the 
Arab leaders who met in Morocco on 
May 23rd-26th did inch forward with his- 
tory. After ten years of ostracism Egypt 
made its triumphant, if long overdue, return 
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Assad spoilt King Hassan’s party 
to the Arab League. The Palestine Libera- 


tion Organisation got solid support for the 
pursuit of its peace initiative in its own way. 
Israel got a kind of recognition, when the 
assembled kings and presidents called for an 
international peace conference based on UN 
Security Council Resolutions 242 and 338. 
The summiteers rejected Israel’s proposals 
for elections in the West Bank and Gaza but 
left an opening for elections intended to 
lead to a Palestinian state. 

Perhaps, then, the Arab world is grow- 
ing up. Perhaps not, the long-suffering peo- 
ple of Lebanon may think, along with those 
who hope for permanent peace between 
Iraq and Iran. The trouble, in both cases, is 
rooted in the feud between Iraq and Syria. 
The Iraqis are thirsty for revenge for Arab 
Syria's treachery in supporting non-Arab 
tan during the Gulf war. "The blood of 
.aartyrs stands between us,” said President 
Saddam Hussein of Iraq (who began the war 
that ended with the deaths of maybe Im 
people) to President Hafez al-Assad of Syria, 
in some of the most acrimonious exchanges 
at any Arab summit ever. 

Pettier Arab hatreds succumbed to the 
seductive diplomacy of the conference's 
host, King Hassan. The public reconcilia- 
tion between Mr Hosni Mubarak of Egypt 
and his troublesome neighbour, Colonel 
Qaddafi of Libya, led within days to plans 
for reopening the long closed Egyptian-Lib- 
yan border. But the king’s magic did noth- 
ing for Saddam Hussein and Assad. 

They are fighting it out in Lebanon. The 
Iraqis send arms to the Christian leader, 
General Aoun (including, says one report, 
missiles capable of hitting Damascus), and 
have encouraged him to attack Syria's forces 
there. Arab League mediators have failed to 
halt the heavy shelling, which has mainly 
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killed civilians. Things are bad. The Leba- 
nese fear worse. 

President Saddam Hussein left Casa- 
blanca early, furious that Syria, though al- 
most without support and under intense 
presure in debate, nonetheless kept even the 
lightest criticism of its actions in Lebanon 
out of the final communiqué. Having acqui- 
esced in Egypt's return, and after putting up 
only token resistance to the Arab League's 
support for Mr Yasser Arafat of the PLO, Mr 
Assad would give no ground on Lebanon. 
He said he would not pull out his 35,000 
troops there in favour of a peacekeeping 
force assembled by the league. 

The summit hopefully voted for a three- 
man committee (King Hassan of Morocco, 
King Fahd of Saudi Arabia and President 
Chadli Benjedid of Algeria) to bring the 
Lebanese factions together to discuss politi- 
cal reforms, elect a president and re-estab- 
lish civilian rule with a government of na- 
tional unity. That pie will stay in the sky. 
Publicly, the Iraqis say they will give the 
committee a chance. Privately, they are 
sending extra weapons to General Aoun, 
hinting that Iraqi troops will follow. Beirutis 
can only stock up and reinforce their cellars. 

President Saddam Hussein got a con- 
solation prize that the summiteers handed 
out without much thought. They gave full 
support to Iraq in its long-stalled peace talks 
with Iran, endorsing "Iraq's historic right to 
sovereignty" over the Shatt al Arab water- 
way. This was neither mature nor moderate. 
It goes beyond the Iraqis’ official position, 
which is that the question of sovereignty 
should be left to a later stage of negotiations. 
Nothing seems less likely to encourage Iran 
to make the compromises necessary if peace 
Is to come. 
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A new beginning 


FROM A CORRESPONDENT IN ALGIERS 


AST October some Algerians seemed to 
be looking for a revolution. President 
Chadli Benjedid is offering them reform in- 
stead, trying to drag a corporatist state into a 
new, liberal era. The country's restive, 
youthful population clamours for jobs and 
housing. Last autumn thousands of them ri- 
oted, and hundreds were shot dead. The 
president rushed ahead with the reform pro- 
gramme he may always have wanted. He 
blames the delay on resistance from the old 
guard of the ruling National Liberation 
Front (FLN), whose powers and privileges Mr 
Chadli's reforms would diminish, and 
which is therefore putting up a stiff rear- 
guard fight against them. 

The October riots might have tempted 
the president towards repression. Instead, 
Mr Chadli convened a congress of the FLN 
to tell it to shake off the old authoritarian 
ways that won independence from France, 
and have burdened the new nation ever 
since. He got himself fairly cleanly re-elected 
president and in February won a national 
vote on a new constitution promising civil 
rights, freedom of the press, the right to 
form alternative political parties, and an in- 
dependent judiciary. The security forces' 
torturers have been sacked, say human- 
rights lawyers, and the official press now car- 
ries investigative articles and criticism of the 
government. More than 20 new parties have 
announced themselves. New trade unions 
recruit people who cannot stand the ossified 
monopoly union affiliated to the FLN. 

Party members do not like this. They 
have long been cushioned against housing 
shortages and soaring prices; their children 
get jobs even though the unemployment 
rate in Algiers is 5096 among the young. 
They are skittish about the president's 
agenda. Civil servants are nervous that 
devolution of government authority and 
more autonomy for public companies will 
shrink their power and maybe remove their 
jobs. They are even more alarmed that the 
way is being cleared for more foreign invest- 
ment. There is a danger that the prices they 
have always decreed will now be set by the 
market. 

The reforming technocrats have asked 
the International Monetary Fund for Alge- 
ria's first-ever stand-by loan, worth $192m; 
they expect the Fund to approve it soon. 
The FLN has no high regard for foreigners. 
To many of its old-stagers the IMF's stamp of 
approval, and the $3.6 billion in conces- 
sional loans and trade credits agreed to by 
France, Italy and Spain in December and 
January, prove Mr Chadli a traitor to the 
pure nationalist ideal. 

In early May diehards in the ministry of 
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information censored an article by Mr 
Kamel Belkacem, who is the editor of a pop- 
ular weekly, an ally of the president and the 
reputed author of a draft bill on freedom of 
information. The minister found an urgent 
engagement out of town just before the 
storm broke; his civil servants felt very 
lonely in the furore that followed it. 

The men at the ministry had managed, 
during the consultative process, to emascu- 
late the information bill before it reached 
the national assembly, which must also con- 
sider, by July, bills on election procedures 
and on the rules for forming political par- 
ties. All assemblymen belong to the ruling 
party; some reckon it needs to change its 
ways, others prefer to follow the president 
rather than their principles. Whether they 
pass the bills, or amend away their original 
liberal purposes, depends on whether the 
president or the party wins their allegiance. 

The opposition of all stripes, including 
the Islamic fundamentalist one, believes 
that the genie of democracy is out of the bot- 
tle. It says darkly that the young firebrands 
who were rampaging in the streets last Octo- 
ber will be doing it again if anybody tries to 
stuff the spirit back. 





Chile 
When the sleeper 
wakes 


FROM OUR SPECIAL CORRESPONDENT IN SANTIAGO 


HE long dictatorship is almost over. In- 
stead of a junta of generals, a gaggle of 
middle-class lawyer-politicians hopes to de- 
cide Chile’s future. General Augusto 
Pinochet's 15-year-old regime will probably 
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be replaced after the election on December 
8th by a mild-mannered Christian Demo- 
cratic president at the head of a five-party 
centre-left coalition. With luck, the country 
everybody agreed to detest will become in- 
teresting only because it has Latin America’s 
best economic performance, 

There is much relief in the Vicariate of 
Solidarity, which bravely defended political 
prisoners during the Pinochet era. Military 
prosecutors are still trying to obtain the Vi- 
cariate’s confidential documents. But the 
pressure has gone, and human rights have 
suffered relatively few violations since Gen- 
eral Pinochet lost his yes-no referendum on 
staying in office last October. 

Two opposition newspapers flourish, 
and so do numerous independent-minded 
news magazines. Political satire and political 
drama draw happy audiences to Santiago's 
theatres, The streets are crowded with shop- 
pers; the economy, which slumped in 1982, 
is booming again. Real GDP grew at an an- 
nual rate of 8% in the first quarter of this 
year. The bright part of General Pinochet's 
legacy is the prospect of sustained economic 
growth under free-market policies. 

Politics is less happy. General Pi- 
nochet, combative to the end, de- 
scribes his adversaries as politiqueros 
(politickers) rather than politicos. On 
the right there are at least three seri- 
ous parties, in the centre a dozen and 
on the left half a dozen more. 

The front-runner for the presi- 
dency is Mr Patricio Aylwin, leader of 
the Christian Democratic party, 
spokesman for the opposition group 
that won the “no” vote: a bland, 
benevolent, ^ middle-of-the-roader. 
Some Christian Democrats think 
they could win on their own, without 
allies, and govern as they did in the 
late 1960s under President Eduardo 
Frei. But the party contains many 
waffly lawyers who are reluctant to 
confront the hard left. 

Mr Aylwin is therefore putting together 
an electoral alliance to bring as many poten- 
tial troublemakers as possible (except the 
Communists) inside his tent. If the opinion 
polls are right and he wins, his government 
is likely to include Christian Democrats, a 
Socialist faction led by Mr Ricardo Lagos, 
Social Democrats, Radicals and the right-of- 
centre Centre Alliance. “Just like Italy,” 
says Mr Alejandro Foxley, who is in line to 
be economy minister. 

The alliance also involves a Socialist fac- 
tion led by the humourless Mr Clodomiro 
Almeyda, a Marxist relic of Salvador Allen- 
de's government. The Christian Democrats, 
who plan no big changes from present eco- 
nomic policy (except more spending on 
health and education), say they had to bring 
Mr Almeyda in for fear his trade-union 
friends would otherwise cause them trouble. 

Inconveniently, Mr Almeyda is also in a 





Büchi dropped out, Aylwin walks through 





rival, hard-left pact that includes the splint- 
ered Communist party. The Christian Dem- 
ocrats will not do business with the Commu- 
nists, but a deal is in the wind that would 
have the Communists stand independently 
of the alliance but be guaranteed a certain 
number of seats. They want more than ten, 
the Christian Democrats offer fewer. 

The right-wing parties’ problems are 
worse. They were gearing up for a presiden- 
tial campaign led by Mr Hernan Büchi, who 
starred in the Pinochet administration as 
economy minister. He looks a bit like a rock 
singer and loves mountaineering and yo- 
gurt. Just when he was to declare his candi- 
dacy and debate with Mr Aylwin on televi- 
sion, Mr Büchi stunned his supporters by 
announcing that he would not stand. He left 
the right field free to an independent- 
minded veteran, Mr Sergio larpa, whose 
only support comes from true-believing con- 
servatives. 

The election will probably be held * 
der an amended version of Gener 
Pinochet's constitution. His government 
and the opposition agreed on May 31st to 
hold a referendum, probably in mid-August, 






on reforms long sought by the opposition. 
These are likely to include ending the re- 
gime's power to appoint one third of the 
Senate; halving the presidential term from 
eight to four years; and unbanning the 
Communist party. 

General Pinochet, now president and 
commander-in-chief, will not go away. He 
faces demotion to mere army commander 
(for, he hopes, eight years). Two members of 
his junta, Admiral Jose Merino and General 
Fernando Matthei of the air force, have 
publicly turned down his invitation to stay 
on after the December election. The cabinet 
snubbed him when he wanted to cut short 
the talks on constitutional change. His clos- 
est aides still dream of a lightning coup that 
would let him stay on as ruler of Chile. But 
the junta and the cabinet know that change 
must come. 
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Peace in their time, 


trouble to come 


FROM OUR SPECIAL CORRESPONDENT IN BRUSSELS 


F ANYONE remained in doubt, the 
NATO summit in Brussels on May 29th 
and 30th proved once again the pre-emi- 
nence of timing in politics. To an alliance 
‘that had been squabbling for nearly two 
years about its short-range nuclear weapons, 
President Bush brought a new set of propos- 
als for the non-nuclear arms talks in Vienna. 
he effect was electric. Mr Bush was imme- 
...ately transformed from a do-nothing pres- 
ident into an imaginative statesman. Ameri- 
can leadership of the alliance was re- 
established. Compromises that had resisted 
the best efforts of the brightest brains in 
NATO suddenly became possible. At the end 
all were happy, each claiming that his or her 
ideas had triumphed. What everyone agreed 
on was that the West had at last recaptured 
the initiative in arms control. 
closer examination Mr Bush's four- 
point proposal contains rather less than 
meets the eye. His first point was that the 
West should modify its proposal to cut 
tanks, artillery and armoured troop-carriers 
in the region between the Atlantic and the 
Urals. Instead of allowing the withdrawn 
equipment to be moved outside that region, 
Mr Bush would like to see it destroyed. Not 
much change here: much of the older equip- 
ment would probably have been destroyed 
anyway; and the new idea would affect only 
merica, Russia and Canada, as all the 
other countries involved lie within the At- 
lantic-to-Urals area and would in any case 
have had to destroy anything cut by a treaty. 
Point two was to include combat aircraft 
and helicopters on the list of things to be 
cut, and to reduce them for both NATO and 


the Warsaw pact to 15% below NATO's 
present numbers. The first western offer ex- 
cluded aircraft. The Russians have always 
been adamant that they must be included. It 
has long been apparent that sooner or later 
NATO would have to agree; there would be 
no deal if it did not. Mr Bush picked a good 
moment to make the inevitable concession. 

Point three was a wish that the talks be 
finished in "six months to a year” and that 
the reductions be accomplished by 1992 or 
1993. Few people believe that it can be done 
so fast. In her press conference, Mrs 
Thatcher called such a schedule "very, very 
optimistic”. 

The one point of novelty, and perhaps 
some ingenuity, was the fourth. This in- 
cluded troops in the things to be cut, but 
only Russian and American ones. The 
United States and the Soviet Union, pro- 
posed Mr Bush, should each cut the number 
of its troops in Europe (but outside Russia) 
to 275,000: a modest cut for America, but a 
huge one for Russia. 

The earlier NATO proposal for the Vi- 
enna talks did not include soldiers for two 
reasons. It is almost impossible to count 
them often and accurately enough to check 
that an agreement is being carried out. And 
it is extremely difficult to agree on exactly 
what troops to count. (Should truck drivers 
be included? What about border guards and 
gendarmes?) This problem plagued the old 
MBFR talks through most of their 15 fruitless 
years. So the alliance had decided that its 
proposal would concentrate on weapons 
and leave out the troublesome question of 
troop numbers. Now Mr Bush has reintro- 
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Stealing the show, showing his steel $ 





































duced the human factor. Russia's first re- 
sponse was cautious but positive. So pre- 
sumably the troops, and the difficulties of 
counting them, go back into the 
negotiations. ^ 

Despite all the difficulties, Mr Bush's. 
proposal had great appeal to the assembled 
NATO leaders. Best pleased was West Germa- 
ny's chancellor, Mr Helmut Kohl, who be- 
lieves the West must be seen to be moving 
fast on arms control if his government is tx 
survive next year's election. And by pleasing. 
the Germans Mr Bush eased the way to- 
wards a compromise on the vexed issue of 
talks about short-range nuclear weapons. — 

Ever since Russia and America agreed in 
1987 to ban all medium-range land-based 
missiles, West Germany has felt that it car- 
ries an unfair share of the remaining nuclear 
burden. Most shorter-range weapons have 
to be based in Germany, and would mostly 
explode in Germany, East or West. The 
West Germans therefore insisted on early 
talks about short-range weapons. Britain 
strongly opposed such talks, because Mrs 
Thatcher believed that once they started it 
would be hard to resist a Soviet proposal to 
abolish all such weapons: the “third zero". 
France and the United States agreed. The 
third zero clearly rather attracts Mr ans- 
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Dietrich Genscher, the West German for- 
eign minister. 

NATO had earlier set up a group of ex- 
perts to work out a "comprehensive con- 
cept” that would tie together all NATO arms- 
control policies in a package acceptable to 
the Germans. But the political differences 
ran too deep for bureaucrats to settle, even 
the excellent team NATO assigned to the job. 
After nearly two years' work, the document 
that was presented to the summit on May 


-. 29th still had holes where the compromise 


on short-range weapons should have been. 
The summiteers hastily convened an- 
other group, composed of their ambassa- 


- dors to NATO and chaired by NATO's deputy 


— secretary-general, to solve the dispute by 
— mid-afternoon on Monday. Failure. They 
then passed the issue to the foreign minis- 
- ters, and asked them to deal with it within 
— an hour. Failure again. The foreign minis- 


ters were then told to forget the banquet 
they had been promised and stay on the job 


until it was completed. By two o'clock the 


next morning they had hammered out a 


- form of words that all except Britain's Sir 


?1 
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Geoffrey Howe thought they could live 
with. Sir Geoffrey still wanted the “third 
zero” to be explicitly ruled out and there- 
fore reserved Britain’s position. But when 
Mrs Thatcher was shown the draft, at 7.20 
in the morning, she approved it, and the 
deal was done. 

What emerged from all this effort was 
much like the compromise first suggested 
more than a year ago. The United States will 


- propose talks with Russia, with the goal of 





cutting both sides’ short-range missiles to a 


- level below the current NATO numbers. 


(Note the word “missiles”; Mr Genscher ar- 
gued strongly to include nuclear artillery 
shells as well, but was outgunned.) However, 


these talks will not actually start until a deal 
has been struck on cutting non-nuclear 


forces and the cutting is under way: until at 


least the first tank has been withdrawn and 


melted down. And, even assuming a deal on 
short-range missiles is: reached, none of 
these nuclear weapons will actually be with- 


_ drawn until the non-nuclear deal is com- 


pletely carried out: meaning all the tanks 
melted down. 

Although West German officials later 
tried to make the case that a third zero is still 


- possible, this was clearly not the intent of 


the summit. The "comprehensive concept”, 
as it finally emerged, speaks of a partial re- 
duction—the word partial is conspicuously 
underlined—and states that land-based, sea- 


-— basedandair-launched nuclear weapons will 


all be required "as far as can be foreseen”. 


— Mrs Thatcher and NATO's secretary-general, 


Mr Manfred Wórner, confirmed the obvi- 
ous, that partial does not mean total. When 


= asked if he could speak the contentious 


words, President Bush had no qualms: 
"Okay," he said cheerfully, “it means no 
third zero." 
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Does this mean that a third zero is now 
out of the question? Not quite. NATO's 
short-range Lance missiles are aging and 
need to be modernised. Getting German 
agreement to deploy a successor to Lance 
was the main original reason for calling this 
week's summit. The matter was side-step 
even before the meeting took place, with the 
Germans declaring that they would put off a 
decision on modernisation until 1992. In 
Mr Genscher's view, the possibility of a 
"partial" reduction in short-range missiles 
refers only to talks with the Russians. But if 
there is no modernisation, the Lance mis- 
siles will eventually die on the vine, and a 
third zero will come about by default. 

The argument about nuclear modern- 
isation, though swept almost out of sight by 
Mr Bush's new non-nuclear ideas, has not 
vanished. It could reappear with a ven- 
geance. For the moment, a triumphant Mr 
Bush could put NATO's squabbles behind 
him, and talk grandly in Mainz on May 31st 
of making Europe "whole and free’’, and of 
tearing down the Berlin wall. But if the mod- 
ernisation issue is not settled by the time the 
new missile talks start, a future NATO sum- 
mit could make this hard-fought cliff-hanger 
look like a Sunday-school outing. 





Soviet Union 
The show will 
go on 


HE Congress of People’s Deputies, the 

new Soviet parliament, opened its doors 
on May 25th for what was supposed to have 
been just a few days of procedural business. 
Instead, it turned itself into a colourful Mos- 
cow circus. As ring-master, Mr Mikhail Gor- 
bachev has by turns had to cajole and plead 
with the 2,250 deputies to get them through 





Boris-the-bolshy 


the hoops so that the congress can let its in- 
ner core, the 542-member Supreme Soviet, 
get down to the serious business of making 
new laws. Mr Gorbachev warned the depu- 
ties this week that the Supreme Soviet will 
have to work its way through some 50 of 
these if the Soviet Union is to be trans- 
formed into a “law-governed” state. The 
deputies were undeterred. In a week of par- 
liamentary free-for-all, shown live on Soviet 
television, they began to like the sound of 
their own voices: hundreds of them put 
their names down to speak. 

The congress had already run over its al- 
lotted time when Mr Gorbachev presented 
his report on May 30th. Among other 
things, this revealed a new figure of 77.3 bil- 
lion roubles ($129 billion at the misleading 
official exchange rate) for Soviet defence 
spending. With luck somebody will ask Mr 
Gorbachev where he got his figure from, 
since it is barely half the western estimates of 
the real cost of the Soviet defence effor 
Thanks to all the talking, much parliamet. 
tary business was still left to be done, includ- 
ing the confirmation of Mr Nikolai Ryzhkov 
in his job of prime minister and the election 
of the chairman of the supreme court. 

Besides deciding who should become 
the professional parliamentarians in the 
new Supreme Soviet, the congress spent 
much of its time putting Mr Gorbachev and 
other prominent members on the spot. Mr 
Boris Yeltsin, bane of the Politburo for his 
outspoken attacks on party privilege in gen- 
eral and the person of the rather conserva- 
tive Mr Yegor Ligachev in particular, de- 
clined to stand against Mr Gorbachev for 
the presidency, citing his obedience to party 
discipline (something he has shown little re- 
spect for of late). Instead Mr Yeltsin—who 
almost failed to win a seat in the Supreme 
Soviet, but squeezed through when another 
deputy resigned in his favour—seems deter- 
mined to set himself up as leader of the radi- 
cal opposition. 

He may have few troops to lead. As ex- 
pected, by adding the extra filter of election 
to the inner parliament, most of the depu- 
ties prepared to speak out against the official 
line from the floor of this week’s congress 
(perhaps 10-20% of the total) have been ex- 
cluded from the Supreme Soviet. But Mr 
Yeltsin remains undaunted. He has already 
openly objected to Mr Gorbachev's combin- 
ing the roles of party leader and president 
and wants an annual referendum on his 
performance. 

Mr Gorbachev, for his part, handled 
proceedings like the political master he is. 
By letting as many of the deputies have their 
say as wanted to, he has let off plenty of 
steam that had built up behind economic 
and national grievances. By showing it all— 
confusion, argument, lost tempers—on tele- 
vision, he not only gives people the sense 
that the debate is genuine, he also obliges 
radicals of both right and left to defend their 
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views in public. 

Partly because of the rough and ready 
nature of this new "socialist democracy”, 
partly to calm the fears of local party bosses 
who saw many of their comrades voted 
down in the recent parliamentary election, 
Mr Gorbachev has postponed the elections 
to local councils due to have been held this 
autumn. Instead, the Congress of People’s 
Deputies will gather again in Moscow to de- 
bate changing the electoral law to prepare 
for new local-council elections in the spring. 

t may not save party officials from fur- 
ther embarrassment. Soviet voters have had 


a first go at democracy, if only a limited one. 
It could prove addictive. 





France 


Touvier’s 
‘roubling trail 


FROM OUR PARIS CORRESPONDENT 


éé Y CLIENT is taking things with the 

detachment and philosophy of a 
Christian." Paul of Tarsus, or some other 
early martyr? No, Mr Paul Touvier, France's 
most wanted war criminal. His lawyer was 
describing his state of mind as a French 
judge indicted him last week for "crimes 
against humanity". Most French people 
were asking themselves how Mr Touvier, 
who was twice condemned to death after the 
second world war, could for more than 40 
years have found so many Catholic clergy- 
men to hide him from justice, not in Brazil 
or Paraguay, but in France. 

When and if Mr Touvier comes to tri- 
al—it could be two years away and his 
health is weak—this question is likely to get 
as much public attention as the narrow issue 
of guilt, which many people will cake as al- 

ady settled. Mr Touvier was the intelli- 
gence boss in Lyons of the Milice, a paramil- 
itary arm of the Pétain regime, working 
closely with the German Gestapo. His work 
involved rounding up French Jews, resis- 
tance fighters and other “undesirables”. Ev- 
idence at his first two trials in 1945 and 1947 
linked him with torture and murder. The 
new indictment focuses on four charges of 
murder or illegal arrest. 

The police arrested the 74-year-old Mr 
Touvier in his pyjamas at a Catholic priory 
in Nice, where he lived with his wife and two 
children. His bags were packed ready for es- 
cape: the police had enquired the day before 
at an earlier haven of his, and the monks 
there had warned him they were coming. He 
had not expected them to move so fast. 

Mr Touvier might have seen out his 
days in peace but for an unexpected outcry 
provoked 18 years ago by the late President 
Pompidou. The death sentences on Mr Tou- 
vier had been voided automatically by 1967, 
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Finnish food for Estonian thought 


ADT di B17. e om OW 


The pleasures of Estophilia 


FROM A SPECIAL CORRESPONDENT IN HELSINKI 


ICK up the heavy Sunday edition of 

Helsingin Sanomat, the leading Hel- 
sinki newspaper, and it is so full of stories 
about Estonia that it might as well be Es- 
tonian. There is plenty to write about. 
Among the 15 Soviet republics, little Es- 
tonia is the boldest reformer: to the 
point of voting itself independent pow- 
ers Mr Gorbachev insists it can’t have. 
Estonia fever has Finland in its grip. 

Finnish enthusiasm for the Estonian 
cause is expressed in a practical desire to 
help—tinged, say some Finns, with a 
sense of guilt about how little was done 
before. Politicians are keeping their dis- 
tance from Estophilia; prudent respect 
for the giant neighbour to the east is too 
deeply entrenched to have vanished with 
the appearance of Mr Gorbachev. But 
even official Finland is not neglecting Es- 
tonia. The Finns have opened a visa of- 
fice in Tallinn, Estonia’s capital. Fin- 
land’s prime minister, Mr Hari Holkeri, 
is soon to visit Estonia, and his environ- 
ment minister is looking for ways to help 
the Estonians curb pollution. 

The links between Estonians and 
Finns are close. They are from the same 
stock and, with a bit of effort, can under- 
stand each other’s language. Estonians 
are better at Finnish than the other way 
round; they have been watching Finnish 
television for years. 

There is even a small Finnish-speak- 
ing minority in north-eastern Estonia, 
the Ingrians, with whom contact was lost 
for more than a generation. The Ingrians 
have been rediscovered. About 20,000 of 
them are left in Estonia. When an 
Ingrian Lutheran pastor came to Finland 
earlier this year to collect money to build 
a church, the response was overwhelm- 
ing. Wherever he went the churches were 
full and the collection exceeded anything 
the locals can recall. : 

The Estonians' favourite Finn is a jo- 
vial character who appears in a Finnish 
television commercial for sausages and 
meat. He has become something of a 


symbol for Estonians. Only three years 
ago Estonian officials put out a statement 
saying that all that meat was a figment of 
capitalist propaganda. Now that Esto- 
nians are freer to travel, thousands have 
seen for themselves that it is a fact. 

The Finns, in return, having seen just 
how little food is available in Estonia, 
have found a way to help improve the 
supply. Mr Gorbachev's scheme to lease 
land to Soviet private farmers for up to 
50 years has met with a muted response. 
One reason is the reluctance of collective 
farms to let private farmers have machin- 
ery to work their land. Finnish farmers 
have taken up a collection of old farm 
machinery; whole shiploads are being 
sent to Estonia's farmers. 

Cultural exchange is booming: danc- 


ers, artists and writers are constantly nip- 


ping across the Gulf of Finland. Several 
scholarships have been set up for Esto- 
nians to study in Finland. Probably the 
most useful Finnish cultural aid is paper. 
The Estonians are busily rewriting their 
history books but have trouble getting 
the paper to print them on. The Finns 
have come to the rescue. 

Finnish and Estonian firms have set 
up about 50 joint ventures, but trade is 
hindered by a dispute between the Soviet 
government and Estonia over the legality 
of the republic's plans for economic in- 
dependence. Estonia wants to open its 
own trade office in Helsinki. The Rus- 
sians may not allow that, but talks are 
under way for a formal Estonian guest- 
worker programme in Finland (quite a 
few are said to be there already, without 
official permission). 

Foreign currency is in short supply 
among Estonians. Few of the visitors to 
Finland can afford even cheap hotels, so 
they depend on private contacts. This is 
getting to be a bit of a problem, accord- 
ing to a Finnish housewife. Open your 
house to one Estonian, and within a 
week you have a dozen knocking on the 
door—and they're a hungry bunch. 
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when the 20-year statutory limit ran out. But 
he was still denied the right to live or own 
property in France. Testimonials from vari- 
ous Catholic clergymen and from a well- 


Be known Catholic philosopher, Gabriel Mar- 


| 


cel, led to a re-examination of his case. 
Lawyers raised doubts about evidence given 
at the original trials, where Mr Touvier was 
condemned in absentia. Having weighed all 


' 
' 


- this, President Pompidou lifted most of the 


4 


remaining sanctions against Mr Touvier in 

1971. The time had come, he said, to “draw 

a veil". 

= Not everyone agreed, particularly the 

victims’ families. Their lawyers sought new 
- indictments for "crimes against humanity", 


~ under a 1964 law allowing prosecution of 


— such offences without time-limit. There was 


- resistance to reopening the case. Well- 
—— known arguments were brought up for let- 


ting things lie: the events were old and wit- 


nesses’ memories blurred. Mr Touvier, it 


= was said, had famous "lists" of other 


— Frenchmen who had collaborated in and 


around Lyons. Might he not embarrass his 

protectors in the church? Several lower 

.. courts refused to allow the case against him 
— to be pursued. 

a At last, in 1981, the court of appeal 

opened the way to a new prosecution and an 

international warrant went out. Friends or 

— family of Mr Touvier put out a faked obitu- 

— ary in 1984. This did not fool the police. But 

- it took them another five years to find him. 


iss Just what part did the Catholic church 


i ac 


play in hiding Mr Touvier? Few point a fin- 
ger at the church as such. Yet ever since the 


— war Mr Touvier has been given continued 
— protection by individual clergymen or insti- 


~ tutions within it. Early on, he was hidden by 
—— Abbé Duquaire, secretary to Cardinal Ger- 
- lier, the wartime archbishop of Lyons. Later, 

_ when Mr Touvier had nobody in the official 

— hierarchy to turn to, he sought refuge in 
-— monasteries, often of a fundamentalist cast. 
— The priory where he was arrested in Nice is 


— run by followers of Monsignor Marcel Le- 


—- 


EC 


- febvre, the traditionalist archbishop ex- 
communicated by the Pope. 
Why did they do it? Hard as it seems to 
credit, some may have believed in his inno- 
cence. Others seem to have seen him as not 
— all bad. Cardinal Gerlier, by one account, 
— .was grateful for Mr Touvier's alleged inter- 
© vention on behalf of a number of hostages 
the Germans wanted shot. 

[n 1940 almost all of France's Catholic 
bishops rallied to Pétain and to his slogan, 
“Work, family, country". Later, when 

— caught in conflicting pressure from German 
occupiers and the resistance, some behaved 
— with great bravery. Yet even before the war 
was over the church found itself in a new 


— fight: against France's rising Communists. 


Right-wing clergymen may well have seen in 
Mr Touvier the lesser evil; and he used every 
— skill in exploiting these cross-currents. For 

most of Mr Touvier's hiding, however, he 
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seems to have fallen back on a distinct but 
minority strain in France's Catholic church 
which mixes extreme conservatism and tra- 
ditionalist ritual. His trial should be a 
chance to shed more light on this dark cor- 
ner of French politics. 





Ireland 


The devil 
they know 


FROM OUR DUBLIN CORRESPONDENT 





HE English and other right-thinking 

people know that Mr Charles Haughey, 
the Irish prime minister, has cloven hooves. 
Still, the old devil knows how to run a gov- 
ernment. Since he was elected in February 
1987 to replace an inept Fine Gael-Labour 
coalition, Mr Haughey has not ceased to sur- 
prise his critics. 

Dread met his election. The bumbling 
coalition had piled up a debt mountain 
equal to 1! times yearly national income; 
the government's budget deficit was run- 
ning at 1396 of GNr. A lot of the debt had 
been built up by three earlier governments 
led by Mr Haughey and his free-spending 
Fianna Fail party. When he took over again 
at the head of a minority government (he 
has never had a majority), those who care 
about Ireland began to consider calling the 
International Monetary Fund to administer 
the last rites. 

Mr Haughey had something else in 
mind. He demanded cuts in every govern- 
ment department and imposed the most 
austere economic policy seen in modern Ire- 
land. The deficit will fall to about 4.596 of 
GNP this year. Inflation (about 3.5% a year) 
and interest rates are well below those of Ire- 
land's biggest trading partner, Britain. GNP 
is growing at 496 a year. So firm was Mr 
Haughey in pursuing economic good sense 
that the main opposition party, Fine Gael, 
agreed to support him on every big piece of 


economic legislation. 

But at the end of April virtue began to 
chafe. The opposition parties united to de- 
feat the government over: whether to pay 
[IR £400,000 ($540,000) to a group of haemo- 
philiacs who had been infected with the 
AIDS virus through blood transfusions. Mr 
Haughey, who opposed the pay-out, became 
petulant that the opposition should tell him 
how to spend government money. He 
threatened an election. After weeks of refus- 
ing to withdraw the threat, on May 25th he 
called an election for June 15th, the same 
day as lreland's European Parliament 
election. 

An opinion poll taken on May 26th 
showed that about two-thirds of the voters 
do not want an election: they would prefer 
the government to carry on. Their annoy- 
ance could affect Fianna Fail's otherwise 
overwhelming popularity, about 5096 to 
Fine Gael's 2896. It is hardly possible that 
anyone but Mr Haughey will be prime mir 
ister after June 15th. But will he have th 
majority that has eluded him through four 
terms in power? 

Mr Haughey says his economic plans 
were being threatened by the opposition 
and he must have a clear majority to push 
through his policies. This has created un- 
ease even among those former critics who 
now support him. No opposition could have 
been more amenable than the one Mr 
Haughey has had over the past couple of 
years. Even in the final week of the Dail, the 
opposition supported him in his unpopular 
plans to cut some welfare payments. The six 
minor occasions on which it defeated the 
government have been small prizes for an 
opposition that has emasculated itself in the 
interests of the country. 

The more suspicious are wondering 
what Mr Haughey would do with a majority 
that he cannot do now. The prime minister 
is an unsound man pursuing sound policies. 
His and his party's background still give ris 
to unease. Fianna Fail has the sort of 1936; 
corporatist philosophy that its name (Mus- 
solini-like, "Soldiers of Destiny") suggests. 
Financial stringency was forced on it by Ire- 
land's near-insolvency and by the make-up 
of the main opposition parties. Fine Gael 
professes the economic sobriety of the shop- 
keeper class from which its solid roots grow, 
while pushing for subsidies for the special 
interests which back it. The Progressive 
Democrats, a new party, has attempted (and 
failed) to generate interest in Thatcherite 
economics. Both have given support to Mr 
Haughey, but only for sensible policies. 

What Mr Haughey would do without 
the constraints of a minority is unknown. 
He has outlined no plans for tax reform for a 
country where employers and employees to- 
gether pay the government an average of 
IR£2 for every IR£I the employee takes 
home. Total taxes and taxes disguised as in- 


surance contributions remain at about 4096 
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GNP. Even though unemployment is 
around 1796, Mr Haughey has given no hint 
that he will reduce taxes on labour. Has he 
something in mind that an anti-populist op- 

position would not allow? Or does he have 
‘no policy other than to go on cutting spend- 
ing! That, though important, is not enough 
to heal Ireland's still-sick economy. 
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Bulgaria 
What's in a name 
FROM OUR CENTRAL EUROPE CORRESPONDENT 


YC OR a people who officially do not exist, 
. Bulgaria’s ethnic Turks are making a lot 
of noise. More than 15,000 of them took to 
the streets last weekend in Toder Ikono- 
movo and Kaolinova, small towns in the 
east of the country. They were pro- 
z against the government's policy of 
making them drop their Turkish identity. 
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The police shot three of the protesters dead. 


he towns and those nearby have been un- 


- der nightly curfew since. 


—. Apart from Mr Nicolae Ceausescu, the 


boss of neighbouring Romania, leaders in 
most of Eastern Europe and the Soviet 


Union speak openly nowadays about minor- 
ities and their problems. Bulgaria's leader, 
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May in the EEC 


SPEER EEE EEE EEE EET EEE REET EERE HR RRR ttt ttt 


| The European Parliament held its last ses- 


|. sion of the present legislature. Elections 
|| for the 518-seat assembly take place in the 
.. 12 BEC countries on June 15th and 18th. 


BEC finance ministers agreed to make an 
early start on preparing for the first stage 
of the plan for economic and monetary 
. union put forward by a committee headed 
by the president of the European Com- 
. mission, Mr Jacques Delors. Britain's sup- 
port for the agreement surprised some of 
its partners. The political decision on how 
and when to start the process will be taken 
at the Community summit in Madrid on 
June 26th and 27th. 


. Ministers gave a first-class funeral to the 

commission’s plans for a Community- 
= wide withholding tax on interest pay- 
ments to savers and investors. The pro- 
posal for a 15% tax, aimed at discouraging 
tax dodgers when EEC capital controls are 
removed next year, remains on the table. 


- ow W 


|| But West Germany, which has just aban- 


doned plans for its own withholding tax, 
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foreign radio stations for stirring up feeling 
about the issue of this "non-existent" mi- 
nority. In official jargon, ethnic Turks are 
known as Bulgarian Muslims. 

To back the government up, historians 
in Sofia, Bulgaria’s capital, point out that 
under the Ottomans Bulgarians had to 
change their names. They argue that when 
the 900,000 ethnic Turks were made to 
change theirs in 1984, the government was 
simply "re-Bulgarising" them. 

The ethnic Turks reject the new identity 
forced on them (not just changed names, 
but also a ban on newspapers, broadcasts 
and even conversation in Turkish). Over 
the past year, several human-rights groups 
have sprung up: the Democratic League for 
Human Rights, the Defence of the Turkish 
Minority and the Muslim Initiative. More 
than 100 ethnic Turks are on hunger strike. 

The new-found confidence of the pro- 
testers has come in part from force of exam- 
ple: the greater frankness being shown else- 
where in Eastern Europe about minorities. 
The protesters also hope that the Confer- 
ence on Security and Co-operation in Eu- 
rope, the human-rights bit of which is meet- 
ing in Paris, will pay some attention to their 
plight. 

It should. To show how liberal the Bul- 


garian government is about foreign travel, it 


joined the hardline opposition of Britain 
and Luxembourg. This ensures that the 
proposal cannot be adopted. 


Trade and industry 


SEER EERE EEE EEE EERE EERE E TREE HERE ER REE RR eee 


The Community and America decided to 
avoid a head-on confrontation over sev- 
eral trade disputes. The Europeans agreed 
that America should seek a ruling on 
whether EEC aid to soyabean producers 
breaches GATT rules. The Americans 
agreed that GATT should investigate the 
American law that allows sugar imports 
from certain countries to be limited. And 
they decided at the last minute to exclude 
the Community from the list of countries 
accused of "unfair trading practices" un- 
der section 301 of the new trade act. 


Ministers approved the broad lines of a 
negotiating brief on a trade and co-opera- 
tion agreement with Russia. The talks are 
expected to begin soon. 


The Community continued its obstruc- 
tionist tactics against Japanese products. 
New rules of origin were set for photo- 
copiers. They were specifically designed to 
treat copiers from a Japanese company in 


Mr Todor Zhivkov, is out of step. He blames 









Zhivkov’s exiles 


issued passports to hundreds of ethnic 
Turks; but then it immediately ordered 
them out of the country. Scores of refugees 
are arriving in Vienna and Belgrade, waitin” 
for passage to Turkey. (Mr Zhivkov calle: 

on Turkey to open its borders to “Bulgarian 
Muslims", but Turkey is unkeen on a sud- 
den flood of immigrants.) The Bulgarian 
government may have hoped that it could 
limit the damage by expelling a lot of ethnic 
Turks. So far it has merely succeeded in at- 


tracting some rare attention to the Turks' 
plight. 





California as made-in-Japan. Under the | 
new rules these machines do not have | 
enough local input to qualify as Ameri- 
can-made. This makes them liable to a 
special EEC import duty. 


Government subsidies 


SEER EEE EEE EERE EEE EEE EEE EERE RHEE ^^" "htc 


The commission ruled that a 615 billion 
lire ($430m) subsidy paid to Alfa Romeo 
before its sale to Fiat was illegal. The state 
holding company which owned Alfa Ro- 
meo at the time has been ordered to repay 
the money to the government. 


Environment 


SEE EEE EEE EEE EEE EEE ERE THEE ETHER RHR tt attt 


The commission and the European Parlia- 
ment joined forces to propose new anti- 
pollution measures for small cars. They 
are tougher than the ones ministers provi- 
sionally agreed on in November. It will be 
difficult, under EEC decision-taking proce- 
dures, to reject the new proposals. 


SEES EEE BULL I 


The Court of Auditors claimed that the 
arcane system of exchange rates the Com- 
munity uses to set farm prices costs tax- 
payers 1.2 billion ecus ($1.4 billion) a year 
more than has been admitted. It urges a 
return to normal exchange rates by 1992. 








Weighing 
the odds 





The Swire Group b 


The most advanced long-haul passenger aircraft 1n the 
world. the 747-400. is joining our fleet in June 

At first glance it looks somewhat similar to our present 
aircraft. But in fact. there are literally thousands of modi 
fications and innovations. The most eye-catching must 


surely be those upturned wing-tips which, together with 





rather more subtle changes to the overall contours of the 

wings, dramatically improve the aircraft's aerodynamics. 
Inside the cabin, a myriad of adjustments by the 

designers has resulted in an environment that feels more 


airy and spacious. And therefore more relaxing 


Other changes are rather less obvious, but no less 


significant. The engines, for example, have been refined to 
be more powerful yet also quieter and more fuel efficient. 


In one key respect. however, these engines remain 


unchanged: they still bear the name Rolls Royce. 


The end result of all this work is not just a different 


shape of wing, but an altogether better aircraft. Which is 


exactly why we chose to put our name on it. 
For we never stop looking for ways to ensure that. 


with Cathay Pacific, you arrive in better shape. 


Arrive in better shape a 


CATHAY PACIFIC. 
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A prime location in the heart of the and the West. Full conference and ban- 
k business and financial district. Well- queting facilities. And personalised 
appointed rooms and suites with service that's truly world class. In E 
spectacular harbour and Peak views. short, you'l find us central to 
The finest food from the East your succes 





a 


"TD 
INTER:CONTINENTAL 
HOTELS 


Its where you go when you've arrived.” 


Call for reservations at 5-255111 or see your travel agent. 


HONGKONG 


Weighing the odds 


ONGKONG flaunts its affluence. Each morn- 

ing, chauffeured Rolls-Royces glide down 
from the Peak to deposit their masters in the busi- 
ness district of Central. Through the day—even 
Sunday—armies of half-deafened coolies chisel 
more rock to make room for more roads, hotels and 
shopping malls. Each evening, the restaurants of 
Causeway Bay, Kowloon and Sai Kung are jammed 
with voracious Cantonese families. On Saturday af- 
ternoon at the Sha Tin race-track in the New Terri- 
tories, the punters will bet more money than is wa- 
gered in a whole day at all of Britain's racecourses. It 
is hard to recall that two in every five of Hongkong’s 
inhabitants fled from the China of Chairman Mao. 
It is harder still to accept that “the Hong Kong Spe- 
cial Administrative Region is an inalienable part of 
the People's Republic of China." 

Yet that particular phrasing of political geogra- 
phy cannot be ignored. It is article 1 of the proposed 
"Basic Law” under which, from July 1 1997, and 
with Britain's agreement, communist China will re- 
sume sovereignty over aggressively capitalist Hong- 
kong. Few in Hongkong have read the Basic Law, 
now in its second draft—but all know the uncer- 
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tainty implied by “1997”. Their memories of the 
past and their fears for the future combine to make 
money and its acquisition a constant obsession. As 
one Hongkong-born property magnate puts it: “We 
all have the refugee mentality.” 

It has served them well. In terms of gross domes- 
tic product, each of Hongkong’s 5.7m people now 
accounts for nearly $9,500—which, at least statisti- 
cally, makes them as rich as New Zealanders and a 
little richer than Irishmen. Reality translates the fig- 
ures a little differently: there is, for example, no New 
Zealand equivalent of the squalor -of Kowloon's 
Walled Ciry, and the poor of Dublin have a lot more 
living space than the poor of Wanchai. 

But the gist of the statistics holds true: "Hong- 
kong people” (the discarded apostrophe "s" is a re- 
cent affectation to distinguish Hongkong’s Chinese 
from their cousins in China) are well fed, well 
clothed, reasonably educated and adequately 
housed. The rich are very rich; and not many of the 
poor are very poor. Somehow, Hongkong people 
are creating a middle-class society. They think it 
normal on Sundays to hike through the country 
parks (which are beautiful; cover three-quarters of 
Hongkong’s 1,071 square kilometres; and are bless- 
edly unknown to tourists), They expect to work 
hard, put their children through college, show off to 
their relations in China, take an occasional! holiday 
overseas and live until they are almost 80. They are 
like their counterparts, and economic rivals, in Sin- 
gapore—except that they are quite prepared to spit, 
throw litter, curse the government in public and 
make their own decisions. How did Hongkong—an 
unpromising projection of mountains and islands 
from China's Guangdong province—become like 
this? 

The most obvious answer is the enthusiasm of 
the emigré Chinese, be they in Hongkong or Los 
Angeles, for hard work. But a cultural bias to ma- 








Britain 5 richest 
colony is living on 
borrowed time. In 
1997 capitalist 
Hongkong will 
become part of 
communist 
China—and the 
nearer that 
deadline, writes 
John Andrews, 
the bigger the 
gamble for 
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terialism (so strong that it often offends less prag- 
matic races) cannot alone explain Hongkong's suc- 
cess—after all, the culture exists also in tacky Macao 
and in threadbare China. What made Hongkong 
different was the combination of Chinese industry 
and British bureaucracy. Together they have made 
spectacular mockery of Lord Palmerston's assertion 
in 1841 that Hongkong, "a barren island with 
hardly a house upon it”, would never be “the mart 
of trade" (not that Palmerston was alone: one book 
in 1847 had a chapter entitled "Hong Kong— Its Po- 
sition, Prospects, Character and Utter 
Worthlessness”’). 

The combination has always been one of com- 
mon convenience rather than mutual desire. After 
all, the British flag was first raised in Hongkong not 
to bring Christianity and civilisation to Chinese 
heathens but to protect the opium sales in China of 
unscrupulous British merchants. The treaty of Nan- 
king, signed by Sir Henry Pottinger and Elepoo 
Newchien Cheying on August 29 1842, pledged 
"peace and friendship" between Britain's Queen 
and China's emperor—which was a fig-leaf for the 
ceding "in perpetuity" of Hongkong Island to Brit- 
ish rule. In 1860 the Convention of Peking ceded, 
again for ever, the tip of the Kowloon peninsula and 
Stonecutters Island. Under the Convention of 1898 
the Emperor signed away the New Territories on a 
lease that would extend for 99 years and give the 
colony 9296 of its total land area. It was gunboat 
diplomacy at its best. No wonder the out-gunned 
Chinese have ever since denounced these “unequal 
treaties”. 

Yet even Chinese chauvinists (of whom there 
are now over a billion) recognise the benefits that 
came with the British. The population figures ac- 
knowledge as much: in 1900 the colony's popula- 
tion numbered 263,000; in 1910 the figure was 
463,000; and in 1930 some 840,000. The multiplica- 
tion comes not so much from the birth rate as from 
the rate of immigration. The Chinese who come to 
Hongkong escape poverty, famine and chaos. They 
find order, food, work—even wealth. It has been 
like this all this century, from the Boxer rising to the 
Cultural Revolution, which is why Gurkha soldiers 
on BMX bicycles still patrol the border fence in 
search of illegal immigrants. 

The benefits do not, of course, come free. Palm- 
erston’s jibe overlooked the basic fact that on the 
typhoon-prone coast of southern China Hongkong 
is a superb natural harbour, the equal of Rio de Ja- 
neiro, Sydney or San Francisco. As America and 
imperial Europe spread the tentacles of trade into 
the Orient, it was easy for Hongkong’s business- 
men, first foreign and then increasingly Chinese, to 
become rich. The British trading houses, or 
“hongs’’, in the colony financed and insured car- 
goes; built and repaired ships; started hotels and air- 
lines. The government, often stocked with misfits 
and frauds, meanwhile provided an infrastructure 
of first roads, water and trams, and then tunnels, an 
airport and a gleaming mass transit railway. In the 
process fortunes were won and lost—and so were 
reputations. Between 1845 and 1855 the chief jus- 
tice was sacked for drunkenness; the registrar-gen- 
eral was accused of associating with pirates; the at- 
torney general was dismissed for slandering a 
colleague; the police-superintendent allegedly made 


money from brothels; and senior government offi- 
cials were accused of taking bribes. 

Plus ca change. . . In 1973 Police Superinten- 
dent Peter Godber slipped out of Kai Tak airport 
with HK$4.6m, six times the legitimate earnings of 
his entire career with the Hongkong police. In 1983 
a publicly listed company, Carrian Investments, col- 
lapsed amid charges of corruption and with debts of 
$1 billion. In 1987 a judge left the bench after he 
was found to have falsified his birth date and mili- 
tary record. Last year another judge stepped down 
after being spotted reading a book during a robbery 
trial. Five years ago Mr Li Ka-shing, probably Hong- 
kong’s richest businessman, was reprimanded in an 
insider-trading scandal; this year, in April, he was 
decorated as a Commander of the Order of the Brit- 
ish Empire. Even the big hongs survive to link the 
present with the past: the Keswick family, heirs to 
the business begun 150 years ago by two Scots trad- 
ers, William Jardine and James Matheson, are num- 
bered among Britain's richest families; so are the 
Swires, whose hong owns Cathay Pacific Airways. 
No wonder Hongkong is such fertile ground for the 
kind of novel sold by the thousand in airport 
lounges. 


Wong be nimble, Wong be quick... 

Those books are not written in Chinese. The ro- 
mantic view of Hongkong is usually seen by gweilo 
eyes. Gweilo means "foreign devil", and polite Chi- 
nese try to avoid the term. The devils themselves 
ignore the derogatory implications and happily call 
each other gweilos—which is easy enough because 
they are few in number, yet still pretend to rule 
much of the roost. The cultured tones of the British 
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upper-middle class can be heard in any of the colo- 
ny's better clubs, from the Jockey Club to the Hong- 
kong Club; the braying voice of that class's younger 
set is a constant annoyance in the yuppy restaurants 
of Lan Kwai Fong. 

Their rule is more imagined than real—not just 
because 1997 gets nearer by the day, but also be- 
cause they are so few. There are around 14,000 Brit- 
ish civilians in Hongkong and another 20,000 Brit- 
ish servicemen and their dependants. That means 
that the ordinary civilians are a couple of thousand 
fewer than either the Americans or the Indians. In- 
deed, the largest expatriate group is also the least 
influential—some 42,600 Filipina maids working in 
Hongkong for HK$2,500 ($320.50) a month, plus 
board. The important demographic fact of Hong- 
kong is that it is 98% Chinese, and almost every 
family originates from Guangdong province. The 
British may administer (although less and less) the 
civil service, the Americans may do much of the 
banking, and the Filipinas the housework—but it is 
the Chinese who earn Hongkong's way in the 
world. 

They do so not just by hard work but also by 
adaptability. Other groups—the steelmen of Pitts- 
burgh or the coal miners of South Wales—cherish 
romantic notions of their past and then aspire to 
immortality. Hongkong people entertain no such il- 
lusions: they will switch from repairing ships to 
making plastic flowers; they will copy Cartier 
watches or IBM computers. All that matters is to 
match, not defy, the needs of the market. Mr Gor- 
don Wu's father grew rich in Hongkong by building 
up a taxi company; the son, equipped with a civil- 
engineering degree from Princeton, has grown 
much richer by building hotels, housing blocks, 
roads and power stations. What works for one fam- 
ily works also for the whole colony. 

Consider Hongkong's history since the second 
world war. In 1945, with its population reduced to 
little more than 500,000 from the 1.6m of 1940, it 
could nonetheless dream of resuming its role as the 
entrepót port linking China with the outside world. 
Politics dictated a different fate. The Chinese main- 
land was racked by civil war, leading in 1949 to 
Mao’s victory over Chiang Kai-shek's Kuomintang 
government. A year later came war in Korea—and 
in 1951 a United Nations embargo on trade with 
China to punish its intervention. At a stroke Hong- 
kong's economy was cut off from China just as refu- 
gees from the mainland poured in by the hundreds 
of thousands. Trade collapsed (exports did not 
reach their 1951 level until 1963); shanty towns 
spread over Hongkong's hillsides; public services 
were dangerously stretched. 

Salvation came in part from a British adminis- 
tration which launched one of the world's biggest 
programmes of public housing. But the real saviours 
were the Chinese refugees: they spun cloth and 
yarn; cut out rubber sandals; made plastic buckets 
and bicycle flashlights. Liberals and trade unionists 
in Europe and America denounced Hongkong as a 
hive of sweat-shop industries exploiting a desperate 
workforce. True enough—but the waves of immi- 
grants from China showed just how much worse it 
was to sweat under communism. Their desperation 
was the spur for the transformation of Hongkong, 


so that through the 1960s and 1970s it was arguably 
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the world's most dynamic centre of light industry 
(because of the land shortage, heavy industry was 
never possible—a steel mill will not fit into a flatted 
high-rise). In 1951 almost all of Hongkong's exports 
had consisted of entrepót trade, with the colony sell- 
ing on to others goods that it had imported and per- 
haps upgraded. But by 1963 domestic exports (jar- 
gon for goods made within Hongkong) accounted 
for three-quarters of total exports; and by the early 
1970s over four-fifths. Hongkong was a minor in- 
dustrial power in its own right. 

What of the 1980s and beyond? The irony of 
Hongkong 's success is that it can no longer afford to 
stand alone from China. The workers in the Philip- 
pines, Indonesia, Thailand, Sri Lanka, India—and 
of course the People's Republic of China—can all 
make fluffy toys and plastic sandals more cheaply 
than "Hongkong people". Britain's borrowed place 
in the East is once again to be China's trader with 
the devils across the sea. Which begs an obvious 
question: does China need Hongkong as much as 
Hongkong needs China? A less obvious question is 
whether Hongkong people need Hongkong. 
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Business and 
politics both draw 
new frontiers 


A stitch in time 





Stepping over the border 


66T THINK 95% of the handbag industry has 

moved to China... If we have to compete 
with South Korea, and Thailand and India coming 
up, then we have to move to China." So Mr Danny 
Cheong, general manager of a company called Miao 
& W, states the reality of economists’ theories of 
market adjustments. Ten years ago Miao & W had 
neither factories nor workers in China; five years 
ago the company had 1,000 workers across the bor- 
der and several hundred in Hongkong; now there 
are just 200 staff, mainly clerical workers and sample 
cutters, in the colony—and 3,500 workers in three 
factories in Guangdong province. 

The same tale could be told by managers in 
hundreds of other Hongkong companies, making 
denim jeans, footwear, cheap ra- 
dios, model aircraft, toy guns and 
all the other bric-à-brac of a devel- 
oping economy. The lower its tech- 
nology, the more likely a product is 
to have spent part of its genesis in 
China. There are now anywhere 
between 1.5m and 3m workers in 
Guangdong province employed di- 
rectly or indirectly by bosses in 
Hongkong. Barring a collapse in 
Hongkong's exports, the figure will 
be still higher next year. Last year 
Hongkong's commercial rents dou- 
bled, industrial rents rose by 
around a third—and the cost of la- 
bour rose by over 2096, way above 
an inflation rate for the vear of 
742%. This year is proving no dif- 
ferent. If Miao & W is unlucky (or 
ungenerous), Mr Cheong will 
move to another company for 
much more money, and his replace- 
ment will also get more money. For 
a company to concentrate more of 
its activities in Guangdong is a sim- 
ple exercise in damage limitation. 


If Hongkong is unlucky, Mr Cheong—articu- 
late in English and skilled in business—will emi- 
grate to Canada or Australia. The misfortune of 
Hongkong is that economic success is pricing it out 
of its old ways just as those best fitted to find new 
ways are leaving. 


Positive thinking 

Government (the Hongkong version tends to dis- 
pense with its definite article) prefers to downplay 
such problems. Listen to Sir David Wilson, Hong- 
kong's governor, in his "state of the colony" ad- 
dress to the Legislative Council last October: "With 
the economy operating close to capacity, our two 
main domestic worries are inflation and a shortage 
of labour . . . But as the pressure of demand begins 
to slacken, inflationary pressures should also gradu- 
ally ease." Or to Mr Piers Jacobs, the financial secre- 
tary, in his budget speech on March Ist: "Inflation 
is part of the economy's adjustment process. If the 
growth rate of demand outruns the growth rate of 
supply, wages and prices rise. This process can be 
accommodated within the economy for a while. But 
as inflation feeds through to export prices, the com- 
petitiveness of our products will be reduced. This 
reduction in competitiveness should slow down the 
growth rate of exports, which in turn will ease the 
inflationary pressure and thus inflation itself." 

So much for the economics lesson. Govern- 
ment is, of course, quite right. The economy has 
been growing at a pace that cannot be sustained. 
America in the Reagan era has devoured Hong- 
kong's exports, and so has China in the reformist 
decade of Mr Deng Xiaoping. After a brief recession 
in 1985 (Hongkong caught the chill of the down- 
turn in its export markets), GDP grew in real terms 
by 1296 in 1986, 1496 in 1987 and about 71⁄2% last 
year. That latter figure clearly means that Mr Ja- 
cobs's adjustment is under way (he predicts growth 
of 696 this year). The question is whether the gov- 
ernment—through its traditional policy of “posi- 
tive non-intervention’’—is making the adjustment 


THE ECONOMIST JUNE 3 1989 















EU 


bx 
o 
us 





? 














SDN 


ewuh Cote 
TONS 



































People who manufacture and export everything 
om high-tech electronics to high fashion apparel. 
People with the experience and capability to 
produce the highest quality at the most competitive 
prices in the shortest time. Backed by a sophisticated 























business infrastructure, an efficient communications _ 
system and an industrious workforce. - 
The Hong Kong Trade Development Counci can 
tell you all you want to know about doing business 
with this dynamic territory. | 
From our computerised - istings of = 
over 38,000 leading manufacturers and. | 
suppliers, we can help you to identify and ~ ; | 


meet precisely the right people. 
a lit takes is a phone call to the | Hong Kang Se 
HKTDC. . Trade Development Council pne 








= 


5 
$ 





E 





G/F., Swire House, 59, Buckingham Gate, London, SW1E 6A], England. *« Tel: (44)-01-828- 166 1 
Fax: (44)-01-828.9976 


Office in: Amsterdam * Athens * Barcelona * Beijing * Chicago * Dallas * Dubai * Frankfurt * Hamburg * Istanbul * London * 
Los Angeles * Miami * Milan * Nagoya * New York * Osaka * Panama © Paris * Shanghai * Stockholm * 
Tokyo * Toronto * Vancouver * Vienna * Zurich | 





^» 


vdney * Taipei * 













We've 
come 
through 
the 


rough 







water 






x 
d SR an] 
esu M 









past ox 


A 





i Ih 
ms : 


ge 





wre 


stronger 


than 


EEE: 


HIGHLIGHTS US$ Millions 
Authorised capital 1,200.0 
Equity participations 77.9 
Shareholders’ funds 603.3 
Treasury investments 445.4 
Total assets 910.1 
Net profit 16.3 
Loan balances 352.9 
Dividends 20.0 
ARAB 
PETROLEUM 
INVESTMENTS 
CORPORATION 


PO BOX 448, DHAHRAN AIRPORT 31932 
SAUDI ARABIA. TELEPHONE (03) 864 7400 
TELEX 87006B APIC SJ FAX (0:31 894 50 76 


edlessly painful. LINE 
| The answer depends on how you view the short- 
age òf labour. Its reality is beyond dispute. Con- 
struction projects (including Mr I. M. Pei's sky- 
scraping but mediocre new building for the Bank of 
China) are months behind schedule because they 
cannot find enough men to dig, pound and weld. 
Banks cannot get computer operators, nor English- 
speaking counter staff. Department stores cannot 
find enough shop assistants willing to smile. The 
Hilton Hotel gives its staff helicopter joy-rides to en- 
tice them to stay; many, perhaps most, hotels gave 
bonuses of three months’ pay to mark the Chinese 
New Year in February. The villain of the hotel in- 
.. dustry is the new Marriott Hotel, which has had the 
| temerity to give its staff a five-day week—a day fewer 
than its rivals. All this is the proof of an unemploy- 
ment rate that in February fell to 1.296, as close to 
zero as it is practical to get. No wonder standards of 


Climbing to affluence 


GDP by sector as % of total 
L7 Construction $ ~ -— 
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service, once high in Hongkong, are so obviously 
under threat. | 7 
Officially, there is no cause for alarm. The gov- 
ernor and his officials talk of encouraging more 
women into the workforce, of increased automa- 
tion, greater productivity. Most of all, Hongkong’s 
employers must recognise the need to upgrade their 
products and to move upmarket, their only escape 
from the pressures of Hongkong’s increasing afflu- 
ence. True enough, and the message is the same in 
Taiwan and Singapore. As with many sound ideas, 
though, the advice is easier to give than to take. 
How, for example, can family-owned clothing 
and toy factories find the capital—let alone the ex- 
pertise—to turn themselves into makers of scientific 
equipment, or computers or any other gadgetry of 
the kind made by rich countries? Corporate Hong- 
kong is not another South Korea, with giant 
chaebol conglomerates; it is another Taiwan, where 
the big company is the exception. How, too, can 
Hongkong’s hotels go upmarket? They are already 
 &mong the world's best, not least because they have 
more than one employee (indeed, some have more 
than two) for every guest. Turning an employee into 
a machine is a nonsense for a business that depends 
on the human touch. Certainly, textiles and cloth- 
ing companies are getting more and more of their 
work done by cheaper hands in China, Thailand 
and the Philippines—but there is a limit: if too 


much work is done offshore, the company will lose 
the quota entitlement and country-of-origin label 
that give it access to the rich markets of the West. 

The easy solution stares everyone in the face: 
import more labour. After all, there is no shortage 
of sources. China and the Philippines could provide 
any number of workers virtually overnight; thou- 
sands could come from within Hongkong itself, sim- 
ply by opening more of the dismal camps where over 
30,000 Vietnamese boat people, unwanted in the 
West, are now marooned. Government views the 
solution with horror. Sir David Wilson says blandly: 
“Tt would interfere with the normal adjustment pro- 
cess within the economy. It would also conflict with 
our aim of allowing the workforce to share the bene- 
fits in good years as they share the difficulties in lean 
years." 

What is left unsaid is the fear that workers im- 
ported on contracts from China would simply dis- 
appear among their Cantonese kinsfolk and add to 
the pressure on housing (there are still more than 
400,000 people in "tolerated squatter settle- 
ments"), hospitals, schools and basic living space. 
The sporting era of the “touch base" policy, when 
an illegal immigrant was allowed to stay if he got as 
far as Hongkong's urban area, ended in October 
1980. Today, "Ils", as they are invariably called, risk 
getting 15 months’ imprisonment—and yet they 
still cut through the border fence, swim the muddy 


. waters of Deep Bay and Mirs Bay, or hide in railway 


carriages and container lorries. 

What is also left unsaid is the fear of offending 
the Chinese, both of China and Hongkong. If Chi- 
nese workers are kept out, then how can Vietnam- 
ese and Filipinos—the amah maidservants ex- 


 cepted—be let in? Many Hongkong Chinese, 


unwilling hosts since 1975 to more than 140,000 
boat people, would cheerfully throw the wretched 
Vietnamese back into the South China Sea. They 
forget that many Hongkong people, too, were once 
refugees. 


Be flexible... 


Yet the shortage of labour is such that something 
will be done, whatever the pretended rigour of gov- 
ernment planners. In April the officials admitted as 
much by announcing that the existing policy on im- 
ported labour would continue, but “with relaxed 





= ih a a a 
.. 12 SURVEY HONGKONG 


criteria” for “skilled” workers (the adjective was not 
defined). 

How relaxed is another matter. A group of 
Hongkong's employers greeted the government's 
announcement with relief—and then released a 
well-researched study which demands far more ac- 
tion than Sir David is likely to allow. The official 
estimate of the labour shortage (using figures for the 
third quarter of last year) is around 130,000, which 
is 40,000 more vacancies than the government 
counted a year earlier. The employers reckon the 
shortage at around 200,000 vacancies going begging 
for workers, including over 100,000 manufacturing 
jobs; 37,000 vacancies in retailing; 6,500 in the ho- 
tel industry; and 9,600 or so in financial services. Do 
nothing, the employers argue, and the adjustment 
of the economy will do lasting damage to Hong- 
kong. Inflation will continue for a time and so make 
Hongkong less attractive to investors; useful infra- 
structure projects will be delayed, making the col- 
ony a less attractive place to live in or to visit; multi- 
national companies will find cheaper and more 
comfortable bases, such as Singapore, for their re- 
gional headquarters (as Union Carbide did early 
this year). All this, when what Hongkong should 
really be doing is “reaching its full potential during 
the crucial years before 1997”. 


Labour under contract 


So what is the employers’ suggested "do some- 
thing" solution? Careful not to demand the impos- 
sible, they suggest copying Singapore: over the next 
two years the government would allow some 50,000 
workers to be imported on contracts, complete with 
repatriation clauses, for which the employers are re- 
sponsible. The immigrants would not meet the total 
shortfall of labour, so real wages would still rise and 
the unions would remain happy. There would be no 
burden on the taxpayer, because the employer 
would have to provide housing and transport for 
the immigrants. Perhaps the scheme amounts to 
heresy, given the official view that the market, not 
government, must direct the economy. Mr Helmut 
Sohmen, boss of the shipping and airline interests 
in the group of Sir Y.K. Pao (his father-in-law), has a 








ready riposte: stopping the free flow of labour is al- 
ready government interference. 

Doubtless the problem will be solved somehow 
—more Filipinos in the hotels, for example—in a 
way that will keep most people happy. After all, the 
employers and government are essentially on the 
same side: the corporate-tax rate has been cut this 
year by Mr Jacobs from a modest 17% to an even 
less onerous 16.596; the tax on personal salaries is a 
mere 1596; there is no minimum wage; there are few 
civil service busy-bodies meddling in business af- 
fairs; and government and business bosses all be- 
long to the same clubs. Moreover, it is hard to be 
too worried for the employers when, despite the 
"critical" labour shortage, they still manage to re- 
port record profits. 

Brains in flight 

One of Hongkong's problems, however, cannot be 
treated quite so nonchalantly. Last year some 
45.000 "Hongkong people" left the colony to seek 
citizenship in countries more secure than a post- 
1997 Hongkong. The year before, the total was just 
under 30,000; the year before that, under 19,000. 
The shorthand for their departure is “brain drain”. 

The metaphor is exaggerated. As Sir David, 
noting that the figures include the very old and the 
very young, explained last October: "Only just over 
half of those emigrating are in fulltime employ- 
ment. Of these, less than half are in professional, 
administrative or managerial positions. It is there- 
fore not correct to assume that 45,000 professionals 
will leave Hongkong this year. The true figure is less 
than a quarter of that." Quite so, and some emi- 
grants, foreign passports safely in pockets, do come 
back... and in the 1970s the net outflow of Hong- 
kong residents averaged 30,000 a year... and the 
figures are all dubious anyway, since Hongkong is a 
place where people are free to come and go without 
informing Big Brother. . . 

But not even a government keen to avoid bad 
news pretends any longer that the metaphor is 
meaningless. One task for the governor's new think 
tank—actually called the Central Policy Unit, and 
with a budget for its first year of HK$11.1m 
($1.4m)—is to find ways both to stem the brain 
drain and to encourage what are now termed "re 
turnees”. The truth is that even a trickle of depar- 
tures adds up to a flood eventually, and the talent 
and training are leaving the areas which are sup- 
posed to give affluent Hongkong its comparative ad- 
vantage in the future. When it comes to the brain 
drain, anecdotal evidence is probably as good as any 
other kind—and bankers, brokers, and gweilo man- 
agers of the major hongs all complain that their Chi- 
nese staff, from executive secretaries and systems 
analysts to accountants and department heads, are 
flying off for their foreign passports. 

Their reasoning is straightforward. After 1997 
their present Hongkong documents—a Certificate 
of Identity for those born in China; a British De- 
pendent Territory Citizen or British National 
(Overseas) passport for those born in Hongkong— 
will no longer protect them from the whims of 
Beijing. Successive British immigration acts, first 
the Commonwealth Immigrants Act of 1962, then 
the Immigration Act of 1970 and finally the British 
Nationality Act of 1981, have removed the auto- 
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The one sparkling business hotel with high quality service. All rooms are equipped with 


a state-of-the-art Telecentre that provides pages of local and international information at 


the touch of button, including up-to-the-minute personal messages and hotel bill status. 
All at a brilliant location in Tsim Sha Tsui. 
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Hong Kong’s largest bank. A recognized leader 

in trade finance. Founded over 120 years ago. 

The Hongkong and Shanghai Banking Corporation 
plays a crucial role in Hong Kong’s prosperity. But 
its role is an international one: that of a trade link 
between East and West. 


Through good times and bad, HongkongBank’s 
experience in local markets has helped it flourish 

in Hong Kong and worldwide. Today the group 

has over 1,300 offices in more than 50 countries. 
Its member companies are renowned specialists in 
their fields: Hang Seng Bank, Marine Midland 
Bank, James Capel, Wardley, Carlingford Insurance, 
and more than 50 others. 


A Global Data Network links HongkongBank's 
offices, giving you access to Far East markets from 
anywhere in the world. The group's advanced 
information technology and its proficient 
management policy enable it to make fast decisions. 
For more information, contact our Group Head 
Office at 1 Queen's Road Central, Hong Kong, 
Tel: 5-8221111; or your nearest office of the 
HongkongBank group. 

A long tradition of local excellence. And global 
support. That's our strength. 


HongkongBank 


The Hongkong and Shanghai Banking Corporation 


Marine Midland Bank * Hang Seng Bank 
The British Bank of the Middle East * HongkongBank 
of Australia * Hongkong Bank of Canada 


Wardley * James Capel * CM&M 
Equator Bank 


Carlingford and Gibbs Insurance Groups 


Fast decisions. Worldwide. 


CONSOLIDATED ASSETS AT 31 DECEMBER 1988 
EXCEED USS$113 BILLION. 
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Ans because of ils proximity to China. Hong 
Kang is al the centre of the forecast boom years. 
Undoubtedly one of Hong Kongs major 
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oe ling telecommunication infrastructure. 
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exchange of Hong Kong. Hong Kong Telecom 
provides businesses and households locally — and 
beyond - a complete range of products and 
services lo take them into the future. Our 
expertise ranges from satellite communications lo 
sophisticated fax machines. From video confer- 
ence facilities lo telephones. And virtually 
anything in-between. 
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Hong Kong Telecom companies have been 
selling Hong Kongs telecommunications stan- 
dards for more than a century and have grown 
lo meet the expanding needs of business. After 
all. were at the centre of whats happening 


in Asia. 


15th Floor, Three Exchange Square, Hong Kong 
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matic right of abode in Britain that once was held by 
anyone in Her Majesty's Empire and Common- 
wealth. Now, the concept of "civis Britannicus 
sum" is long gone; Hongkong people, all but the 
16,000-strong Indian community (which risks be- 
coming stateless), will become Chinese nationals 
"not entitled to British consular protection in the 
Hongkong Special Administrative Region and 
other parts of the People's Republic of China." 
That fate, given parental and personal memo- 
ries of communist China, does not appeal to many 
Hongkong people. So those who are able will seek 
the "insurance policy” of a foreign passport. By def- 
inition, they are those who are wanted in Hong 
kong. Britain, worried about the domestic politics 
of immigration and and ever anxious not to alarm 
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-China, keeps its doors firmly closed to Hongkong 


people (not that many would put Britain as their 
preferred destination). But Australia and Canada 
vie to get the best qualified; Singapore (with a small 
brain drain of its own to worry about) offers resi- 
dence permits to valued professionals; countries like 
Belize sell their passports to those with money. Last 
year 24,588 Hongkong people moved to Canada 
(the Hongkong government maintains—how is a 
mystery—that the figure will drop to 16,400 this 
year); another 11,777 went to America; and 7,846 
to Australia. How many, once departed and with 
their children settled in western schools, can realis- 
tically be expected to return? The challenge for the 
politicians of Hongkong, China and Britain is to 
stop them leaving in the first place. 





Political persuasions 


669 HAVE to say that people here feel Britain's 

stance on nationality is morally indefen- 
sible . . . | sometimes wonder what the British peo- 
ple feel when they read about Hongkong British 
subjects scurrying around the world to find some- 
where else to take them in." Barely able to restrain 
her tears, Dame Lydia Dunn continues her evidence 
in April before the visiting Foreign Affairs Commit- 
tee of the British House of Commons: “It would do 
so much to help families commit themselves to a fu- 
ture here if they could be guaranteed a hope of last 
resort in Britain. It would be a decisive gesture of 
support to an anxious community; it would be the 
honourable course.” 

There is precious little chance of Her Majesty's 
government putting honour above practical poli- 
tics. The “honourable” model is Portugal, which is 
promising proper European Community passports 
to those born in Macao in good time for the colo- 
ny's reversion to China in 1999, But Macao is tiny, 
and Portugal's largesse affects no more than 
100,000 people. If Britain were to copy Portugal, al- 
most 3.3m Hongkong people would be eligible. A 
few thousand Falklander Islanders and Gibraltari- 
ans are one thing; parliamentary and popular ap- 
proval for millions of alien orientals is quite an- 
other. Anyway, why should the Chinese of 
Hongkong now be favoured above other colours in 
the Commonwealth spectrum? 

All this is well known to Dame Lydia. She is 
Hongkong's own version of the Iron Lady, strong 
enough to plead the colony's cause directly with 
China's Mr Deng Xiaoping (Dunn is an anglicised 
version of Deng)—and she is no newcomer to poli- 
tics. She became a member of the Legislative Coun- 
cil (LEGCO) 13 years ago; last year she became the 
senior member of the Executive Council, or EXCO, 
which acts as the governor's cabinet. Why then 
should Dame Lydia, having been privy to so much 
of Hongkong's transfer to China, now become so 
distraught? Indeed, why should Sir David, giving ev- 
idence to the committee earlier in London, implic- 
itly criticise Britain by expressing his "sympathy" 
with Hongkong's fears? Hongkong people will 
hardly be comforted if their own government is 
seen, or thought, to be publicly disenchanted with 
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its ultimate masters in London. 

The conventional explanation for Hongkong's 
disquiet is that Britain is not "standing up to 
Beijing" to safeguard both the spirit and letter of 
the 1984 agreement that will hand Hongkong back 
to China. Last year Sir David ruled out the idea of 
direct elections for part of the LEG@O; such basic 
democracy will be restricted to ten out of the coun- 
cil's 56 members and must await the 1991 LEGCO 
elections. That will be a year after the Basic Law, the 
constitution for post-1997 Hongkong, is finally set- 
tled by China. No wonder Hongkong's small band 
of liberal activists accuse Sir David of kowtowing to 
Whitehall, whose own mandarins in turn kowtow to 
China. Perhaps Sir David, judging by his evidence 
in London, now recognises the image and is trying 
to change it. But it is unfair to blame the colony's 
sense of political malaise on one man, especially one 
as hard-working and sincere as Sir David. There is 
another explanation: Hongkong people are not 
standing up for Hongkong. 


Apathy rules 

So far, this survey has called Hongkong a “colony”. 
The word, however, is no longer part of Hong- 
kong's dictionary. Its officials, from the governor 
down, have trained themselves to say "territory" or, 
at worst, "dependent territory". The unspoken 
word is "old fashioned" and "no longer appropri- 
ate", so the colonial secretary has become the chief 
secretary and the colonial secretariat is now the gov- 
ernment secretariat. But old fashioned and inappro- 
priate in whose eyes? One suspects only to pedants 
in Whitehall and Beijing. Hongkong people care 
more about money than political semantics. 

That may be an over-cynical charge. But it is not 
without foundation. Virtually alone in the history 
of the British Empire, Hongkong has spawned no 
political parties demanding freedom from the colo- 
nial oppressor. Singapore had the People’s Action 
party; Malaya had the United Malays National 
Organisation; India had the Congress party. They 
attracted the best and the brightest, and eventually 
they succeeded. But in Hongkong? The best and the 
brightest concentrated on becoming lawyers, ac- 
countants, doctors and businessmen (Dame Lydia, 
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Will Hongkong 
suffer for its 
apathy? 
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Documents matter, 
in spirit as well as 
word 





i example, went to Berkeley and is now a director 
of the Swire group). When they were drafted into 
LEGCO (there were no elections of any kind until 


1985, when indirect elections were introduced for _ 


24 of the 56 members), they had no interest in rock- 
ing the luxury liner they all sailed in. There are some 
"liberal" LEGCO members, notably Mr Martin Lee 
Chu-ming, QC, and Mr Szeto Wah, but LEGCO de- 
bates on Wednesday afternoons are intelligent semi- 
nars of the like-minded rather than the parliamen- 
tary affray of a government and its loyal opposition. 

Perhaps that is just as well, given the territory's 
past. Because Hongkong Island and the Kowloon 
peninsula (the ceded bits of the colony) could never 
survive without the leased hinterland of the New 
Territories, Hongkong has always been the “bor- 
rowed time, borrowed place” of the novelist, Han 
Suyin. Whereas other colonies aspired to indepen- 
dence, Hongkong was always bound to revert to 
China. But whose China? The flag of Chiang Kai- 
shek’s Kuomintang, banished to Taiwan from the 
mainland, still flies over some Hongkong houses. 
The flag of the People’s Republic flies only from its 
official buildings in Hongkong—but everyone 


Declaring an interest 


HE basics sound straightforward. China will 

take over Hongkong under the terms of the 
Sino-British Agreement initialled on September 26 
1984, signed on December 19 1984, and ratified on 
May 27 1985. The agreement contains a Joint Dec- 
laration with three annexes, under which Britain 
agrees to restore Hongkong to the People’s Repub- 
lic with effect from July 1 1997. Hongkong will then 
be a “special administrative region” of China and 
“will enjoy a high degree of autonomy, except in 
foreign and defence affairs which are the respon- 
sibilities of the Central People’s Government." The 
National People’s Congress of the People’s Repub- 
lic of China “shall enact and promulgate a Basic 
Law... stipulating that after the establishment of 
the Hongkong Special Administrative Region the 
socialist system and socialist policies shall not be 
practised in the Hongkong Special Administrative 
Region and that Hongkong’s previous capitalist sys- 
tem and life-style shall remain unchanged for 50 
years." 

In years to come, the Joint Declaration and the 
Basic Law will no doubt be examination fodder for 
Hongkong’s schoolchildren, ever eager to achieve 
better grades by rote learning, For the moment, 
however, the Joint Declaration is all but forgotten 
by Mr and Mrs Wong and the draft of the Basic Law 
is among Hongkong’s least read publications—de- 
spite the valiant efforts of the authorities to spread 
its word and provoke a public response. 

That is the fate of wordy official documents any- 
where. The first draft of the Basic Law, published in 
April last year, had 172 articles and three annexes 
and ran to over 100 pages. The second draft, pub- 
lished last February, has reduced the number of arti- 


cles to 159 and runs to fewer than 60 pages. Even so, 


it hardly makes for casual reading when rival diver- 
sions, from kung fu comics to “Canto-rock”’ disco- 








its ; sympathisers eh pla ed gees Hon 

Proof of that came in 1967, when the colony’s own 
Red Guards took to the streets in sympathy with the 
cultural revolutionaries of Mao's mainland. Most 
"ordinary" Hongkong people probably associate 
politics with disorder, so the sensible thing is not to 
get involved. And would involvement make any dif- 
ference anyway, when the powers of London and 
Beijing have already made up their minds? 

Such reasoning is often heard in Hongkong. So 
is the argument that politics elevated to a party level 
would destroy international confidence in Hong- 
kong. Why? Because the Communist. party, even 
pseudonymously, would be bound to compete— 
and could not afford to lose face in defeat. Not sur- 
prisingly, apathy becomes both respectable and per- 
vasive. In March, at the municipal elections (which 
have been Hongkong's highest level of direct elec- 
tions on a one-man, one-vote basis), the turnout was 
a miserable 17.696, down from a barely less miser- 
able 26.996 of three years before. But i arguments 
for apathy are false. However reluctantly, Hong- 
kong has to take responsibility for itself. 
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theques, are so readily available. | 

. Yet the. documents repay close reading. The 
Joint Declaration is the kind of achievement that 
Foreign Office diplomats drool over. And rightly so: 
they played a weak hand to consummate effect, 


gaining Hongkong much more than once seemed 
plausible. By the late 1970s the deadline of 1997 was 


already an uncomfortable pressure on the colony _ 


and its masters. How could investors; both foreign 
and local, have confidence in Hongkong when all 
individual land leases in the New Territories would 
expire in under 30 years? Meanwhile, China needed 
only to wait until then for the plum of Hongkong to 
fall into its lap. The added problem was that for 
Britain even to talk to China about such matters 
would also undermine confidence by implying a 
Chinese takeover. When Mrs Thatcher visited 
Beijing and Hongkong in September 1982, the colo- 
ny's property prices collapsed and the: stockmarkét 
slid in sympathy. A year later, with Sino-British ne- 
gotiations well under way, the Hongkong dollar 
went into a free-fall that took it to HK$9.55 to the 
American dollar. compared with dad before 
Mrs Thatcher's visit. | 

Britain's diplomatic success was to convince 


China that the plum might end up too rotten to be 


worth eating. Mr Deng Xiaoping. was easily per- 
suaded. His famous phrase "one country, two sys- 
tems" was originally coined to bring Taiwan back 
into the mainland's fold; applying it to Hongkong 
was a stroke of. self-interested: magnanimity. Let 
Hongkong remain as China's trader, earning the 
mainland's foreign exchange and providing the fi- 
nance to develop Guangdong and the rest of Chi- 
na’s coastline. To tolerate capitalism in. Hongkong 
for an extra 50 years is a small price to. pay f for a 
nation that measures its isto yin millennia. d 
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tion. There is no loss of face for China, and none 
for Britain; none of Hongkong's rights, freedoms 
and peculiarities are to be changed for 50 years; and 
50 years is plenty of time for Hongkong people to 
make their fortunes many times over. True, some 
changes are decreed, but not the kind that will of- 
fend many: the British garrison will be replaced (for 
symbolism’s sake) by the People’s Liberation Army; 
the British governor will become a Hongkong Chi- 
nese "chief executive", as will the heads of major 
government departments; and there will be a new 
flag to replace the Union Jack. As Mr Deng said in 
1979: "Hongkong investors should put their hearts 
at ease." 

But their hearts are not yet at ease. The promise 
of the Joint Declaration has to be delivered by the 
Basic Law—and that still contains several flaws, real 
or imagined. How autonomous can Hongkong be 
when the power to interpret and amend the Basic 


Law "shall be vested in the Standing Committee of 


the National People's Congress (NPC)'? Or when 
Hongkong's final court of appeal, in contentious 
cases involving relations between Hongkong and 
the central government, must seek and follow the 
legal interpretation of the NPC? Or when the prohi- 
bition on "treason, secession, sedition or theft of 
state secrets" must depend on Beijing's definition of 
such acts? Hongkong people have few illusions 
about the Nrc: it is a parliament that rubberstamps 
the whims of the leadership even more than LEGCO 
does. 

One should not assume, however, that the flaws 
are being deliberately scratched into the Basic Law 
by a malevolent China. Probably the reverse is true. 
After all, the drafting committee of 55 (originally 
59, but four have died) includes 22 from Hongkong, 
one of whom is the redoubtable Mr Martin Lee; and 
there is a consultative committee of 180 drawn en- 
tirely from Hongkong. Moreover, several mistakes 
in the first draft have been polished out by the sec- 
ond draft: Hongkong, for example, will no longer be 
required to follow policies of low tax and balanced 
budgets (although it will certainly wish to). 

All that said, the fact remains that China is call- 
ing the shots, and China's version of democracy is 
not the same as Westminster's. The chief executive 
of Hongkong will have almost dictatorial powers 
during his five-year term. Yet under the present ver- 
sion of the Basic Law he will not be elected by uni- 
versal suffrage until 2012, and then only if agreed by 
a referendum in 2011. That referendum would have 
to be authorised by the unelected chief executive of 
the day; by a LEGCO that will be only hal£elected; 
and, last but certainly not least, by China's National 
People's Congress. Ironically, this anti-democratic 
nonsense was devised by Mr Louis Cha, a Hong- 
kong newspaper publisher with a history of inde- 
pendence from China. 

In the end some better sense will probably pre- 
vail in time for next year’s publication of the final 
law. Mr Ji Pengfei, chairman of the drafting commit- 
tee, has admitted that “those articles which were 
adopted are not immaculate” and that the means to 
select the chief executive and to constitute the legis- 
lature "are to be further revised and perfected”. 

Whether such third thoughts will make much 
practical difference is another matter. In December 
1984, in the debate on the Joint Declaration, Mr 
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Protesters in Beijing 


Richard Luce, who was then a Foreign Office minis- 
ter, assured Parliament that “we all fully accept that 
we should build up a firmly based, democratic ad- 
ministration in the years between now and 1997." 
Reality—for example the delay until 1991 for even 
partial direct elections to LEGCO—has eroded the 
assurance ever since. When the foreign secretary, 
Sir Geoffrey Howe, indicates the possible need for a 
Hongkong “bill of rights", he proves the sceptics 
right: neither British policy so far nor the Basic Law 
are sufficient to guarantee Hongkong people the 
freedoms they were promised. 


Playing party games 

But what would guarantee those freedoms after 
1997? One reason for Hongkong's political apathy 
is that British colonialism has served them well. The 
governor is a dictator, but a benevolent one. The 
police are everywhere—one policeman for every 
200 people is surely excessive—but they rarely come 
at dawn even for dishonest folk, and they do not 
lock people away without trial. There are virtually 
no institutions of democracy in Hongkong, but it is 
perfectly possible to insult the governor in public or 
to demonstrate in the streets. Compare this with 
Singapore, a country with all democracy’s institu- 
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Solidarity in Hongkong 
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tions but few of Hongkong's freedoms. | 
~The problem is that benevolent colonialism has 
- . bred popular complacency—to which the sunset of 
=> colonialism now adds a sense of resignation. Hong 
~~. kong people like to think themselves special, but 
— "they have no genetic predisposition to apathy. Ín 
^ 1966 they tioted over a five-cent rise in the first-class 
fares on the Star Ferry that links Hongkong Island 
" with Kowloon; in 1967 the Red Guards rampaged 
outside Government House; in 1984 the taxi-driv- 
. sers went ôn: strike to protest (successfully) against 
increased operating charges. In 1986 Im people 
. signed a petition against China's planned Daya Bay 
^. . nuclear power station, just across the border from 
^. "Hongkong and part-financed by one of Hongkong's 
~~ two electricity utilities. The signatures were ignored. 
«Perhaps that explains why meetings, demonstra- 
< ‘tions and petitions concerning Hongkong’s future 
"get such a paltry response. S | 
.. But something must happen if the concept, ap- 
plauded by China, of "Hongkong people ruling 
Hongkong” is not to be a farce. If the masses will 
not act, the elite will have to act on their behalf— 
‘which is why the territory's politicians, just like the 
governor, are suddenly forming their own think 
tanks. Mr Stephen Cheong, a LEGCO member and 
prominent industrialist, says his group, the Hong- 
kong Foundation, is not a think tank as such but a 
research organisation which will “address issues of 
local interest or international relations’ signif- 
cance”. Mr Lo Tak-shing, a lawyer who resigned 
from LEGCO and EXCO four years ago (he felt Britain 
was ducking its obligations), says his New Hong- 
kong Alliance will prepare “position papers" with 
which to influence the government. Neither man 
will call his group a political party; nor will the “lib- 
erals” clustering around Mr Martin Lee and Mr 
Szeto Wah admit to being a party, or the moderate 


The China factor 


ste new, not quite complete, Bank of China 
A building rises 70 storeys high, a man-made 
sword cruelly piercing Hongkong Island’s God- 
given skyline. The height deliberately overshadows 
the 47 storeys of the headquarters of the "British" 
(in origin if not in domicile) Hongkong and Shang- 
hai Banking Corporation. Locals, and many 
gweilos, say the building has bad feng shui—the 
Chinese combination of "wind and water" that de- 
termines a place's harmony and good fortune. Two 
. poles stand up from its sloping roof, like joss sticks 
` at a grave or chopsticks in an empty bowl. In the 
governor's garden a tree has been planted to deflect 
any evil flowing towards Government House from 
“one of its sharp-angled corners. As a metaphor for 
China's takeover, the building is already a cliché. 

..... There are other, more immediate, examples of 
China's influence in the land that Britain bor- 
rowed. Tourists buy Chinese souvenirs, from the 
“shoddy to the exquisite, in China-operated depart- 
‘ment stores in China-owned buildings. Hongkong 
people go to Chinese banks to deposit their wages 
or seek their mortgages. In Exchange Square gweilo 
stockbrokers take orders from Chinese clients who 









































































In some ways, the 
mainland already 
rules 




















trade unionists who look to Mr Cheng Kai | 

"The linguistic coyness fools no one: the groups 
are budding political parties that dare not speak 
their name. The reason is the offence they would 
cause to the politicians of Britain and China and the 
businessmen of Hongkong: if they campaigned as 
parties, then China's Communist party and Tai- 
wan's Kuomintang would be obliged to compete 
also, with. potentially disastrous consequences for 
international confidence in the territory. There is a 
second reason: to some Jesuitzminded Marxists on 
the mainland, any political party seeks to govern— 
and since Hongkong is part of China, any party in 
Hongkong is seeking either a change of government 
in Beijing or Hongkong’s secession from the 
motherland. | ! 005 

lf the verbal subterfuge is needed, so be it. What 

matters is that China, which only three years ago 
adamantly opposed any hint of party politics, now 
recognises that the “proliferation of political groups 
is inevitable” if Hongkong people are to rule Hong- 
kong. What matters also is that Hongkong people 
can already identify the competing political pro- 
grammes. Mr Cheong and Mr Lo, both with strong 
support from Hongkong’s businessmen, are as- 
sumed to favour a gradualist approach to the chal- 
lenge of 1997. Mr Cheong, for example, says: “Too 
quick a move towards direct elections would be per- 
ceived as more chaotic than is necessary." By con- 
trast, Mr Martin Lee believes the more direct elec- 
tions there are, and the sooner they come, the 
better Hongkong's chance of achieving the Joint 
Declaration's promise: For Mr Lee, democracy is 
Hongkong's best defence against China's dictator- 
ship. But what matters most of all is catching Chi- 
na's ear. Hongkong will belong to Britain for the 
next eight years—but the tenants already look to 


China first. 





still claim to be communists; in the restaurants and 
clubs of Kowloon the Cantonese staff now have to 
understand Mandarin-speaking customers. Cynics 
joke that Hongkong's governor is not Sir David 
Wilson but Mr Xu Jiatun, the head of the Hong- 
kong branch of the New China News Agency 
(Xinhua), where hundreds of Chinese officials no 
longer pretend to be journalists. Faster than any 
Joint Declaration or Basic Law provides, the main- 
land is already claiming back its territory. 

Exactly how fast is impossible to judge. Some 
signs of China’s presence are obvious and admitted. 
The Bank of China and its 12 sister banks have 20% 
of Hongkong's total deposits; the China Interna- 
tional Trust & Investment Corporation (CITIC) is a 
12.596 shareholder in the Swire group's Cathay Pa- 
cific Airways; China Merchants Steam Navigation 
handles almost a third of all cargoes coming from 
China to Hongkong, and also controls the colony's 
Union Bank. Tian An China Investments, listed on 
Hongkong’s stock exchange, is 60% owned by 
mainland interests such as China Resources. In to- 





tal there are around 500 companies in Hongkong 







which are Chines ve ents acknowledged and 





approved by China’s authorities. 
at of China’s assets that go unrecorded? 
When Mr Deng Xiaoping opened China’s economy 
to the outside world a decade ago, China’s latent 
business acumen—or cunning—emerged in tan- 
dem. There are now at least 1,000 (one Chinese offi- 
cial reckons 3,000) companies in Hongkong that are 
the unacknowledged children of parent bodies in 
China. Their common purpose is to evade China's 
financial controls. Simply by residing in Hongkong 
they can raise and invest foreign exchange outside 
China's central plan; they can even pretend to be 
tax-favoured foreigners for joint ventures with their 
parents on the mainland. Add all these activities to- 
gether and the guesses for China's total investment 
in Hongkong range from $6 billion to $10 billion, 
larger than America's $5 billion or so—and larger 
than Britain's investment, if the Hongkong Bank 
and hongs such as Jardine, Matheson are no longer 
considered truly British. 

The influence is tangible. In 1984 China Re- 
sources and the Bank of China saved Conic, a listed 
Hongkong electronics company, from bankruptcy; 
in 1985 the Bank of China joined the Hongkong 
and Shanghai Banking Corporation in bailing out 
the Ka Wah Bank; a year later came China's rescue 
of the Union Bank; and in the black days of Octo- 
ber 1987 the Bank of China was quick to offer 
HK$333m ($42.7m) to the Hongkong government's 
HK$4 billion "lifeboat" launched to rescue the 
stricken futures market. There can be little doubt 
that when Hongkong 's next financial crisis comes— 
the property bubble must burst eventually—China 
will lend a soothing hand, if only to protect its own 
investments in real estate and the stockmarket. 

But China's influence is not necessarily benign. 
Hongkong businessmen, while hardly angels, have 
learned to respect the Independent Commission 
Against Corruption (set up in 1974 when it was re- 
alised that the corruption in the Godber case was 
endemic rather than exceptional). They complain 
that some of China's state-owned businesses are al- 
lowed to play by different rules in Hongkong. Not 
only can China's companies not go bankrupt, but 
their corruption is ignored for the sake of political 
quiet. The charge is difficult to substantiate, but ev- 
eryone in Hongkong knows that trade with Chinese 
firms is the way of the future and that bribery, from 









Shipping the goods Main trading partners as% ot total 


1978 total: 
HK$40.7bn 





giving cash to arranging foreign “business trips’’, is 
an effective means of smoothing the path. 

With or without bribery, the path between 
Hongkong and China is being trodden as never be- 
fore. Last year the People's Republic was the biggest 
source of Hongkong's imports, the biggest market 
for its re-exports and the second-biggest market 
(America was twice as valuable) for its domestic ex- 
ports. Mr Deng's brand of communism and Hong- 
kong's near-pure capitalism have flourished in a 
synergy of Cantonese materialism. In 1979 trade be- 
tween China and the colony was a mere HK$17 bil- 
lion; last year it was over HK$288 billion ($36.9 bil- 
lion). Buy one of Miao & W's handbags in a ] C 


Penney store in America and the chances are it be- 


gan life as a piece of leather in Taiwan; was drawn 
into shape by a designer in Hongkong; and was 


stitched and sewn in a Guangdong factory by 16- 


year-old girls escaping the poverty of China's barren 
interior provinces. There are hundreds of compa- 
nies like Miao & W. Mr Jack So, the executive di- 
rector of the Hong Kong Trade Development 
Council, rightly talks of the “disappearing frontier" 
and describes Hongkong as China's “catalyst”. 

It is a tempting metaphor. But a catalyst is not 
changed by the reaction it helps to cause. Hong- 
kong can never be quite that immune from develop- 
ments in China, and those developments at the mo- 
ment include rampant inflation and the consequent 
questioning of the Dengist era and its bias in favour 
of free-market economics. Hongkong has many pro- 
fessional optimists—confidence, after all, is a pre- 
cious commodity that can be measured by the stock- 
market index—but scratch them hard enough and 
they, too, will recite modern China's catalogue of 
disaster: Mao’s "anti-rightist" movement of 1957, 
when those who had obeyed his injunction to "let a’ 
hundred schools of thought contend” were put to 
death for their pains; the Great Leap Forward, into 
misery and famine, in 1958; the Cultural Revolu- 
tion from 1966 to 1976, with the madnesses of Mao 
and then of the "Gang of Four”. 

Even under Mr Deng the pendulum of political 
orthodoxy has wobbled alarmingly. The freedom to 
post opinions on Democracy Wall in 1986 was sti- 
fled with the “anti-bourgeois liberalisation” move- 
ment and the sacking in early 1987 of the party's 
general secretary, Mr Hu Yaobang. This year has 
























































DIPL 











. . 80 where are 


Í - Hongkong people? 


^ D et un (A *- ^5 | "T "T í 
22 SURVEY HONGKONG 


the hearts of 
























seen more student demonstrations, 
some of which foolishly recall Mao 
as a hero and cast Deng as a villain. 
When earthquakes strike China, 
Hongkong feels the tremors: it is all 
too easy for Hongkong people to 
despair at the imminence of Mr 
Deng’s death (he is, after all, 84) 
and at the possibility, even likeli- 
hood, of China then becoming less 
liberal. 

But Hongkong people are not 
prone to despair. Almost everyone 
in the colony's elite—Dame Lydia, 
Mr Jack So, Mr David Li (a Cam- 
bridge University graduate who 
now heads the Bank of East 
Asia)—will argue cogently that 
China may slip backwards, but 
never far enough to lose the gains 
of the past decade. They are proba- 


New dominance 
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bly right: the excesses of Maoism 
depended on the population being 
impoverished and the nation being 
isolated. After economic growth 
that has averaged around 10% a 
year for the past ten years, those 
conditions no longer, it is hoped, 
hold true. 

So presume a rosier future: 
China will continue to keep its 
door open to the outside world, 
and Hongkong will be the janitor. 
Indeed, why not dream further? 
Hongkong could be the de facto 
capital of southern China, linking 
its labour with the capital of Japan 
and Taiwan and the emerging con- 
sumer market of South-East Asia. 
The dream may or may not be real- 
ised. But if it does come true, will 
Hongkong be ready? 





Home is where the heart is . . . 


66TT IS extraordinary—not to say discreditable— 

that after 55 years of British rule, the vast ma- 
jority of Chinese in Hongkong should remain so lit- 
tle anglicised." So said the governor, Sir William 
Robinson, in a speech to LEGCO in November 1895. 
Almost.a century later the observation is just as 
valid. Hongkong is not the "great international 
city" of the tourists' brochures; it is a great Chinese 
city, one as vibrant and stressed as Manhattan and 
even more devoted to Mammon. As an entrepót 
(total trade in goods and services last year amounted 
to 267% of its GDP) Hongkong looks to the rest of 
the world for its living; but culturally it is defiantly 
Chinese. Perhaps uniquely in Asia, the young peo- 
ple disdain western pop music; they prefer the Can- 
tonese cover versions by stars like Leslie Cheung 
and Anita Mui; they read and write Chinese more 
fluently than their mainland compatriots. Whoever 
wins the proposed franchise to festoon Hongkong 
with cable television will have to win a Cantonese 
audience to make a profit. 

And why not? To repeat Sir William's com- 
plaint is to invite the charge of arrogant colonial- 
ism—which is precisely how Hongkong Chinese re- 
act when exasperated gweilos complain that, yet 
again, the taxi driver did not understand a clearly 
enunciated "Stubbs Road" or "the Mandarin Ho- 
tel". At least Hongkong people, certain of their own 
identity, do not have to go through the "nation- 
building" exercises of insecure, racially mixed 
Singaporeans. 

But the more thoughtful Hongkong people, 
Chinese and expatriate, realise that Hongkong's 
present affluence is despite, not because of, the ten- 
dency to Chinese chauvinism. What distinguishes 
Hongkong from cities such as Canton and Shang- 
hai is not just its capitalism, but also its British-im- 
posed sense of order. Business benefits because the 
bureaucracy is simple and efficient and because the 
judiciary—h behaviour on occa- 


owever bizarre its 
sion—is impartial. 


Ultimately those qualities de- 
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pend on the presence of a handful of expatriates 
and English-speaking Chinese. The same is true for 
the exporters, the banks and the brokerage houses: 
if they cannot converse in English, they cannot 
speak the language of their international business. 

The urgent needs of Hongkong's physical infra- 
structure are obvious to all. There must, for exam- 
ple, be a new airport before Kai Tak chokes itself to 
death; the second cross-harbour tunnel will be com- 
pleted only just in time to keep the first from jam- 
ming up completely. Pollution, of the air and espe- 
cially of the water, has become potentially lethal. 
Earlier this year, local sea-food became so toxic its 
sale was banned (the point was driven home by the 
televised feeding of a mussel to a laboratory mouse, 
which promptly died on screen). In comparison, the 
needs of the territory's human infrastructure are 
less obvious—but no less serious. 


Be local, but be good 

The difficulty is how to find workable solutions for a 
problem which worsens with every trickle of the 
brain drain. The Joint Declaration allows the gov- 
ernment of post-1997 Hongkong to recruit as many 
British and other foreign nationals as it likes—but 
only up to a certain level. At the most senior levels, 
only Chinese nationals will be acceptable. Inev- 
itably, those Chinese best qualified will be those 
who can most easily find passports and prosperity in 
Canada, Australia or America. Even if they choose 
not to leave, many will prefer to make their money 
in the private sector rather than in government ser- 
vice. Last year Sir Ti-liang Yang became the colo- 
ny's first Chinese chief justice; under the terms of 
the Joint Declaration and the Basic Law, his succes- 
sors in the Special Administrative Region must also 
be Chinese. But where will they come from? Of the 
30 judges in the supreme court and the courts of 
appeal, only three (including Sir Ti-liang) are Chi- 
nese. To encourage more Chinese lawyers to enter, 
and stay with, government service, the attorney gen- 
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eral, Mr Jeremy Mathews, has promised locals a 
"fast track” to promotion. But Hongkong's British 
system of justice depends on case law, and so experi- 
ence. As one former chief secretary succinctly 
points out: “You can’t bring in a fast track for 
judges.” 

So what is the answer? Probably a lowering of 
standards, in the judiciary, the police and the civil 
service, as "localisation" accelerates to meet the 
1997 deadline. In the meantime, much of the colo- 
ny's corporate elite—for example, the Hongkong 
Bank, the Swire Group and Mr Li Ka-shing’s 
Hutchison Whampoa—is campaigning hard for 
better English. So, too, is the government: a pilot 
scheme launched in September 1987 brought 78 ex- 
patriate teachers of English to local schools. The 
hope is that they will improve the English of both 
their pupils and their Chinese colleagues; the risk is 
that they will cause bewilderment and resentment. 
One senior Chinese civil servant (and fluent 
speaker of English) observes: "In the 1950s and 
1960s if you spoke Chinese at school, you got 
beaten. Now there's the rather strange theory that 
the study of English is not patriotic." 

Yet the lowering of standards, however inev- 
itable, does not have to be catastrophic, nor need it 
be permanent. The quest for a foreign passport is 
the desire for an insurance policy: the hope is that it 
will never have to be cashed in. Hongkong people 
are not fike Filipinos, convinced that paradise exists 
at the end of an international flight. Instead, most 
Hongkong people prefer to stay where they feel 
most at home, among the noise and crowded bustle 
of fellow Cantonese. More to the point, most will 
have to stay anyway: choosey foreign nations (and 
the gweilos of Vancouver and Sydney are beginning 
to resent the influx of Hongkong Chinese) will in- 
creasingly refuse insurance policies to any but the 
safest risks. In which case the challenge for Hong- 
kong's government and its people is to make the 


best of what they have. 


Build now for the future 


Not too long ago Mr Stephen Cheong proposed 
that Hongkong should celebrate, not mourn, 1997 
by hosting a “World Expo '97". It would, he ar- 
gued, show the world that Hongkong remained con- 
fident and dynamic—and the millions of visitors 
would let at least some of their money fall into 
Hongkong's hands. Mr Cheong is an articulate, per- 
suasive man, but he was over-ruled. More cautious 
voices, including Dame Lydia's, cited pragmatic ob- 
jections—the pressure on the airport, roads and ho- 
tels—and argued that the best way to maintain con- 
fidence for July 1 1997 was to treat it like any other 
summer's day. 

The thread linking both arguments is the crav- 
ing for confidence. Individuals may be self-assured 
(they have proved themselves survivors), but collec- 
tively Hongkong people display the nervousness of 
refugees anywhere. Any rumour or perceived bad 
news can send the market's Hang Seng index down- 
wards with frightening velocity: in 1973 it was Brit- 
ain joining the European Community; in 1982 it 
was Mrs Thatcher's visit to Beijing; in 1984 it was 
the decision by Jardine, Matheson to move its domi- 
cile to Bermuda (others have moved this year, claim- 
ing that they fear that Hongkong may at some point 
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The heart of the matter 


introduce a tax on overseas earnings); in October 
1987 it was the worldwide stockmarket crash, made 
embarrassing in Hongkong because the exchange 
chairman, Mr Ronald Li (now on trial for corrup- 
tion), closed the market for four days. 

The exchange is now striving to be cleaner than 
clean. There is a new Securities and Futures Com- 
mission, to act as a watchdog with sharp teeth. In- 
ternational brokers now have a fairer share of power 
compared with the locals, some of whom, in the 
damning phrase of an independent inquiry after the 
crash, treated the exchange as their “private club”. 
The exchange's new chief executive, Mr Francis 
Yuen, talks of "positioning" the Hongkong market 
to fit snugly into the pattern of global trading. The 
futures exchange, almost dormant compared with 
its frantic activity before the crash, hints that an in- 
terest-rate contract will soon be offered. May their 
hopes be realised. But before they are, there is 
bound to be another lurch. 

Just what will trigger it is a matter of conjecture. 
Conventional wisdom says 1992 will be Hongkong's 
real crisis, when investors calculate that they can no 
longer put up a building and get their money back 
before 1997. But a misplaced word from Beijing or 
the death of Mr Deng Xiaoping could have the same 
effect tomorrow. Both speculation and underlying 
demand have already propelled the 
price of Hongkong's prime office 
space, according to one study, to 
the highest in the world after To- 
kyo and London. What goes up can 
surely come down if a few more | |] 
multinationals decide cheaper Sin- 
gapore makes better sense, even if 
it is further from China. 

All the more reason, then, for 
government and the private sector 
to make confidence-inspiring ges- 
tures of the kind Mr Cheong fa- 
vours. Some gestures are already 
made that will carry well beyond 
the psychological barrier of 1997. 
Cathay Pacific in April placed an 
order with Europe's Airbus 
Industrie worth a minimum of $1.1 
billion. Hutchison Whampoa is ea- 
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Keeping an eye on the odds 
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ger to bid for yet another container terminal built 
on reclaimed land, and is bidding to provide a cable- 
television system that will not repay its HK$4.2 bil- 
lion in capital and accumulated losses until at least 
1998. 

What of government? Later this year a decision 
is promised on a new airport to replace Kai Tak, 
where jumbo jets bank sharply over the Kowloon 
Walled City, land on a runway jutting into the pol- 
luted harbour and then disgorge their passengers 
into a terminal building that remains a nightmare 
even after its recent refurbishment. The total cost 
could be up to $30 billion, because of the need to 
reclaim land and provide bridges and rail links. The 
visionary Mr Gordon Wu proposes a combination 
of airport and container port near Lantau Island. 
He and many others criticise the government for de- 
laying by committee and consultation, to which the 
government replies that the issues are too big to get 
wrong. But right or wrong, Kai Tak will be at “satu- 
ration point" by 1996 even after improvements that 





Goodbye to all that? 


will cost HK$2.4 billion. And if nothing is done to 
replace Kai Tak, the forecasters estimate that the 
"economic disbenefit" between 1997 and 2010 will 
reach HK$101 billion in today's money. Clearly 
something will be done. As one official involved 
asks rhetorically: "Can Hongkong function efh- 
ciently without an efficient international airport?” 


Problems of success 

Hongkong can afford an expensive gesture. Three 
years of surging economic growth produced a bud- 
get surplus of HK$15.7 billion in the year to March, 
more than double Mr Jacobs's prediction. This year, 
he forecasts a surplus of HK$12.1 billion—and per- 
haps he will again prove conservative. The wealth is 
partly because Hongkong's trading partners, espe- 
cially America and China, have expanded their 
economies, too. But mainly it is because Hongkong 
people have worked hard and sold hard: their "bar- 
ren rock" is the world's 13th biggest trading entity; 
they are, they claim, the world's biggest exporters of 
garments, toys, watches and radios. They deserve to 
have as many or more Rolls-Royces per head as the 
citizens of London, Beverly Hills and West Palm 
Beach. They do not deserve to be dragged down to 
the level of Guangdong province, even though 
Guangdong—and especially che Shenzhen special 
economic zone—becomes more like Hongkong 
with every processing deal. 

Yet that may be their fate. It is easy tð recom- 
mend a strategy for Hongkong: it must invest to up- 
grade its technology; add value to the industries of 
Guangdong; be an efficient transshipment point 
into and out of China; act as China's financial in- 
termediary with the outside world. In short, it must 
remain so valuable that its new masters will never 
disregard its interests. Somehow, the idea of “one 
country, two systems” will then become real. That is 
the gamble being offered to Hongkong people— 
and the fewer who remain to bet, the longer the 
odds. 
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From whatever vantage point, Jones Lang Wootton gives vou a 
clear objective view of the world's property markets. 


In Hong Kong that view is from the top, where as market 
leaders Jones Lang Wootton are at the forefront of the 
internationalisation of the Hong Kong property market, with 
sales to international buyers totalling over HK$10 billion 

(over USS1.28 billion) in the past year. That amount of business 
requires and reflects the specialist skills thát we have to offer — 
skills that now have the backing of over 360 Directors and staff in 
Hong Kong alone. 


To find out more about those skills and for a clear view of the 
Hong Kong property market todav, contact us now. 







» Jones Lang Wootton 


International Real Estate Consultants, Surveyors, Valuers and Auctioneers. 


25th Floor, One Exchange Square, Central. Hong Kong Tel: 5-8465000 
20th & 21st Floors, One Pacific Place, Central. Hong Kong Tel: 5-8465000 
621 Ocean Centre, Canton Road, Kowloon. Hong Kong Tel: 5-7354241 


Other member firms of Jones Lang Wootton International in United Kingdom, Belgium 
France, Spain, Germany, Jersey, Lu xembourg, Netherlands, Rep of Ireland. USA 


Canada, Indonesia, Japan. Malaysia Singapore, Taiwan, Australia and New Zealand 


‘lo you, 
it’s 
the great 
unknown. 
‘lo us, 
it’s 
home. 
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THE NEW MANUFACTURING 


Are you up to IT? 





Are you getting the best out of your information technology? Or is Io order a copy of this essential new report, please complete the 
your information technology getting the better of you? order form and return it to the address given 

, lhe Economist Publications Limited, 40 Duke Street, London WIA 1DW 
Information is the key to the new manufacturing. Unfortunately, up — A——— Á aÁ a AMA U) ANANAAO— AD mo 


to-date and expensive IT is not necessarily the answer to ORDER FORM 


companies needs. IT can be both beneficial and problemati 


Please send mi ipyties) of The New Manufracturing: Minimal | 
IT for Maximum Profit. 


Nam. | 


Managers can only make the best use of opportunities when thes 
recognise this. 


The New Manufacturing: Minimal IT for Maximum Profit, a 


new report published jointly by The Economist Publications and 


, ^ »- Comp 
Computer Weekly, guides senior managers through the crucial I1 
issues facing them 
e developing a manufacturing strategy to simplify and integrate 
production before applving IT 
Price: UK £245; North America US$495; Rest of World £248 


e coping with the risks that accompany technological change A 
C) I enclose a cheque for £/US$ 


-— 


e preparing for future challenges in advanced manufacturing 


Credit Card Hotline: Please telephone (01) 4992278 between 9am and 
^ $ j " 13 J | rit 
* exploiting the available resources so as to maximise the benefits id ask for CREDIT CARD HOTLINI 
of the learning process O Please invoice 
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‘his radical new report will enable vou to understand and challenge 
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Marketing Department (ECXLB Th Us 


The Economist Publications Limited, F conom | M | 


10 Duke Street, London WIA 1DW, 
Tel: (01) 499 2278. 


(eler Plaza. New York, NY 10 PUBLICATIONS | 


your IT specialists. It is clearly written in jargon-free language and 





gives you the very best advice to benefit from the new 
manufacturing climate. It includes over 20 practical examples and 


case studies of international companies in all sectors of 
manufacturing. The report is essential reading for all managers 


involved in implementing or using IT 
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Australia and New Zealand may be unexplored 
territory for you. But to the bank named after them, 
it’s very familiar ground. 

No bank knows this region better. Nor offers you 
such intimate local knowledge on a global scale. 

You see, ANZ goes to work every day in over 40 
countries, With just one contact, you have access to 
this worldwide network. And to our specialists’ 
unique insight into the Australia and New Zealand 


markets. It may seem a world away. Until you talk 


to the bank that lives there. 


FX e Worldwide 
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Are MBAs a waste of time? 


Could hiring MBAs be the answer to your company's management problems 
or are they overpaid, academic, job hoppers? 





With European business schools turning out record 

numbers of MBAs, many managers cannot assess their 

bottom-line value. They are unsure of how to select between 

different schools and programmes. 

To provide management with information on what is 

available in pan-European management education, The 

Economist Publications has just published an important - 

research report — MBA: THE BEST BUSINESS TOOL? | MBA: THE BEST BUSINESS TOOL? 
Name: 


The report provides practical answers to the E. "^s i 


career prospects, teaching quality, programme range 
and flexibility. 
To order copies of this important new report, please 
complete the order form. 


[he Ec 
[ ORDER FORM 


YES, please send me . copy(ies) of 


inomrst Publications Limited. 40 Duke Street. London WLA 1DW 


name MERE 


| 
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management questions facing companies in Europe: 

* What does the MBA qualification offer employers? 

* How do you choose the right business school and right 
course? 

* What do work-place or custom-made MBAs offer? 

* Is sponsoring an employee through business school 
worthwhile? 


How much must you pay them? 
What are the alternatives to employing MBAs? 
How do you recruit an MBA? 


= M 2 


The report also profiles MBA courses at 46 European 

business schools: 

* Information on cost, entry qualifications, number of 
places, strengths and weaknesses. 

* Evaluation criteria: employers’ satisfaction, specialisations, 


Are MBAemployees a good deal for companies? Dothey stay? 


Position 
Company: 


Addr CSS 


Prices: £49 UK, £51 Europe, US$98 North America, £53 Rest of World 


go | enclose al 


Credit Card Hotline: Please telephone (01) 499 2278 between Gam and 


cheque for £/US$ ___ 


6pm and ask for CREDIT CARD HOTLINE, 
O Please invoice me. 


Please send your order with remittance to 
Marketing Department EBTLC, 

The Economist Publications Limited, 
10 Duke Street, London W1A 1DW. 
Tel: (01) 499 2278. 

10 Rockefeller Plaza, New York, NY 10020. 


Tek: (212) 541 5730. 
Registered office: 25 St James's Street, London SWTA LHG. Registered no. 1775671. 
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YOUR NEW BASE FOR WORLD MARKETS 


Dubai's Jebel Ali Free Zone has now made it easy 8 No personal income taxes 
for international companies to set up trading and 
industrial bases in the Middle East. 


Corporations such as Black & Decker, Caltex, ui 
McDermott, Mitsubishi Motors, Shell, Sony and m Unlimited cheap energy 

Union Carbide have already taken advantage of these With superb facilities including an extensive 

exciting trade freedoms and benefits unique to Jebel Al. — infrastructure, state-of-the-art communications, 

Just look at these advantages. accommodation, hotels, hospitals, security and every 
modern amenity, this 100 sq. km business opportunity 
is your new frontier for world markets. 


e No import duties/export taxes 
a No sponsorship restrictions 


m 100% foreign ownership 
e Unlimited transfer of profit and capital 


= No corporate taxes for a minimum of 15 years To find out about these freedoms contact: 


Jebel Ali Free 


Zone Authority 
THE PRIDE OF DUBAI 


Marketing Dent No AR PO Rax 32258 Nuhai Tel 084-5A578 Telex: 47398 PAIA FM Fax: NR4-56N923 













| Blowing tops 
-After another attack on Mrs 


- Heath alleged a dirty-tricks - 
campaign at Conservative 
Central Office to stop him 
speaking on election plat- 
forms. Not true, said the party 
chairman, Peter Brooke. Then 
you re either ignorant or ly- 
ing, retorted Mr Heath. 


Neil Kinnock refused to tell 
a BBC interviewer how Labour 
would prevent high interest 
rates. "I'm not going to be 

_ bloody kebabed talking about 

‘what the alternatives are”, 
said Mr Kinnock, in an off- 
the-air exchange published 
verbatim within hours. 


Overheated 


After the lowest May rainfall 
since 1896, water authorities 
warned that a drought could 
follow this summer. Garden 
hoses were banned in parts of 
Kent and Sussex. 















The economy showed more 
signs of cooling but interest 
rates hovered on another rise. 


Police in riot gear charged 

thousands of Muslim dem- 

onstrators on Westminster 

' bridge at the end of a protest 
march through London 
against Salman Rushdie. The 

- police blamed militant funda- 
mentalists; Muslim leaders de- 
manded a judicial inquiry into 
police brutality. 


|. In separate incidents Rottwei- 


-Ihatcher's Euroviews, Edward 
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ler guard dogs savaged a five- 
year-old boy and killed a pet 
terrier before attacking its 75- 
year-old owner. The RSPCA 
said these newly popular dogs 
were often kept as virility 
symbols. 


Capital and labour 


_ A bid to save the medieval 


map, the mappa mundi, with 
a public share issue seemed set 
to fail. With one day to the 
deadline, 930 shares had been 
sold for £1,000 each; at least 
£2.8m is needed. After or- 
ganising a pop song and ap- 
pearing on TV chat-shows, the 
organiser of the flotation 
blamed the press for taking 
che offer's success for granted. 


Britain's dockers finally man- 
aged to persuade the High 
Court that striking against ab- 
olition of the dock labour 
scheme would not be politi- 
cal—and hence not against 
the law. Port employers ap- 
pealed against the ruling on 
June Ist but prepared for a 
strike. 


The passport office marked 
the start of the summer season 
in traditional style by going on 
strike. Workers in the Liver- 
pool office said their action 
would help the public by 
drawing attention to chronic 


G_i 


understaffing and poor re- 
sources, Application forms 
need three months to be pro- 
cessed in Liverpool—against a 
few days in Belfast. 
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The Labour party demanded 
an inquiry into the sale of the 
Royal Ordnance factories to 
British Aerospace in 1987. 
Advised by N.M. Rothschild, 
a merchant bank, the govern- 
ment priced RO at £190m. Of 
the munitions maker’s dozen 
sites, BAe is redeveloping two. 
The City has valued them at a 
possible £300m, against a 
£3.5m tag given in 1987. 


Modern times 


President Bush flew in from 
West Germany for lunch at 
Buckingham Palace and din- 
ner at 10, Downing Street on 
June Ist. He was one of the 
capital's few confident com- 
muters along roads clogged by 
tube-struck Londoners. 
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The Communist p 
out à new manifesto, ri 
authoritarian East European 
states as its model and calling 
for a realignment of the left. - 
The document was its most. 
important, said the party, — 
since "The British Road To. 
Socialism”, written the year 
before Mrs Thatcher took 


























Mr Kenneth. 
tion secretary, ar 
targets for En list B 
skills in infant schools. By 
age of seven, children should: 
be able to spell "teacher". 
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Britons are sipping more of » 
the bottled water others gulp 
Newcastle University tested 
doctors about AiDs. They 
scored an average of 6 out of 
15: there is more than one... 
way to die of ignorance. 


Sleeping policemen will be. 
allowed differently shaped 
tummies, under changes pro- 
posed by Mr Peter Bottom 
the junior transport minis 
to the Highways (Road - 

Humps) Regulations 1986. 
Bulging kerb-to-kerb humps 
will no longer be de rigueur; 
tapered, flat-top humps may 





































At Barclays we realise that not all “our customers 
want to hold their capital in sterling. | 
We also believe that our customers shouldn't 
bave to pay substantial fees, before their money starts. | 
earning interest, 
Thats why we fel. 4 our C diia Deposit 
Account could be for you. 
It's based in Guernsey and the account allows 
* you to deposit capital in any of ten major currencies 
without first having to convert your investment into 
sterling. 
| We won't charge you to operate tbe 
account or, should you wish to, convert 
money from one currency to another. 
Your capital will earn a competitive 
rate of interest patd gross and the account 


and book keeping is domiciled in Guernsey. 





We'll also allocate you a personal dealer to 
look after your account. 

So if you want to see your money blossom 
full out the coupon below and we'll send you 


more details. 





Barclays Finance: 






If you would like further information on this service, 













and current rates of interest, please complete this coupon Company (Guernsey) 





and return to Peter Griffiths, Manager, Barclays Finance 
Company (Guernsey) Limited, Dept, ZP05, PO Box 
No. 269, St. Peter Port, Guernsey, Channel Islands. 


| Limited bas its principal 
= place of business in 
| St. Peter Port, Guernsey. — 

The paid-up capital kd 





Name — | 
| and — reserves of Barclays Finance 

Address Company (Guernsey) Limited exceed £13.7 million. ae 
Latest audited accounts available on request. from the 
Latest audited accounts available on request from the 
Managing Director, Mr. Willie Allan. 

Postcode Deposits. made with ¢ ifftces of Ban Jay e Finance we 
Signature Company (Guernsey) Limited, in Guernsey, are nal 


covered by the Depost Protection. Scheme 


ee INE: E: ^ud BARCLAY S l _ under the Banking Act 1987. ¥ 
| GUERNSEY FINANCE COMPANY 
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Government efforts to narrow the north-south divide and reverse urban 


decay rely heavily 


on a new entrepreneurial spirit. On Tyneside, 


Thatcherism has been battling with history 


'he centre of Newcastle, with its clean, 
A classical 1837 architecture, is testimony 
to the scale and confidence of the area's first 
industrial boom. Over the river at Gates- 
head is the concrete expression of its sec- 
ond: the MetroCentre, Europe's biggest 
shopping mall. Glitzy, with a slightly tempo- 
rary air, it symbolises the un- 
doubted resurgence of entrepre- 
neurship in the area for the first. | {3 
time in 100 years. It’s happen- s 
ing, it's exciting—but is it per- 
manent enough to overturn the 
weight of the past? 
" The southerner, stepping off 
a train to meet a gathering of 
businessmen, asks, "What's 
newt.. "Everything," they an- 
swer. Industrial estates are 
spreading like warm butter, yet 
factory space is hard to come by. 
The take-up of the government's 
enterprise allowance for the 
newly self-employed has risen 
from 1,400 in 1984-85 to 7,000 
in 1988-89. Inward investment is | 
looking good; there are now 25 | 
Japanese companies on |j 
Tyneside, including Nissan and i 
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Komatsu. The local quality pa- 
per, the Journal, publishes an 
annual list of the top 100 local 
companies: in 1988 a company 
with a turnover of £10m made it; 
_. this year the qualifying turnover 
is £15m. 
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These signs fuel the debate between 
those who claim the area has undergone a 
Thatcherite revolution and those who say it 
is merely riding on the back of a national 
boom. Sceptics point to the persistently 
high unemployment rates—12% in Newcas- 
tle, 18% (the highest in England and Wales) 
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companies, the continued depen 
centra government money. — . 
Those who think the revival is 
hiccough point out that the area 
deal going for it. Mr John Hall; whot 
MetroCentre, and is at the centre 
of the area's new business, notice 
thing striking. Newcastle is the retai 
ment area for the whole of the n 
between Leeds to the south and Edink 
to the north, Newcastle is all there is: 
. Housing costs around a half what i 
in the south-east (see table on page 65), 
ting to work is quick, clean and cheap, 
shop prices are a bit lower; so altho 
wages are around 1596 below the so 
east's, most people in work have m 
money to spend than their south-eas 
equivalents do. The Rew 
Group of consultants produ: 
"quality of life" index that s 
middle manager's pay again 
ing costs. Greater Londo 
2496 worse off than the ave 
The north, top of the list, is: 
better off. up 
© The north-east’s chea 
workforce is relatively 3 
trained and, more importan 
used to working in facto: 
Companies struggling with t 
labour shortage in southern 
England find that high-quali 
workers are still generally a 
able along the rivers Tyne anc 
Wear. Newcastle has a big.u 
versity, one of the best polyte 
nics in the country, and 
dent population of 22,50 
which gives the city's econe 
nice boost as well as prov 
an annual crop of aspir 
managers. E 
lt is a pleasant place t 
The foreigner, visiting Newca 
for the first time, can easi 
surprised by attitudes amon 





































































als. “I hear iungi are very udi iwi 
re," said the taxi driver sympathetically, 
being informed that his passenger had 
ne from London. What did he mean? 
ey tell me you've got terrible crowding 
he trains and traffic jams and holes in 
'oads. And they say it's very dirty. You 
ip here we've got the quality of life.” 

Despite all these good points, even 
ose who are paid to promote the area ad- 
t privately that while businessmen's en- 
rgy is pulling Tyneside forwards, history is 
lding it back. The area's nineteenth-cen- 


ng and armaments turned out to be its 
wnfall. It over-specialised. When those in- 
es were booming, as they did during 
rid wars, the north-east was among 
ain's most prospetous regions. But tem- 
y booms hid a long, slow decline. The 
istries ceased to innovate, and slowly 
ut to Asian countries that could build 
, cheaper ships. 

sed to being factory-fodder for huge, 
med industries, north-easterners ex- 
1 somebody else to provide the jobs. It 
not occur to them that they might em- 
‘themselves, or even others. Yorkshire, 
ontrast, has an industrial tradition of 


Jumping Geordies 


LT 11 o'clock on a windy Friday night 
CA in Newcastle, all good citizens should 
ye tucked up in front of their videos. But 
he Bigg Market and the Groat Market are 
s crowded as at rush hour. Segregated 
acks of boys and girls wander up and 
lown the cobbles, whooping cheerfully 
ind ignoring the other sex. Friday night is 
raditionally the night out with the lads; 
saturday nights are for the girlfriend; but 
rith so many women now earning, the 
girls have broken the male monopoly of 
"riday. 
_ The supply of dusking spots sounds 
xcessive, with 700 licensed premises for 
-the city's population of 285,000, and ev- 
-ery other building along the markets’ cob- 
bled streets is a pub, nightclub or bar. But 
|| demand seems even higher. In the chilling 
] drizzle, queues of up to 50 shivering teen- 
] agers form, waiting for standing room in 
| one of the jammed nightspots. The past 
- few years have brought a boom in young 
nightlife at the expense of the darkened 
-pubs and working men's clubs that domi- 
“nated the city's social life for 100 years. 
..len years ago Mr ]oe Robertson 
tarted (with, legend has it, £500 bor- 
owed from his mum) taking over gloomy, 
nostalgic pubs and putting in lights, mu- 
sic, cocktails and the kind of bouncers 
who wear dinner-jackets and like to be 
‘alled doormen. The lights and music 











iry success in shipbuilding, heavy engineer- | 


small workshops expanding into mills and 


factories; people are encouraged to go it 
alone. A Whitehall civil servant who has 
worked in both areas says that in Yorkshire 
people with good ideas leave the company 
and start up by themselves; in the north-east 
they drop their wheeze in the suggestion 
box. 

Without an entrepreneurial class, the 
area has been run by the gentry and the 
state, a feudal-socialist tradition that per- 
sists. Its bigwigs are still mostly civil servants, 


both national and local, and the old rich— - 


landowners or those in old family busi- 


nesses—whose names appear on the boards. 


that run everything. 

Sir Ralph Carr-Ellison (Eton; Royal 
Gloucester Hussars) is lord lieutenant of 
Tyne and Wear and and chairman of Tyne 
Tees Television. Lord Ridley (Eton; Balliol; 
Coldstream Guards) is chancellor of New- 
castle University and chairman of Northern 
Rock Building Society, and is as heartily 
liked locally as his brother, the environment 
secretary, is disliked. Sir Michael Straker 
(Eton; Coldstream Guards) is chairman of 
the Northumbrian Water Authority and of 
the Aycliffe and Peterlee Development Cor- 
poration. The office of the biggest local so- 


| lictor, D - Dickitison D De s (M 


Mr Robert T Dickin- 
son is the sixth generation in the firm), is 
the old Carr-Ellison town house, located 
conveniently next to the eighteenth-century 
Assembly Rooms and the Ridleys’ erstwhile 
town house. : 7 

The north-east’s ‘past has left it with 
physical, as well as social, handicaps. New- 
castle’s city centre is riddled with ware- 
houses and shops left empty by changes in 
retailing. The death of heavy industry along 
the river has left the banks with the vulture 
industries—scrap. metal, battery. disposal, 

ship-repairing—that move in. on cheap 

land. The property developers who lay the 
foundations of physical revival are put off by 
such mess. 

< Mrs Thatcher has called on Britain $ 
üe fathers to rebuild their crumbled towns; 
but the north-east's gentry are not what she 
has in mind. She blames old money for retir- 
ing to rural elegance and letting the cities 
that created it go to the dogs. But there is, 
she maintains, a new generation of wealth- 
creators takíng over the job. | 

To tap these new rich, the Confedera- 
tion of British Industry helped set up a 
scheme, the Newcastle Initiative (TNI), 
which started a year ago and was intended to 
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drove out the middle-aged; the doormen 
kept out both trouble and the scruffy. 
Only snappy dressers could get in, so peo- 
ple began to dress up to ensure that they 
got into the best places. The doormen be- 
came an essential part of the decor. 
Mr Robertson moved on from pub to 
pub, converting the centre of Newcastle; 





and the breweries, scenting good busi- 
ness, followed his lead. This could have 
been rash over-supply; in fact there were 
enough customers to go round. As the ser- 
vice trade in the city flourished, the num- 
ber of white-collar workers rocketed: 
happy hours that drag on until the clien- 
tele is giggling are evidence of the bars' 
success at trapping office workers. The 
young who are in work have highish 


are even more of them. 


week and have the rest to burn. 

The countryside moved into town. 
Newcastle, with its bouncers, got the more 
prosperous rural ravers who could afford 
a taxi and so stay later to spend more. 
More genteel localities like Durham, an 
old cathedral and university town, and 
Chester-le-Street both lacked Newcastle’s 
brash but costly cocktail bars. They got 


the bikers, bus-passengers and the rest of 


the rough end of the trade. 
© Night-time Newcastle has always been 
fairly rowdy, as the notice in the taxi— - 
“vomiting in the cab may result in a £30 
fine” —suggests. Another taxi-driver says 
there is less drunkenness than there used 
to be, thanking the restaurants which en- 
courage moderation and dilute the effects 
of alcohol. The city now has about 140 
restaurants, with 20 newcomers in the 
past year. | | 
Newcastle's siib ife has become an | 
D 
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export industry. Mr Robertson has taken 
his skills down to London. Mr Michael 
Quadrini, whose Tux2 was the first of the 
city's night-clubs and is still where the 
taxi-drivers take outsiders looking for fun, 
has started turning discarded ships into 
nightclubs. People travelled to Newcastle 
in busloads from all over the north to visit 
the Tuxedo Princess, which could accom- 


. modate 2,500. She has now gone to Glas- 


gow, where throats are as thirsty and there 
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rope in the energies of local businessmen. 
TNI has five projects: two to redevelop the 
city centre, one to work on a particularly aw- 
ful estate, one to build up links with the Jap- 
anese and one to sell the area to the rest of 
the country. 

Despite lavish free help with its launch 
from McKinsey, a management consultant, 
TNI has not found it easy to become the 
voice of the private sector. A scheme to de- 
velop a "Theatre Village" in the run-down 
western half of the city centre has been 
pushed ahead, largely because of the deter- 
mined Mr Hall. Those involved in the other 
projects are trying hard to sustain momen- 
tum. But a board meeting on May 24th, to 
take stock of progress after 12 months, 
found TNi's directors still faintly bemused 
about its real contribution in a city domi- 
nated by the big public sector bodies—the 
city council and the Tyne and Wear Devel- 
opment Corporation (TWDC). 

The dilemma of TNI's directors is not 

nique. Many of their counterparts in those 
of Britain's cities where businessmen have 
had a stab at helping with urban renewal are 
facing the same kind of problem. They find 
themselves faced by huge and unfamiliar so- 
cial dislocation. They have no cash of their 
own to back up any partnership with the lo- 
cal authority. Two founding members of the 
TNI board work for the branches of compa- 
nies headquartered elsewhere and have 
moved on themselves. Mr Hall, locally based 
and self-made, frequently threatens resigna- 
tion: with £300m to put together for a busi- 
ness development he is planning in the area, 
he is short of free time. Other successful 
businessmen— potential city fathers—think 
it more important to build their businesses 
than their city. 

Central government, in the guise of the 
TWDC, is therefore doing most of the re- 
development. The government thinks that 
the state should merely prime the pump for 

ivate investment in depressed areas. So 
e TWDC gets millions of pounds a year to 
clean up the land and, with luck, turn it into 

















The northern difference 

















North Britain 
GDP per head, £, 1987 5,389 6,059 
Unemployment rate, %, 1989 
Male 12.7 8.0 
Female 65 45 
Total 10.2 6.5 
House prices, average, £ 
First quarter 1989 38,283 60,180 
Second quarter 1984 23,913 29,614 
Politics: General election, 1987 
% voting Conservative 28.2 42.3 
% voting Labour 51.5 30.8 
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Crime 
Offences per 100,000 pop, 1986 9,648 7,764* 
Increase in offences, 9e, 1981-86 41.6 28.1 


*England Sources: Central Statistica’ Office; Department of Employment 
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Busy, modern Mr Hall: 





prime, developable waterfront sites. 

But urban development corporations 
like the TWDC have problems of their own. 
Over the past five years the government has 
taken money away from local—usually La- 
bour-controlled—councils in the cities, and 
has given money to the centrally controlled 
development corporations. Though the cor- 
porations have the cash, they need the co- 
operation of the councils to spend it. 
Tribalism lives 
Newcastle's Labour-controlled council and 
the TWDC get on pretty well. This is partly 
because the corporation is run by a Scots- 
man as attached to the area as any local; and 
partly because the council, led by a shrewd 
solicitor, Mr Jeremy Beecham, is pragmatic 
enough to boast that Mr Kenneth Baker, 
the education secretary, once called this “a 
city one can do business with". The council 
accepts that the area's heavy industries are 
gone, never to return. It accepts that it 
needs any help it can get to drag itself into 
the future. 

Wearside has been more difficult: Sun- 
derland's harder-left council still harks back 
to the golden age of shipbuilding and other 
heavy industry. It dislikes the TwDC’s em- 
phasis on offices and posh homes. Gates- 
head, just across the river from Newcastle, 
and ever resentful of its richer neighbour, 
has refused to take any part in the develop- 
ment corporation. 

The rivalry between these towns staring 
balefully at each other over the Tyne is 
symptomatic of a tribalism that would else- 
where be quaint. In fact, it impoverishes the 
area and fosters unemployment. Geordies 
(the inhabitants of Newcastle) regard Gates- 
head rather as Londoners regard France, 
while Sunderland is somewhere near Yugo- 
slavia. Men who live in the estates built 
along the rivers to provide fodder for the 
shipyards are used to having jobs within 


at home with the new north 
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walking distance; they are not scouring the 
area for work. These estates, where male un- 
employment ranges up to 7096, surround 
the TWDC's projected riverside develop- 
ments. It is an uncomfortable mixture of 
old-style deprivation and upmarket 
consumerism, 

Certainly, many of the young are look- 
ing around for work. On Mondays and Fri- 
days, InterCity trains are packed with peo- 
ple commuting to and from the labour- 
starved south. Growing female employment 
in clothing, food and high-tech companies 
helps to make up family incomes—and, as 
the installation of nappy-changing facilities 
in the men’s lavatories at the MetroCentre 
suggests, is transforming a macho society. 
But there remains a sad lump of middle-aged 
men with out-of-date skills and of untrained 
youths passing empty days in crumbling es- 
tates with high crime rates. 

The surge of business growth has so far 
failed to suck in these people partly because 
it is remarkable more for its newness t 
for its size or dynamism. Newcastle’s entre- 
preneurial culture is still in its infancy. Even 
its keenest champions admit that local busi- 
nessmen's horizons are still narrow. They 
are used to dependence. In the past, local 
industries depended on government con- 
tracts; now the new small businesses depend 
on local giants like Nissan and Northern En- 
gineering Industries. They are reluctant to 
tout for business outside the north-east, let 
alone on the continent. 

They are also slow to innovate. 
Tyneside has a big clothing industry, so the 
polytechnic thought it would start up a top- 
notch design centre. Local businesses could 
add more value than is possible on a Marks 
and Spencer shirt. It has been a failure. The 
design centre is excellent, both in equip- 
ment and in the talent of those who work 
there. But most local businesses, preferring 
their secure rut, have failed to pick up what 


65 














BRITAIN 


it offers. 

With the exception of Mr Hall, the 
north-east's new businessmen do not seem 
hungry. They dream not about the unlisted 
securities market but about a new Mercedes, 


~ anice house and a place for their children at 


te. 


a public school. Their aspirations are 
homely. "They don't want yachts,” says a 
foreign manager working in the area, “and 
they don’t want to be gentry. You can see 
the new millionaires at football on Saturday, 
looking like everybody else." He cites an 


older success, Mr Ralph Iley, joint managing 


director of the Cookson Group: his 


passions are keeping pigeons and growing 
competition leeks, a curious north-eastern 
obsession. 

Perhaps Tynesiders should be hoping 
that their entrepreneurs will get hungrier in 
time. The regional grants are drying up. 
True, the Nissans and Komatsus look more 
solid than their predecessor branch plants 
of the 1960s, but they might always go away 
in the next recession. It is the local men that 
the north-east must look to; it is their ambi- 
tions that will create the sort of jobs the area 
can rely upon. The most promising sign for 
the future is the glint of envious admiration 
in the eyes of those who talk of Mr Hall. 





Electricity privatisation 


The hard sell 


AY was a miserable month for a gov- 

ernment which intends, starting next 
year, to flog Britain's electricity-supply in- 
dustry to an unsuspecting public. Even with- 
out hiccoughs, nuclear power was always go- 
ing to be the hardest part of the deal to 
close. Hiccoughs there have been aplenty. 
The latest was a claim by Time Out, a Lon- 
don magazine, that Britain’s advanced gas- 
cooled reactors (AGRs) might have to be 
closed because of an impending shortage of 
Storage capacity for radioactive spent fuel 
rods. The industry could only shuffle its feet 
and look embarrassed. 

With hindsight, mumbled the Central 
Electricity Generating Board (CEGB), there 
might have been better ways to store the 
stuff than under water. And, yes, if storage 
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at British Nuclear Fuels' Sellafield plant was 


disrupted by regulatory action or reprocess- 
ing backlogs—by no means impossible in 
the early-to-mid 1990s—AGRs might have to 
close. 

That would cause power cuts. It could 
also hand a bill for anything up to £1 billion 
to the future shareholders in National 
Power, which after privatisation will take 
over two-thirds of the CEGB’s assets (includ- 
ing all its nuclear stations), and in the soon- 
to-be privatised South of Scotland Electric- 
ity Board. Meanwhile the AGrs will go on 
operating as before: erratically. Their unreli- 
ability may even be helpful—at least when 
they are not working they do not generate 
spent fuel. 

But the most gripping nuclear sub-plot 
in the electricity privatisation drama is being 
enacted behind the scenes. By the time its 
sale prospectus is published, National Power 
will have set aside more than £4 billion to 
pay for future nuclear costs such as fuel re- 
processing and decommissioning of power 
stations. In the government's privatisation 
legislation a further £2' billion of taxpay- 
ers' cash is promised as well. 

Will all this be enough to cover 
nuclear's hard-to-quantify future bills (like 
new spent-fuel-rod storage capacity), some 
of which will arise 100 years in the future? 
National Power doubts it, and is deep in ne- 
gotiation with the Department of Energy to 
extract more cash and guarantees. Think of 
its liabilities: seven Magnox nuclear sta- 
tions, all of which will have to be closed 
down by 2002; five unreliable AGR power 
stations; four costly (no one knows quite 
how costly) pressurised-water power stations 
still to be built. Worse, what if a future gov- 
ernment or regulator orders changes in nu- 
clear safety standards, or judges that AGRs 
must be closed down after 20 vears instead 
of their estimated 25-30 year lifespan? In 
short, shareholders are in for a risky ride. 

While National Power is not looking for 
a blank cheque, it is taking a tough line with 
the government. Negotiations are scheduled 
to close by the end of June. At present, that 
deadline looks tight. The government now 
says "we have done enough”: but if it wants 
National Power to slip smoothly into private 
ownership, it still has more concessions to 
make. 

A deal will be hammered out: there is no 
truth in scare stories that the government is 
considering a drastic about-turn that would 
leave nuclear power in state ownership. But 
the next, and equally disturbing problem 
will haunt the early vears of electricity's pri- 
vate life. This turns on whether the govern- 
ment's subsidies to the nuclear business, 
and the consequent nuclear tax which will 
be charged to consumers, are in breach of 
European Community competition law. 

Articles 86 and 87 of the Treaty of 
Rome, which seek fully competitive trade 
between companies in different countries in 
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Littlechild, big daddy of RPI-X 





the Community, could prove trouble 

some—especially when a single European 
market in energy becomes a reality in 1992. 
Electricité de France, keen to supply some of 
Britain's 12 electricity-distribution compa- 
nies with more nuclear power after their pri- 
vatisation, will be reading its European com- 
petition law. And perhaps National Power's 
privatisation prospectus should warn poten- 
tial shareholders that any company in 
breach of Community competition laws is li- 
able to be fined as much as 10% of its annual 
turnover. 

None of this will ease the lot of Profes- 
sor Stephen Littlechild, who was appointed 
the electricity industry's regulator on May 
22nd. Mr Littlechild, currently head of in- 
dustrial economics and business studies at 
the University of Birmingham, has already 
flown into political flak. Mr Tony Blair, 
Labour's energy spokesman, has accused the 
government of making a political appoint- 
ment—in the past Mr Littlechild has c] 
as adviser to the government on the sale o 
British Telecom as well as the planned sale 
of both water and electricity. He has also 
penned a few radical papers on privatisation 
and—a busy man, he—is credited with the 
invention of the RPI-X formula now used to 
regulate privatised utilities' prices. 

As director-general of Offer, the Office 
of Electricity Regulation, Mr Littlechild's 
job will not be easy. He and his staff of up to 
250 will regulate 17 companies, protecting 
consumers, promoting competition, regulat- 
ing licences, fixing prices, settling disputes 
and so on, and on. Sir Bryan Carsberg, Brit- 
ish Telecom’s regulator, and Mr James 
McKinnon, British Gas's watchdog, have 
been able to do their (rather easier) jobs un- 
tainted by party-political controversy. Mr 
Littlechild's appointment is more contro- 
versial than theirs. He will probably not be 
so lucky. 
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SINCE 1735 THERE HAS NEVER BEEN 
A QUARTZ BLANCPAIN WATCH. AND THERE NEVER WILL BE. 


1735 


BLANCPAIN 


Selfwinding with second hand 
and date 


Each watch is assembled, polished and 
finished by hand by the individual watch- 
maker. 


Only about a dozen watches, each indi- 





There is still no Blancpain “collection” as vidually signed and numbered, daily 
such. The same case houses each of the leave the workshops of Blancpain — the 
Six “masterpieces” of the art of watch- oldest watch name not only in Switzer- 
making developed by Blancpain. land, but also in the world. 


Available in London 
Carringtons, Mappin & Webb, David Morris, Garrard, London Hilton Jewellers, Watches of Switzerland, The Watch Gallery, Tyme and: 
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Fresno MONTE-CARLO Buccellan. Van Hubrecht Information from. Blancpain SA - CH-1348 Le Brassus - Switzerland - Tx 459 420 Tet, 01041-21 845 40 92 
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The nail-biters 




























































on the cabinet. Yet matters may be 
.more interesting in junior ministerial 
-grades. For many Conservative MPs, this 
:year is their final shot at preferment. 

. Those who entered the House before 
.1979 have had their chance and either 
taken or lost it. This summer's nail-biting 
. is in the classes of '79 and '83. The 1979 
-. lot so far boasts one cabinet minister, 17 
junior ministers and four whips—a good 
bag by any post-war standard. There are 
fewer superstars among those who came 
nto the House of Commons in the 1983 
indslide, but about one-fifth of that in- 
ake have already got government jobs. 
None of the 1987 bunch has yet been pro- 


Waddington's powerful eye 


ioted, but some will be this year. 
- The main power of patronage lies in 
the whips' office, and particularly with the 
Chief whip, Mr David Waddington. His 
assistants know, and make it their busi- 
ness to know, everything that goes on in 
an MP's public and private life. The chief 
whip has long had the right to recom- 
> mend to the prime minister all ministerial 
posts outside the cabinet; Mr Wadding- 
ton also nominates the unpaid parliamen- 
tary private secretaries. 

Ambitious members of the class of 
||. 1987 have thus been trying to catch his 
|. eye. The vintage is thought by some senior 
-. MPs to be a bit sharp, with more than the 
` odd corked bottle. Still, some have been 

noted—among them the following nine. 
. A Norfolk farmer, Mrs Gillian 
© Shephard, is top of the class. Other 
- favourites include Mr James Arbuthnot, 
¿can Etonian barrister, and Mr Nicholas 
. Bennett, whose great-grandfather led the 
. 1889 London dock strike. Two former 


ESHUFFLE gossip is concentrating - 


Tory back-room boys—Mr Tim Boswell 


and Mr James Cran-—have made the 
grade. So have Mr David Curry and Mr 
David Davis, who led this year’s fight 
against the dock-labour scheme. Mr John 
Redwood, who was the head of the prime 


minister's policy unit, is thought by his 


peers to be a bit of a groveller; but the 
prime minister still likes him. Our 
favourite? Mr Steve Norris, a Liverpud- 


^ lian car dealer who lost his Oxford seat in 


1987, but won the Epping Forest by-elec- 
tion last year, and whose second maiden 
speech (as he put it) on official secrets was 
both funny and brave. 


Unsovereign lady 


HE may have spent time at the Bar, but 
Margaret Thatcher is a better politi- 


cian than lawyer. That explains why her 


defence of British "sovereignty" against 
European incursions is so muddled. Not 
that she is alone; few modern politicians 
seem to understand what sovereignty 
means. 

Mrs Thatcher uses the word in two dis- 
tinct ways. First, she speaks of the "inde- 


.pendent sovereign state". By this she 


seems to mean a nation able to conduct all 
its affairs without interference from any- 
one else; which is the kind of nation she 


. likes. But this kind of sovereignty is not a 
matter of black or white. Is Hungary a sov- 
ereign state? Is Finland? Is the United 


una The prime minister might say 
"no' to the first two, and "yes" to the 
third yet America’s sovereignty is pa- 
tently not limitless. The ninth amend- 
ment to the constitution states that pow- 
ers not granted to the federal government 
by the constitution are “reserved to the 
states, or to the people" 

The only sensible answer to the ques- 
tion, “is utopia a sovereign state?” is 
“yes—in parts”, as Britain should know. 
A nation committed to free trade, as Brit- 
ain has long said it is, implicitly accepts 
limitations on its power; it chooses not to 
conduct economic activity in which it 
does not have a comparative advantage. 
When the commitment to free trade is 
formalised in a treaty, the implicit limita- 
tion of sovereign power is made explicit 
for as long as the treaty has force. 

On those grounds alone, Britain made 
a formal grant of sovereignty when it 
signed the Treaty of Rome. But matters do 
not stop there, for the European Commu- 
nity is not just a collection of nations. It 
has its own law-making powers, its own 
executive, its own court. In the words ofa 


seminal 1963 judgment in the European. 
.. Court "the Community constitutes a new 


| thelaw is indeed law. - 


Mem ie X he. states have limited 
their sovereign. rights, albeit within lim- 


` ited fields." 


Nationalists argue ee ee is no 
good reason why Britain should. accept as 
gospel whatever the European Court says. 
They are mistaken: the doctrine of limited 
sovereignty is a doctrine of British law, 
too. By the European Communities Act, 
passed by Parliament in 1972, questions 
of European law (including. questions of 
the Community's constitutional law) are 
to be decided either. by the European 
Court, or by British courts in accordance 
with what the European Court has said. 
The European Court has'said that mem- 
bership of the Community limits the sov- 
ereignty of nation states, so that is British 
law too, DE 

The second * sense in which Mrs 
Thatcher uses sovereignty is in the term 

"the sovereignty of Parliament", which 
she is dedicated to defe nding. In its classic 
sense, this has a precise legal meaning. 
Parliament can do anything cept bind 
its successors; and what Parl ment says is 


















But here too EEC membership has con- 


sequences for sovereignty. The Act of 


1972 incorporated Community law into 
British law, and purported to make future 
British statutes subject to that law. In 
strict doctrine this was impo e be- 
cause it meant that the 1972 parl iament 








was binding its successors Ye 


have had little doctrinal differ 
Act. They have bent°over back 
interpret British law so that it is consistent 
with Community law. Most constitutional 
lawyers have long since accepted that so 
long as Britain remains a part of the Com- 
munity, strict psclamentey sovereignty is 
dead. 


“So long as Britain remains a part of ^ 


the Community" is the key clause. Britain 
might enjoy untrammelled sovereignty if 
it were to withdraw from the EEC—al- 
though, to be consistent, it might also 
have to leave any other supranational 
organísations it belonged to. 

But so long as it retains its member- 
ship, Britain will continue to cede the 
Community some sovereignty. It does not 
follow that the government is bound to 
accept the terms of the Delors committee 
on economic and monetary union. Taken 
literally, those terms imply a federal Euro- 
pean state, whose federal government 
would have more powers than the one in 
Washington. What is not legitimate, ex- 
cept in politician-speak, is to suggest that 
future developments of the Community 
would mean a loss of British sovereignty 
whereas events to date have not. That ar- 


uat comes s17 years t too Tate. 
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Smoot-Hawley, again 


s | The phoney trade war be- 
^j tween America E Japan 


| looked nastily real. Japan, 
-along with Brazil and India, is 
^ now officially an “unfair 
. trader”, Super 301, a provi- 
-sion in America’s trade act, 
gives an offender up to 18 
months to mend its ways be- 
fore America retaliates. Japan 
—| thinks the act violates the 

‘| GATT. Americ a e repre- 





talks been A two coun- 


tries need not be called Super 
301 talks. 


The OECD reckons that annual 
growth in rich countries’ GNP 
will slow from 31476 in 1989 
next year. But its lat- 
; d about rising 

| inflation (now an average 

- 4.596) and the still- huge imbal- 

ances in countries’ current ac- 

counts, 





Read all about it 





Wall Street rumour-mongers 
said that a bid for America’s 
leading magazine publisher, 
Time Inc, was imminent: one 
motive would be to torpedo its 
proposed merger with Warner 
Communications which will 


- |. create the world's biggest me- 


| dia company. No comment, 
. said Time. 


Britain’ s media magnates re- 


shuffled th their cards. Reed In- 


| his 50% stake from the Italian 


ternational bought Indepen- 
dent Television Publications, 
the publisher of the TV 
Times, for up to £141m 
($224m). Robert Maxwell is 
selling the British printing in- 
terests of Maxwell Communi- 
cations, his. publicly quoted 
publishing. company, to his 
privately owned Mirror group 


for £270m._ 





Steven Spielberg s "Indiana 
Jones and the Last Cru- 
sade" became the first movie 
to sell over $10m-worth of 


tickets on a single day. 


People 





Jack Kuehler was named as 


president of IBM: an engineer, 
he should add some technical 
clout to the American com- 


puter company's management. 


Maurizio Gucci became 
chairman of the eponymous 
Italian luxury-goods company. 
Mr Gucci, who last year was 
convicted of attempted fraud, 
recently regained control of 


government, which had taken 
the shares as part of a tax dis- 
pute. The other half of the 
former saddle-maker belongs 
to Investcorp, a Bahrain-based 
investment company. 


Horsing around 





Is the fast-food market frag- 
menting or just becoming 
more honest? France's 
Normande de Viande de 
Courtage introduced the 
"hippoburger', the first 
cook-it-yourself equine burger. 


Britain's Ranks Hovis 
McDougall put its 14.9% 
stake in Goodman Fielder 
Wattie up for sale: the odds 
are that it will end up in pred- 
atory hands. After a compli- 
cated year when both food 
companies bid for each other, 
neither looks safe. GFW re- 
cently sold its 29.996 stake in 
RHM to an investment group, 


led by Sir James Goldsmith. 


Isosceles, a company formed 
by dissatisfied institutional 
shareholders to bid for Gate- 
way, increased its offer for 
Britain's third-biggest food re- 
tailer to £1.87 billion ($3 bil- 


lion). That is still too little ac- 


cording to Gateway. 


Nearly four years after the 
price of tin collapsed, the 
London Metal Exchange re- 
launched its tin futures con- 
tract. Some LME members still 
grumble that they are owed 
$800m by the International 
Tin Council, a producers' 
cartel. 
























































If pork-belly futures can be. 
traded, why not electronic. 
chips? Traders at the Pacific: 
Stock Exchange in San Fri 
cisco want to introduce a. 
“Dram futures contract”, 
based on the $6 bill llion-worth 
of worldwide sales of dynamic 
random access memory chips. _ 


Chicago's two biggest com- — 
modities markets are coming | 
closer together. The Mercan 
tile Exchange and the Board 
of Trade agreed to combin 

their after-hours future 
ing on one electronic syste: 





Big in Japan 


Japan's big "city" (or nationa 
commercial) banks all had an 
impressive surge in post-tax 
profits, but only because of 
gains from securities sales: 

profits from their basic bank- 
ing business, not helped by 
the need to modernise their 
branches, were 3% lower. 


NEC, the world’s biggest 
maker of semiconductors, re- 
ported pre-tax profits of x13 E 
billion ($1 billion) for the year 
ending March. The results 
close to double the previous 
year's—were helped by com - 
tinuing strong demand for 
computers and photocopiers. 


Price cutting for long-distance 
telephone calls led to lower ~ 
profits at Nippon Telegraph 
and Telephone. For the yea 
ending in March, the world's. 

biggest company posted pre- 
tax profits of 425.9 billion . 
($3.3 billion)—1496 lower 


than the previous year. 
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($A million. | 


1987 1988 1989 1987 1988 1989 (7 0987 1988 
year ended March | 


| Profitaftertax | Earnings per share | Dividends yer eurem 


CSR Limited, one of Australia's largest public companies, is a major i EIN v 
and construction materials company supplying quarrying and concret 


plasterboard, bricks and roof tiles, insulation and timber products Ing iding softwood sawn 
timber, particleboard panels and laminates. CSR is wellplaced: to farther develop its 
building materials activities, both in Australia and im Tyort 1 Ameriga, the U: Europe. 
CSR is also a major sugar miller and refin id | omae iis 
investments. | Aa 












































brilliant BMW 


BONN 


S of the world’s leading motor com- 
panies have decided that their future lies 
in diversification. General Motors bought 
Hughes Aerospace; Chrysler took over 
Gulfstream, an executive-jet maker; and, go- 
ing the other way, British Aerospace has 
bought the Rover car group. But diversifica- 
tion already has a patchy record and, for car- 
jakers, it may yet turn out to be a big mis- 
hke. One of the boldest diversifiers has 
been West Germany's Daimler-Benz, maker 
of Mercedes cars. Daimler’s move into other 
businesses may have been too bold, judging 
by its poor showing against its German arch- 
rival Bayerische Motoren Werke (BMW), a 
company that has stuck steadfastly to mak- 
ing what it makes brilliantly, cars. 
Apparently distracted. by Daimler's 
huge array of businesses, the group's manag- 
ers are struggling to hold its share of the 
; fiercely competitive West German market 
for luxury cars. BMW, meanwhile, is thriving. 
* Qn May 3lst the Munich-based firm re- 
> ported what it called "remarkable" figures 
for the first four months of this year. Turn- 
“over rose 23% to DM8.9 billion ($4.5 bil- 
- lion) and production is expected to increase 
to more than 500,000 cars this year, com- 
ared with 485,000 in 1988. Better yet, its 
are of the German car market continued 
e up, reaching 7% compared with 












Diverse Daimler versus 
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6.5% last year and 5% in 1987. 

Daimler, once almost exclusively a vehi- 
cle-builder, began its diversification lavishly 
in the mid-1980s. It bought the 50% it did 
not already own of MTU, an aircraft-engine 
maker. Then it took a majority stake in Dor- 
nier, an aerospace concern, and AEG, an 
electricals company, to make itself West 
Germany's biggest industrial company. 

Now Daimler is battling to take control 
of Messerschmitt-Bólkow Blohm (map), Ger- 
many s largest aerospace business. Success is 
likely despite grumbling from the govern- 
ment (which at first was keen on the deal but 
has since got cold feet) and objections from 
the federal cartel office. 

` Like other diversifiers, Daimler says it 
has two main aims. One is to acquire tech- 
nological expertise in other fields that will 
help it in its own. The other is to avoid ex- 
cessive dependence on one market. The the- 
ory is that the markets for cars and aero- 
space are unlikely to turn down at the same 
time. The arguments sound plausible, bur 
consider the following. 

Last year, in the face of flagging de- 
mand, Daimler cut its car output by 6296 to 
560,000. New Mercedes registrations fell in 
West Germany for the second year in a row, 
although the company's share of the car 
market rose by 0.1% to 10.2% (compared 





vith a peak of well over 11% in 1985), 


Daimler blames the setback mainly « 
falling demand for diesel-engined ca 
which it feels are unjustly thought to. 
harmful to the environment. But there : 
other causes too. The company has been t 
slow-—especially in comparison with BMW. 
updating some models, and has had n 
technical problems with the new ones it 
unveiled. Other car firms before now 
had problems, but Daimler has an especia 
precious image to protect. Nor, despite. 
huge cash reserves and still-strong ear 
power, can it afford to see the car side of it 
business flag for long. Cars accounted: 
43% of Daimler's DM73 billion sales last. 
year and the vast majority of its DMI. bil- 
lion net profit. 

Daimler's problems in its core busi es 
have coincided with its drive to diversif 
which has tied up its executives and cai 
uneasiness among the labour force. 
Daimlerites insist there is no direct con 
tion between the two. But look at the re 
showing of the more single-minded BMW,. 
ing after similar upmarket customers. — 

Last year, in contrast to Daimler, BN 
raised production by around 5%. Its dom 
tic registrations soared by more than a 
and it gained market share. This year it! 
continued to grow. The. reason for the co 
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Actually, | drive a Lexus... 


NOOTY European luxury-carmakers 
never gave a passing thought to the 
| Japanese as rivals in the top end of the car 
market, where a prestige name, as much as 
engineering excellence, commands fancy 

prices. Surely nobody would trade in a 
| BMW for a Toyota? Well ves, in fact, they 
| might. 

At a Toyota car plant near Nagoya in 
Japan the Ls400 has just gone into produc- 
tion. It will go on sale in America in Sep- 
| tember with a likely price tag of around 
| $35,000, a little less than a BMW 525i. The 
| LS400 is the most sophisticated and luxuri- 
ous car Tovota has ever built. 

But the 15400 will not be called a 
Toyota. Instead it will be sold as a 
“Lexus”. By the end of the year Toyota 
| aims to have about 100 Lexus dealers in 
| America, operating with separate show- 
| rooms. Nissan too is setting up new deal- 
| erships for its luxury brand, called Infiniti. 
| The first Infiniti, the Q45, is due to be 
| launched in the United States in Novem- 
| ber and could cost some $40,000, just un- 
| der what American customers pay for a 

Mercedes 300e. 
Toyota aims to sell 16,000 Lexus cars 
in America this year, and next year more 

than 70,000. Nissan expects sales of the 
| Q45 to exceed 30,000 in 1990. Bmw sold 
| 73,400 cars in America last year and 
| Mercedes 83,700. Can the Japanese really 





pany's sudden surge in West Germany was 
the booming sale of its new middle-of-the- 
range 500 series, itself coming a year or so 
after the thumping success of a new limou- 
sine in its top-of-the-line 700 series of cars, 
which a lot of wealthy Germans now prefer 
to the elderly-looking Mercedes “S” model. 
BMW has supplemented its design and engi- 
neering skill with a clever marketing cam- 
paign which has persuaded customers they 
can be exclusive and sporty at the same 
time. 

BMW has diversified too, but nothing 
like as much as Daimler. Its main targets 
have been smallish high-tech businesses 
whose performance, good or bad (there 
have been some duds), makes relatively little 
impact on the parent concern. Why the dif- 
ferent strategy? The answer has much to do 
with Mr Eberhard von Kuenheim, the East 
Prussian-born chief executive who has run 
BMW like an absolute monarch for almost 
two decades. 

Mr von Kuenheim has stayed unchal- 
lenged at the top for so long partly because 
of his uncanny sense for what the market 
will want next; partly because of his close re- 
lations with the heirs of the late Herbert 
Quandt, who hold an estimated 6096 of 


72 








accelerate into the fast lane so quickly? 
Honda's experience suggests that they 
can. Honda began selling its upmarket 
Acura models in America in 1986. Last 
year it sold more than 70,000 Acura Leg- 
ends, priced from $23,000 to $31,000— 
about the same as a BMW 325i. 

Honda reckons Acura has won a lot of 
customers who had been considering buy- 
ing an imported luxury European car for 
the first time. With a new Acura N&X 
sports car due to be launched in America 
next year, priced at around $50,000, 
Acura might start poaching customers 
from Jaguar, Porsche and Lotus as well. 

The Lexus and Infiniti cars aim to offer 





...oran Infiniti 


BMW's shares. His priority has always been 
to make better cars (and motorcycles), not 
look for new worlds to conquer. Because of 
his success, the Quandts have been happy to 
give him a free rein and to stick with their 
massive investment, despite repeated ru- 
mours over the years they are about to sell. 

Mr von Kuenheim has eyed (and still 
eyes) biggish non-vehicle acquisitions from 
time to time. A few years ago he considered 
buying into MBB, as Daimler now wants to 
do. But he dropped the idea because he felt 
MBB's complex ownership structure (which 
includes big holdings by several of Germa- 
ny's state governments) would make firm 
management impossible. 

That did not bother Daimler's boss, Mr 
Edzard Reuter, the company's former fi- 
nance chief and architect of its diversifica- 
tion strategy. In 1987 he took over the top 
job from Mr Werner Breitschwerdt, a bril- 
liant car engineer who was reluctant to steer 
Daimler into new fields. Mr Reuter was 
backed by Mr Alfred Herrhausen, head of 
Deutsche Bank, which is Daimler's biggest 
shareholder with a 28.196 stake. Mr 
Herrhausen is a bold diversifier in his own 
field of finance and hence a natural ally for 
Mr Reuter. The two stand, and may possibly 


better value for money than competing 
cars from BMW and Mercedes. But, to win 
customers who already drive luxury Euro- 
pean models, Japanese manufacturers will 
have to do more than that. Quality and | 
reliability are not a problem; in America | 
Japanese cars already have the best reputa- | 
tions for both. What they need now isa | 
posh image. The Japanese will tackle the | 
problem head-on. Instead of mimicking 
snooty European images, the Japanese in- 
tend to turn “made in Japan”, once a syn- 
onym for cheap and cheerful, into a guar- 
antee of classy styling. Infiniti dealers will | 
decorate their showrooms to reflect the | 
spare elegance of traditional Japanese 
houses—complete with shoji paper 
a behind which customers can close 

a deal. 


fall, together. 

Daimler is not taking the BMW challeng: 
lying down. Stung by accusations that it ha: 
become stodgy, it now aims to introduce i 
new car model every year. Roughly 7596 o 
its planned investment of DM30 billior 
over the next five years will go to its yenid 
divisions. At BMW headquarters in Munic 
managers still reckon their main challeng 
will come from their Daimler neighbours ir 
Stuttgart despite growing pressure on botl 
companies from the Japanese (see box). 

Even without the Japanese threat, ther 
is a widespread feeling that Daimler migh 
prove to have bitten off more than it cai 
chew with MBB. Including Map, the Daimle 
group would have annual sales of more thai 
DM80 billion (around 4% of West Germa 
nys GNP) and 380,000 employees. Th 
group will be too big and too diverse, critic 
argue, for the men who run Daimler to kee| 
proper control of it. Even within Daimle 
there are fears that the group's growing im 
portance as a maker of military hardwar 
may further scratch its image as a prestige 
car builder. A takeover of MBB would in 
crease that military role still further. Mr voi 
Kuenheim would weep no tears. 
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WITH HALIFAX JERSEY-BASED INVESTMENT 
YOU DON’T HAVE TO BOTTLE YOUR MONEY UP 


Investing overseas needn't mean waving 
~bon voyage to your money for a fixed period. 
=-= With HALIFAX DEPOSIT INTERNATIONAL 
it’s a breeze to get at. 

There is no minimum time limit on 
your investment and you can have instant 
access with no penalties. 
$ You can even have U.K. standing 

orders, direct debits and monthly interest. 

Being the Halifax you can expect highly 

competitive interest rates, and being Jersey- 
based you can get interest with no tax deducted. 







—— eS Lagu 7 0 ~ a : 1 4 
SS hla — = Your sterling investment can start with a minimum 
€ : — €— aan —Q 
— r ——— — - of £1,000 at the substantial rate of 11.0095. 


From there the interest rate automatically rises on the 
whole investment as vour balance steps up as follows:- 


AMOUNT £1,000+ £25,000+ 


INTEREST RATE | 11.00% | 12.00% 
I —Á— EE [Luce — on 





C.A.R.’ | 1130% 12.36% 





Interest rates may vary so you can call our Halifax Jersey 
Hotline on (0) 554 59840 for up to the minute information. 

To qualify for this great investment Opportunity you 
have to be not ordinarily resident in the U.K. If you qualify 
and would like to open an account, simply send us a cheque 
with the completed coupon below. 

It could be your first step to a whole new investment 
opportunity. One worth opening a bottle or two to celebrate. 


I/We enclose a cheque/money draft No. 


for A (minimum deposit £1,000). 
I/We are not ordinarily resident in the U.K. Please send the declaration form 
for the payment of gross interest. L/We would like the interest to be: 

Added to balance Paid half-vearly[ ] Paid monthly [ ] 








Full Name Title 
Address 
Nationality Tel No 


This sum is being invested in HALIFAX DEPOSIT INTERNATIONAL by me/ 
us as sole/joint beneficial owner(s), 


Signature Date 


= = 065/003/06 





| THE WORLD'S NO 1 | 
Halifax Building Society, International Investment Unit, Ingouville House, 
Ingouville Lane, St. Helier, Jersey, Channel Islands. 


Interest is paid twice yearly, giving a higher compounded annual rate (C.A.R.*) if left intact for the 
whole year, Copies of the last audited accounts are available on request. Halifax Building Societ y's 
registered office is in Halifax, U.K. Rates are correct at time of going to press. 





We make cars, trucks, aircraft — and 


r/min 2000 4000 6000 





Isn't it strange how one thing just 
leads to another.. 


Transport technology has always 
been a "futures" industry, combining the 
skills of many disciplines. 


The Saab-Scania Group possesses a 
unique breadth of products in the field of 
transport technology. A fact which allows 
knowledge gained in one area to be 
used in others. D 


But that synergy is not just in products. 
Over the last decade the Saab-Scania 
Group's world-wide sales have increased 
each year by an average of 14%, and — 
profits rose by an annual average of 
21%. During that same period more than 
14% of sales was re-invested in sites, 
plant and product development. As a 
result sales in 1988 exceeded SEK 
42,500 m. (US $6.8 billions) and 
consolidated income SEK 3,200 m. 


The Saab-Scania Group profitability 
has enabled us to expand our operations 
and improve competitiveness while 
maintaining a strong financial position. 
Which has led us to where we are today. 





For more information about Saab-Scania and its products please write to: Saab-Scania AB 
Corporate Communications and Public Affairs, S-581 88 Linkóping, Sweden 
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Where it leads us today — our 
innovative approaches to car 
design in areas such as turbo- 
charging, direct ignition Systemms 
and aerodynamics. Involvement in 
space technologies, such as the 
Ariane space program. Today's top 
of the range Saab 9000 CD, the 
new Scania 3 series trucks "Truck 
of the Year" 1989 and the Saab 340 
regular airliner. More comfort, 


more economy, more power, more 
capability. 








aders in specialized transport technology 






Concorde jetliners and chil- 


dren’s dirt bikes would be in 


for rough landings were it not for 


Akzo’s Crystex insoluble sulfur. 
Crystex additives make high 


performance radial tires pos- 


sible and toughen rubber so it 
can bounce back into shape again 
and again. 

As a matter of fact, without 
our products the tires on a 


Concorde’s landing gear would 


need replacement after every 
touch - down. Invisible on the 

finished product but essential 
to its performance — as are the 
industrial fibers from Akzo that 


toughen the same tires - Crystex 


products are just a class 
ample of one of Akzo's ı 
activities: turning commo 
into specialties. 

Akzo's specialty chei 


are also an unseen yet ess 





ponent in modern papers, 


, detergents, fabric soften- 


Paints, medicines, synthetic 


%, computer chips, insecti- 
, adhesives and hundreds of 


r items. We've developed 


nearly all of these applications 
in close cooperation with our 
clients. Many are based on the 
more than 20,000 patents award- 
ed to our researchers. 


Akzo. We're 70,000 people in 


50 countries, active in chemicals, 

fibers, coatings and health care. 
For further information: 

(31) 8566 36 33. Akzo nv, 

PO. Box 9300, 6800 SB Arnhem, 


the Netherlands. 








*! pdating passbooks is one of the most time- consuming front office procedures 
in retail banking. œ So the Hongkong and Shanghai Banking Corporation decided to 
provide their customers with the means to “do it themselves" in a matter of seconds. 
In the course of 1989, hundreds of "customer-friendly" self-service passbook 
terminals, developed by Philips, will be installed in HongkongBank branches 
throughout Hong Kong. » It is part of a unique customer service programme that will 
eventually extend to all overseas branches where passbook savings accounts are 
offered. B The Bank also chose our background music, audio systems, can . 


telephony and portable radio for its high-tech, high-rise headquarters in Hong Kong, 


YOU CAN BANK ON PHILIPS FO 


BANCO DE CREDITO, LIMA - PERU. ARCHITECT: ARQUITECTONICA - 
BERNARDO FORT.BRESCIA/LAURINDA SPEAR. PHOTO: TIMOTHY HURSLEY 





THE HONGKONG AND SHANGHAI BANK, 
HONG KONG, ARCHITECT: NORMAN FOSTER. 


USTOMER-FRIENDLY TECHNOLOGY. 





and our cash dispensers and ATM’s for many of its branches. >>> In South America 
too, customers and staff alike can bank on Philips technology. œ We designed all the 
general, decorative and special lighting for the magnificent headquarters of Banco de 
e. us in Lima, Peru. We also installed a conference system for the boardroom and 
a background music network, featuring "selective zone" paging and public address, 


throughout the entire building. BP You will find Philips customer-friendly technology 


used by leading banks, building societies and insurance companies the world over. > 


PHILIPS, THE SURE SIGN OF EXPERTISE WORLDWIDE. 
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Switzerland isn’t exactly one of the 
world’s larger countries. That’s why the Swiss 
had to think big, to think in global terms, right 
from the start. Particularly in insurance and 
finance, fields in which SWISS LIFE is an 
acknowledged international expert. 

We create innovative employee benefit 
plans for multinational companies. Our 
approach is pragmatic, reliable, perfection- 
ist. Not a bad way of defining what we call the 
unique Swiss Life Feeling. And we dema nd no 
less from our Network Partners around the 
world. So that our clients can be confident 
they're with the best in the business. What- 


ever country they're in. They appreciate our 


Head Office: Swiss Life, General Guisan-Quai 40, 8022 Zu rich/Switzerl 
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total commitment to the task and our know- 
how, backed by the worldwide Swiss Life 
Network which lets us pool all your local 
employee benefit plans, to everyone's 
advantage. 

Why not find out more? Contact us at 
Swiss Life's Zurich Headquarters or get in 
touch with vour local Swiss Life Network 


Partner. Think big. Feel good. 
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and, Telephone 411/206 57 97, Telefax 41 1/201 29 77; Argentina: Sud 


Atlantica; Australia: Colonial mutual; Austria: Wiener Stüdtische; Belgium: ZwitserLeven/A.G. Suisses (Swiss Life}; Brazil: lochpe 
Seguradora; Canada: Canada Life; Chile: Renta Nacional; Colombia: Seguros Bolivar; Denmark: PFA Pension/ Statsanstalten; Finland: 
IImarinen; France: Société suisse (Swiss Life); Germany: Schweizerische Rentenanstalt (Swiss Life); Greece: Laiki; Hong Kong: Jardine 
Life; Ireland: Irish Life; Italy: Swiss Life (italia): Japan: Meiji Mutual Life; Korea: Korea Life; Luxembourg: Swiss Life (Luxembourg); 


Malaysia: Asia Life; Mexico: La Comercial; Netherlands: ZwitserLeven (Swiss Life); New Zealand: Colonial mutual; Norway: NKP 
Forsikring; Philippines: Lincain Philippine Life; Portugal: Victoria; Singapore: Asia Life; South Africa: Southern Life; Spain: Swiss Life 
(España); Sweden: Trygg-Hansa: Taiwan; Kus Hua Life; Thailand: Bangkok Life; United Kingdom: Swiss Life; USA: Swiss Life North 
American Services (Advisory Service) / Equicor / The Guardian; Venezuela: La Metropolitana, 
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More pensioners and fewer young workers will change the shape of the 
economies of the industrial countries. How? 


VI HE rapid aging of the populations 
of all industrial countries over the 
next 40 years will be an economic and so- 
cial transformation of vastly greater mag- 


“nitude than the 1970s oil shock or the 


1980s recession. " Thus opens a collection 
of papers* to be published by the Centre 
for Economic Policy Research (CEPR) in 
London this month. Economists used to 
worry about the effects of slow population 
growth in the years before the second 
world war, when the depression helped 
cut the birth rate. In the baby-boom years 
after the war, slow growth was not a prob- 
lem. Now it is back on the agenda. 

Two big changes are taking place. Old 


people are living longer; and young people 


are having smaller families. The change in 
the age structure of the population is hap- 
pening at different speeds in different 
countries. In Britain and West Germany, 
for instance, the proportion of people 


aged 65 and over, relative to those aged 
. between 15 and 64, is already higher than 


it will be in Japan at the turn of the cen- 
tury or in the United States in 2010. But, 
unless birth rates rise dramatically, this 

“old-age dependency ratio” will roughly 
double in the OECD by 2040. 

Two main issues are at stake. What will 
aging do to economic growth? And how 
will it change the way in which the fruits 
of that growth are shared out? 

The first question is harder to answer 
than the second. Economic growth, in a 
slowly expanding population, is likely to 
come mainly through technical change 
which allows each worker to make efh- 


f cient use of a greater stock of capital. But 
- some economists think that technological 


progress is helped by rapid population 
growth (as part-proof they point to the 
simultaneous explosion of Victorian 
birth-rates and inventiveness). Others ar- 
gue that an aging society has an aging 
workforce and that older workers may be 
less mobile and slower to learn new skills. 

If the labour force does not grow and 
the pace of technological change does not 
increase to compensate, what happens? 
Two British economists, Mr John Ermisch 
and Ms Heather Joshi, have drawn atten- 
tion to the experience of France between 
1890 and 1911. Its labour force was rela- 
tively static, and output per head grew no 
faster than in neighbouring Britain or 
Germany where the size of the labour 
force continued to grow. A consequence 
was that half of French savings went into 
foreign investment, compared with a 
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quarter of British and a tenth of German 
savings. In the same way, an increasing 
part of the savings of the elderly industrial 
world may look for higher returns in the 
younger, newly industrialised countries. 
An aging economy needs growth even 
more than a youthful one, because as the 
old-age dependency ratio increases, each 
worker has to share the value of his out- 
put with more elderly people. There are 
only three ways out of this conundrum. 
Workers may give up a larger share of 
their output; or pensioners may accept a 





decline in their living standards relative to 
workers; or more old people may stay in 
the job market for longer, thus simulta- 
neously increasing the number of workers 
and cutting the number of jobless old peo- 
ple who need to be supported. 

The main mechanism through which 
such issues of intergenerational equity 
are resolved is public spending: in all 
industrial countries, the old depend on 
state transfers for the bulk of their in- 


comes and the bulk of the cost of their - 


health care. 

The welfare state, which has so suc- 
cessfully reduced poverty among the old, 
may also be changed radically. This is a 
theme of the CEPR papers, one of which 
argues that the main effect of the modern 
welfare state has been to shift resources 
not so much between rich and poor as be- 
tween generations. This unfairness has 
undermined support for the welfare state. 
In future, state help for the old may in- 
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creasingly be icd. on A diep poor, , rather 
than given to the rich as well. 
Some economists (and many poli 
cians) argue that one way to reduce th 
transfer of resources from young to old is 
to get the old to save more for their own - 
old age. The British government has d 
liberately tried to promote a switch fro 
state to private pensions, partly on these 
grounds, and is now looking hard at the 
possibility of encouraging private insür- 
ance for long-term residential care for the | 
old (on which the Government Economic : 
Service has just published a working pa- 
). Some economists. go further: still, d 
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war over output between young and 
The goods and services consumed by th 
retired will still be part of the output of 
those who are employed. If state pensions 
were phased out. entirely, the capital stock 
would doubtless increase (as private sav- 
ings rose); but the non-productive old 
might well end up consuming just 
same share of current output. | 

How, in practice, will people pay for 
granny? The best bet is to tempt the old 
lady out to work again. Most governments ^ 

will probably reduce the generosity of: 
state pensions. A recent study** looks'at | 
what would happen in Japan (the most - 
rapidly aging big OECD country) and West 
Germany (in future, the oldest one) if the 
age of retirement were raised by two years, 
or if the relative value of state pensions 
were reduced by pegging them to earnings _ 
net of state-pension contributions, rather < 
than to gross earnings. | 

In Japan, each policy would lop more © 
than two percentage points off pension- ar 
contribution rates by 2030; and in West 
Germany around four percentage points. | 
In both countries contribution rates | 
would still be higher (roughly four times - 
as high in Japan; one-and-a-half times as - 
high in West Germany) than in 1990. Nei- 
ther is a solution—but either is 5 better 
than neither. 























"Workers versus Pensioners: intergenerational justice — 
in an ageing world. Edited by Christoph Conrad, Paul - 
Johnson and David Thomson. Manchester University 4 
Press. **Ageing Populations: economic effects and 
implications for public finance. Working Paper 
No.61, orco department of economics and statistics. 
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“HE spectre of the British prime minister 
continues to haunt the European Com- 
ssion. When it met on May 31st to con- 
ler its proposal for a European company 
tute, the commission decided not to pub- 
ish a final version until after the European 
Parliament elections and the Madrid sum- 
t in June. Commissioners are afraid the 
sroposal will enrage Mrs Margaret Thatcher 
ecause it is full of references to one of her 
'urrent bétes noires, workers’ participation. 
- Commissioners have agreed on the con- 
rents of the statute, but not yet its legal ba- 
. They will choose either a regulation 
ed on Article 235 of the Treaty of Rome, 
hich would require unanimous approval in 












































































Council of Ministers; or a combination 
a regulation based on Article 100A, 
h allows majority voting on single-mar- 
matters, together with a directive based 
n Article 54, which also allows majority 
ing to cover the workers’ participation 
lauses. Though EEC regulations can be im- 
mented directly, directives must be 
passed by national parliaments. 

- If che commission were to choose Arti- 
cle 235 and unanimous voting, Mrs 
Thatcher would probably shoot it down. So 
the commission may be tempted to go for 
he majority-voting package, although that 
vould unleash a row with Britain and could 
reate a constitutional crisis. 

The commission says the statute is 
ded for two reasons. First, the current 
iltiplicity of tax and legal regimes in Eu- 
ye creates an unfair burden on companies 
th businesses in several countries. À com- 
sany incorporated under the proposed new 
ropean statute would be subject to just a 
igle code of law. And the statute would 
ake mergers and joint ventures easier. 
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Second, the statute would boost the sin- 
gle market's "social dimension". A Euro- 


| pean company could choose from a menu of 


three models of worker participation: the 
West German one, with workers repre- 
sented on supervisory boards; the French 
one, with separate workers' councils; or any 
other system which is agreed with the 
workforce through collective bargaining. 

The commission claims that many lead- 
ing European companies are keen on the 
statute. But both UNICE, the European Em- 
ployers Federation, and the Round Table 
which represents 40 European chief execu- 
tives, object to the statute's provisions on 
worker participation. Even though the com- 
pany statute is to be voluntary, they fear 
unions might force employers to plump for 
it. Bosses also do not like the fact that only 
those companies incorporating under the 
statute would enjoy the privilege of writing 
off losses in one country against tax in 
another. 

The commission has decided to meet 
this last objection by unveiling a directive in 
the summer which would offer all compa- 
nies in Europe this privilege. (EEC govern- 
ments, however, are not likely to welcome 
this revenue-reducing proposal.) And com- 
missioners now prefer the euphemism "in- 
volvement” to the emotive word "participa- 
tion”, especially when addressing a Briton. 
Under the commission's proposal, compa- 
nies would merely have to inform worker 
representatives of strategic decisions—plant 
closures or alliances—rather than consult- 
ing on day-to-day management. 

Yet the latest version of the proposal is 
in some ways “pinker” than earlier drafts. 
The third worker-participation option— 
leaving it to collective bargaining-—origi- 
nally would have allowed workers to choose 
no participation. But the European Parlia- 
ment feared that managers might bully or 
bribe workers down that road with big wage 
increases. The commission took the parlia- 
ment's point, so the proposal now insists 
there must be some form of worker involve- 
ment. What will Mrs Thatcher say? 


Computer technology 


Land of the 
licensing Sun 


OST entrepreneurs would sooner sell 

their mothers than their technology. 
Not so Sun Microsystems. Through much 
cash, sweat and tears, California’s Sun has 
struggled to create desktop computers em- 
bodying some of the fastest micro- 
processors, flashiest graphics and most-con- 
venient communications software now on 
the market. But instead of guarding its inno- 


. vations, Sun will license vital computer tech- 
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nologies to anybody who wants them— 
friend or foe. Instead of the doom which 
Sun's critics have long predicted, Sun’s 
open-door policy has made it one of Amer 
ca’s fastest-growing computer companies, 
expanding to annual sales of $2 billion in- 
seven years. | 

On May 30th Sun licensed its secrets to 
Japan's Toshiba, a big Japanese electronics 
group and one of the bogeymen of Ameri- 
ca's industry. Doomsayers, and some of 
Sun's rivals, began to speculate that Sun 
might be a charity instead of a business—or 
part of a Japanese conspiracy to crush Amer- 
ican industry. Toshiba, they say, will use the 
technology first to wipe out Sun, then its ri- 
vals in the market for powerful, $10,000- 
40,000 desktop computers called engineer- 
ing workstations, and finally the rest of the 
American small-computer industry. Re- 
markably, the licensing deal does not pro- 
hibit Toshiba from competing directly with 
Sun in any market. 

Not content to aim at the engineering- 
workstation market, where worldwide sales 
total only 300,000 units a year, Toshiba i 





splash in the much larger. personal-com- 
puter market, where worldwide sales total 
over [8m units a year. 

Sun may indeed be among those who 
will feel the heat from this deal. Recently, it 
has tried to move down-market into per- 
sonal computers. Armed with Sun's tech- 
nology, Toshiba could enjoy a hefty advan- 
tage in this market because it already has an 
established network of retail stores selling its 
popular laptop computers, while Sun has so 
far sold its engineering workstations direct 
to the customer. 

Yet Sun reckons that the benefits. of 
sharing its technology far outweigh the 
problems of extra competition. Specifically, 
it reckons the advantages of sharing include: 
€ Familiarity. Proprietary technologies 
make customers nervous. Such technologies 
are unfamiliar. They are often hard to mod- 
ify to meet a customer's specific needs. And 
they tie a. customer to-a specific supplier, 








SS 


who may in future fall behind the pace of 
technological change. 

e Innovation. By sharing its technology 
with others, Sun can take advantage of their 
improvements to it. For example its "net- 
work file system", a way of sharing data 
across many computers, has been licensed 
by many of the computer industry's biggest 
firms. IBM and DEC, among others, have im- 
proved the technology. Despite their selfish 
instincts, the licensees can hardly keep im- 
provements to themselves without defeating 
the purpose of taking a licence in the first 
place— providing a sort of technological lin- 
gua franca for computer communications. 
e Management focus. Proprietary technol- 
ogies, Sun's managers reckon, tempt compa- 
nies to relax. Knowing that competitors will 
share basic technologies makes employees 
concentrate on staying ahead in other ways: 
by innovating faster, by quality, by service, 
and by all the little touches which separate 

e best from the merely good. 

Market size. Computer markets often 

grow in a sort of virtuous circle: good hard- 
ware attracts good software, which attracts 
more and better hardware. The more ma- 
chines that can share software with Sun 
computers, the more software will be written 
for them—and thus the bigger Sun's poten- 
tial market. 
e Cash flow. Though licensing revenues ac- 
count for well under a tenth of Sun's sales, 
profit margins are immense—and help fi- 
nance other initiatives. 

To tap such advantages, Sun is actively 
trying to get others to copy several of its key 
technologies. The company has licensed the 
microprocessor that powers most of its com- 
puters to five other companies—including 
Fujitsu and Lsi Logic as well as Toshiba. And 
it has licensed its version of the Unix operat- 
ing system—which makes Sun machines 
powerful and easy to use—to perhaps 20 or 
30 others. In fact, Sun does not track exactly 
e many firms have licensed its Unix soft- 

are because it has granted some firms the 
power to re-license the technology to others 
without telling Sun—thus reassuring poten- 
tial users that Sun cannot cut them off. 

A technological open door carries big 
risks. IBM, whose first generation of personal 
computers was also based on shared tech- 
nology, backed away from the open door 
when cut-price clones began cutting into its 
market share and profit margins. AT&T, in- 
ventor of the Unix operating system, which 
is one of the most widely copied pieces of 
computer technology, never did manage to 
make any money out of its achievements. 
But Sun is a nimbler innovator than IBM and 
more responsive to its markets than AT&T. 
For nearly seven years it has managed to surf 
a technological wave of its own making, and 
there is little sign of it losing its balance now. 
On the contrary, its success may yet tempt 
others to open up too. 
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Bicycle makers 


Kids’ stuff 


NOTHER  once-obscure Californian 
hobby is reshaping a global market. 
First the computer industry was turned 
topsy-turvy by the then quixotic desire of 
machine-mad adolescents.to have their own 
"personal" computers. Now the bicycle in- 
dustry is being up-ended by a Californian 
craze: riding bikes down big hills at great 
speed. Moral: if your customers are enthusi- 
astic tinkerers, you had better keep track of 
what they are doing. 

When teenage speed-demons began rid- 
ing bicycles up and down hills in northern 
California, they discovered that bicycle 
frames designed for European roads could 
not stand up to off-road jolts. So Califor- 
nian bicyclists married European ten-speed 
technology to sturdy bike frames and nifty 
Japanese-made gear shifts. And they substi- 
tuted flat handlebars and fat, dirt-grabbing 
tyres for the drop handlebars and frail nar- 
row tyres of European road-racing bikes. A 
clutch of new Californian companies sprang 
up to make the new bikes. 

The sturdy bicycles, called mountain 
bikes and first created in the 1970s, have 
risen from nowhere in 1980 to command 
just over a fifth of the American bicycle mar- 
ket in 1988. Now they are spreading fast to 
Europe and Japan. Everywhere mountain 
bikes are renewing competition based on 
performance instead of price. 

American bicycle makers love the 
mountain bike, which has helped them re- 
gain control of the big American market af- 
ter being hammered by foreign competitors. 
They reckon that mountain bikes attract a 
new type of bike-buyer: 20-30-year-olds hop- 
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ing to keep fit by pottering about the coun- 
tryside on their bicycles. That is more fun 
than an exercise bike in the gym. From 6.7m 
bicycles sold in 1982, American bicycle sales 
climbed by an average 13% a year to reach 
12.6m in 1987. Despite a 2196 drop last 
year, bicycle sales are now climbing again, 
and should finish this year at well over 10m, 
worth more than $1 billion. 

Mountain bikes, meanwhile, are ex- 
pected to increase their share of the Ameri- 
can market to about one-third—still slightly 
behind conventional ten-speed racing bikes, 
but catching up fast. Not only did mountain 
bikes escape last year's sales debacle, but 
American bike-makers also increased do- 
mestic production to about 6096 of the 
mountain bikes sold in America. In ten- 
speed bikes, imports outnumber domestic 
bikes by three to one. 

Today, ten vears after the first rush of 
mountain-bike entrepreneurs, many of the 
pioneers are still the leading innovators. 
One of the most commercially successful is 
Mr Gary Fisher. His Fisher MountainBikes 
sells 15,000 bikes a year at $500-1,200 each. 
Mr Steve Potts, by contrast, says he prefers 
to keep his bike business small so he can still 
ride every day and build bikes himself (cus- 
tom-made at $3,400 each). 

More-conventional businessmen have 
jumped into the market. In the early 1980s 
one company called Specialized halved the 
price of mountain bikes by manufacturing 
American designs in Asia. Close behind was 
Mr Ed Schwinn, eager for a new product to 
revive the fortunes of the family-owned 
company which shares his name. And lastly 
came America’s mass-market bicycle firms, 
like Huffy and Murray Ohio, who sell inex- 
pensive bicycles through chain stores. 

Now the mountain bikes are pedalling 
into Europe. British sales are growing fast 
and Mr Fisher reports that demand for his 
mountain bikes in Italy, stronghold of the 
traditional ten-speed, has “gone bananoid”. 
Though European bike-makers have recog- 
nised the trend to mountain bikes, many are 
still struggling to profit from it. 

Italy's Campagnola, long the most pres- 
tigious supplier of components for racing bi- 
cycles, has ceded leadership in mountain 
bikes to Japan’s Shimano and SunTour. 
One group of bright British entrepreneurs 
has profited from the trend. Their start-up 
company, called Muddy Fox, has for several 
years imported mountain bikes made to 
their design in Taiwan. 

Britain's biggest bike-maker, Raleigh, 
reports that over two-fifths of its sales are 
now mountain bikes. But it is still struggling 
to compete at the high end of the market, 
where trends are set and reputations made. 
And, like many in the British bicycle indus- 
try, it fears mountain bikes could prove to 
be a short-lived fad. 

Meanwhile, back in America, the ques- 
tion is whether the pace of mountain-bike 
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Presidents 
Nixon. Ford and Carter 
will personally 
sign your editions 
of their memoirs 
for you — by hand! 
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Personally Signed by Three U.S. Presidents. 
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THE LIBRARY OF THE 


PRESIDENTS 


Bound in Real Leather. Accented With 22kt Gold. 


ior the first time in America's history, 
magnificent library of leather-bound 
Oks pays tribute to each of our Pres- 
fents. Here are the best Presidential 
ographies . .. the most significant 
residential writings . . . the gripping 
'rsonal memoirs . . . assembled in 
di... library of the American 
ency ever created. 
In recognition of its historic signifi- 
mce, former Presidents Nixon, Ford 
d Carter will personally hand-sign 
vir memoirs for each subscriber. 
aus, the same signatures that made 
story happen... will now create 
storic documents for you and your 
nily to treasure forever. 


An acquisition of 
lasting importance. 


agine how much these historic vol- 
aes — and the Presidential signatures 
will mean in years to come... in à 
"y real sense you will own a piece 
American history. 

Every volume in The Library of the 
esidents is a major work by a re- 
wned writer — books like Stephen 


THE ECONOMIST JUNE 3 1989 


Ambrose's definitive Eisenhower. .. 
Carl Sandburg's Pulitzer Prize win- 
ning Lincoln... Douglas Southall 
Freeman’s Pulitzer Prize biography of 
George Washington. And, of course, 
the personally signed memoirs of 
Presidents Nixon, Ford and Carter. 


Magnificent 
leather-bound volumes. 
Each sumptuous volume will be fully 
bound in genuine leather. . . with real 
22kt gold on the spine . . . embellished 
with deeply inlaid cover designs... 
printed on acid-neutral paper — a 
masterpiece of the bookbinder’s art. 
Send no money now. 
To reserve your historic Library of the 
Presidents, simply return the Reser- 
vation Application. Available exclu- 
sively from The Easton Press. 
Here is your chance to hold history 
in your hands . . . and for your family 
to treasure it for generations. 
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© 1989 MBI 

r= =-= RESERVATION APPLICATION ——------ 
The Easton Press Send no 
47 Richards Avenue money now, 


Norwalk, Conn. 06857 We will bill you. 


Please enroll my subscription to The Library 
of the Presidents and send me the first vol- 
ume, Further volumes will be sent at the 
rate of one per month at $35.50* cach. This 
price is guaranteed for the next two years 
| may return any book within 30 days for a 
refund and either party may cancel this agrec- 
ment at any time 

*Plus $2.95 per book for shipping and handling 


O As a convenience, enclosed is $38.45** 
(payable to The Easton Press) for my 
first volume 

[ ] Credit Card Option — charge each volume 
when shipped to my: 

[] MasterCard [] VISA 
C) American Express 


Credit Card No Expiration Date 





Name 
PLEASE PRINT CLEARLY 
Address aS Ses ae 
CNN LL ims 
State Zip 
Signature 


LAII applications subject to acceptance | 
**Conn. residents pay $41.33 to include sales tax 
Tenn. residents pay $41.43 to include sales tax 
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_ innovation will slow down enough to start a 
— price war. All eyes are on the upmarket 
mountain-bike makers, whose livelihoods 
-depend on staying a design-step ahead. They 
— remain optimistic. Most Californian bike 
- executives still ride bikes and they still love 
— tinkering with the machines as much as they 
—— did as teenagers. If the past is any guide, the 

— market is unlikely to mature until its cre- 
ators grow up. 
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— IO VEN in an invincible economy, central 
~ Aa bankers keep an eye out for inflation. 
— Mr Satoshi Sumita, the governor of the 
— Bank of Japan, has been muttering for 
— months about the dangers of higher oil 
— prices, loose money and dearer imports. At 
- — Jast, on May 30th, he got his way. The fi- 
— nance ministry allowed him to tighten Ja- 
~ pan's monetary policy by raising the govern- 
—-ment's official discount rate for the first 
time in nine years, from 2.5% to 3.25%. In 
— — nominal terms, the new rate is still the low- 
— » est government interest-rate in any indus- 
trial country; it is no longer the lowest in Ja- 
— pan's postwar history. 
| Until recently the finance ministry had 
resisted Mr Sumita's pleas because it wanted 
~ to placate its friends abroad. With the dollar 
— weak, the last thing the Group of Seven in- 
— dustrial countries wanted was for Japan to 
give it a downward kick by raising its own 
- interest rates. The dollar's recent surge to 
¥140 and above (up almost 20% since last 
- November) killed that argument and gave 
— Mr Sumita his chance. 
Specifically, he had two worries: 

€ The money supply, the broad measure 
of which grew at a roaring 12.496 in the year 
to February 1988, is still rising too fast. In 
the 12 months to March 1989, the latest 
month for which figures are available, it 
grew by another 10.396. 
e Consumer prices have taken off alarm- 
ingly. Pushed up by higher oil prices, by the 
introduction of a new consumption tax, and 
— —— by dearer imports due to the dollar's recent 
— — strength, they jumped by 1.896 in the month 
—— of April alone, taking the 12-month rate of 
inflation to 2.4%. April's price surge is a bit 
— — ef an anomaly. Most forecasters predict an 
inflation rate of 2-396 by the end of the year; 
— — not high by world standards, but worrying 
— for a country whose prices have risen less 
than 196 for each of the past three years. 
Higher oil prices and a weaker yen could 
raise inflation even higher. 
^ Things have been made worse by tight- 
—— ness in the labour market. Unemployment 

fell from 2.6% to 2.3% in the year to April. 

The ratio of job offers to job-seekers, often 
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seen as a better leading indicator of labour 
shortages, rose from 0.93 to 1.16 in the year 
to April—the highest level since 1974. 
Wages are rising fastest in the service indus- 
tries, which accounted for more than half 
the recent rise in consumer prices. 

The interest-rate rise means little to Jap- 
anese consumers. Although the western 
habit of buying on credit is growing fast in 
Japan, it is still far from widespread. 
Matsushita, Japan's biggest consumer-elec- 
tronics firm, reckons that fewer than 1096 of 
the goodies it produces are bought on 
credit. Many households hold more finan- 
cial assets than debts, so if they have in- 
vested in instruments with market-deter- 
mined interest rates, on balance they will 
profit from the rise. 

The government hopes that things will 
be different for companies. Its interest-rate 
signal will make firms think a little (but not 
much) before raising their prices or plung- 
ing into new investment. At the same time 
as it raised the official discount rate, the cen- 
tral bank also told city banks that it expects 
them to restrain lending to businesses: they 
are to keep the growth of corporate credit in 
the third quarter of this year at the same rate 
as last year. It particularly wants to discour- 
age zaiteku, the habit of speculating in land 
or financial instruments that companies ac- 
quired when the rising yen squeezed their 
profit margins. 

What about the 1296 of Japan's output 
that goes abroad? Exporters responded to 
the rising yen between 1985 and 1987 by 
slimming fast. Some are now so lean that 
they can make profits when the dollar is 
worth only Y110 or even Y100. The dollar's 
recent revival means a profit windfall. That 
gives them two options: either to pay out 
more to their shareholders, or (more Japa- 
nese) to use the extra cash to make their op- 
erations even more efficient—and therefore 
still profitable if and when the yen strength- 
ens again. 
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America's oil 


Look again 


HE United States running out of oil? 

Apparently: the 35 billion barrels of 
proven reserves still under its soil will, at the 
rate oil companies are currently pumping 
the stuff, last less than ten years. Reserves in 
OPEC countries, on the other hand, will last 
well over a century. Because America is by 
far the world's biggest guzzler of oil, this is 
one reason why some oil-watchers expect 
OPEC's share of world oil supplies to rise 
above 6096 by 2000, compared with 4196 to- 
day. But oilmen could be grossly underesti- 
mating American reserves. 

Doomsters emphasise America's woes 
by noting that oil companies have deserted 
it in droves since prices halved in 1986. The 
number of rigs looking for oil in America 
averaged 940 last year, less than a quarter A 
1981’s 4,000 peak. In 1989 American oi 
companies will, for the first time, spend 
more money looking for oil abroad than at 
home. Part of this change is due to Ameri- 
ca's strange oil-company tax regime, which 
discourages domestic exploration when oil 
costs less than $20 a barrel: America is the 
only OECD oil producer to have made life 
harder for oil prospectors since prices 
crashed. But American oil companies are 
also discovering that fewer restrictions on 
oil exploration and friendlier geology make 
looking for oil easier in East Asia and the 
North Sea than in Texas or, especially after 
the Exxon Valdez oil-spill, Alaska. 

Gloomy stuff—too gloomy, reckons the 
American Association of Petroleum Geolo- 
gists (AAPG). Its message is simple: because 
they have become obsessed with the idea of 
America as a “mature” (ie, costly to explore) 
oil province, some American oilmen are fail- 
ing to apply the big changes which have 
taken place in exploration economics t 
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their home oil patch. Change one: in just 
four years the cost of finding new American 
oil has fallen by more than 60%, thanks 
mostly to price-cutting by oil-equipment 
suppliers. America’s oil may still be rela- 
tively dear to find—an average of some $6 a 
barrel compared with little more than half 
that overseas—but at $19 a barrel, which is 
what America's benchmark West Texas In- 
termediate oil now fetches, the economics 
even of its marginal wells can be attractive. 

Change two: improving technology is 
making those places where oil has already 
been discovered in abundance (eg, America) 
the best place to look for and find more. 
Three-dimensional seismic surveys, perhaps 
the most widely used of the new techniques, 
allow oilmen to map existing oil reserves 
more accurately. Having done so they can 
then re-drill existing wells at different an- 
gles, or perhaps drill “infill” wells between 
rwo old ones. Such technology is widely 

ed in many oil regions (such as the North 
a), but is still under-used in America itself. 

Does this sound marginal? Not to the 
AAPG. Assuming lowish oil prices (say, un- 
der $25 a barrel for West Texas Intermedi- 
ate), and taking into account all the oil that 
might be found by new-fangled exploration 
techniques, the AAPG thinks America could 
more than double its oil reserves. That alone 
would increase the life of America's oil, at 
today's production levels, to well over 20 
years. Gaze deeper into the crystal ball and 
things look even brighter. If exploration 
technology continues to race ahead, the 
AAPG thinks that America could quadruple 
its reserve base—even assuming that oil 
prices do not rise. 

The AAPG's most outlandish forecast is 
perhaps its most fascinating. Suppose, it 
muses, that oil prices rise above $25— per- 
haps to as high as $50 (unlikely for now, but 
not inconceivable ten years on). Suppose, 

, that surveying and drilling techniques 
é. on improving (a safer bet). All this, the 
association predicts, could boost America’s 
proven reserves to around 250 billion bar- 
rels. A nice round sum—and almost exactly 
as much oil as Saudi Arabia is sitting on. 
Something to concentrate OPEC oil minis- 
ters’ minds as they meet in Vienna. 


The pains of not 
being poor 


BANGKOK 


HAILAND is in the process of graduat- 
ing from the rank of developing nation 
to the more prosperous company of newly- 
industrialising countries (NICs). That means 
new wealth, better education and improved 
lifestyles. But promotion up the economic 
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A paradise for poachers 


ladder also brings a few problems: bad traf- 
fic, unpleasant pollution and trade disputes 
with America. 

Thailand has just become the subject of 
two separate allegations of unfair trade prac- 
tices initiated in America under section 301 
of last year’s trade act. A decade ago a small- 
er, less developed Thailand might have es- 
caped Uncle Sam’s notice. But now the 
Americans are telling the Thais that their 
new wealth brings with it new obligations, 
especially when it comes to trade. 

As a developing country Thailand has 
been able to ape the wholesale copying of 
products and brands by such Nics as Taiwan 
and South Korea without attracting the op- 
probrium directed at both countries. The 
Thais have copied anything and everything 
with little regard for copyrights, trademarks 
or patents and nary a complaint from any- 
one. On the streets of Bangkok shoppers 
can buy cotton trousers and teeshirts embla- 
zoned with the Gucci label. Louis Vuitton 
bags are nearly as cheap as the plastic sacks 
supermarkets sell for their groceries, and 
many taxi-drivers peddle designer watches. 

But the Americans are not worried 
about such small fry. One of their main con- 
cerns is Thailand's refusal to crack down on 
the country's poachers of computer soft- 
ware (a similar laisser-faire attitude reigns in 
Hongkong, the Philippines and elsewhere in 
South-East Asia). Another American com- 
plaint is the rampant copying by Thais of 
drugs protected by patents. In 1986 Ameri- 
can pharmaceutical companies estimated 
that Thai copying was costing them $14m a 
year. The figure is now much higher. 

On May 25th such complaints landed 
Thailand on a "priority watch" list under 
section 301. That means that, unless Thai- 
land mends its ways by November, America 
might start thinking about how best to re- 
taliate. America wants Thailand at least to 
stop the piracy of new drugs, even if it can- 


BUSINESS 








not or will not act to affect the sale of 5,500 
drugs already on the Thai market. America 
also wants a date for the introduction of 
fuller Thai legislation to tackle the problem. 
Proper action on pharmaceuticals would 
probably be enough to push Thailand off 
the watch list. 

A second investigation is more specific. 
Thailand forbids the import of all foreign 
cigarettes to protect the domestic monopoly 
of its state tobacco company. American to- 
bacco companies' complaints produced a 
separate 301 investigation in late May. The 
resulting banner headlines in Bangkok have 
even had an effect on the city's small shop- 
keepers. They have never before been coy 
about selling smuggled American cigarettes. 
Now foreign brands are displayed less 
prominently. 

Local newspapers are proclaiming that 
little Thailand is the victim of economic im- 
perialism. Thais argue that, as inhabitants of 
a poor country, they should be able to keep 
down the price of drugs for the less fortu- 
nate by copying, and that they have a right 
to protect the nation's health by restricting 
foreign cigarette sales. Such arguments are 
bogus. America's demands on drugs affect 
only a small number of products and would 
have a tolerably small impact on prices. As 
for cigarettes, the state tobacco monopoly 
and tobacco smugglers are the main benefi- 
ciaries of the import ban. 

The pressure on Thailand to act more 
responsibly is considerable. America is the 
country's largest overseas market, account- 
ing for $3.4 billion of exports last year, ex- 
pected to rise to about $4 billion this year. In 
1988 it had a $1.4 billion trade surplus with 
the United States. America has some right 
on its side in arguing that a booming Thai- 
land should become a more responsible 
member of GATT, with better observation of 
its free-trade principles. 
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Peace breaks out In Chicago S 


bear pits 


CHICAGO AND LONDON 







JAT with a stockmarket crash in 


the heads of Chicago’s go-go futures ex- 
changes have virtually camped on Capitol 
Hill for the past year, trying to restore the 
ragged reputation of their markets. No 
sooner had they finished convincing con- 

gressmen that futures trading was not re- 
lliconsible for the crash than they were de- 
Wending their markets and their regulators 

after charges of fraud were brought against 
some traders by the FBI. Until that public- 
relations exercise the Chicago futures mar- 
kets were, in the words of an old Japanese 
saying, in the same bed with different 
dreams. 

On May 26th the dreams converged. 
The world's two biggest futures markets, the 
Chicago Board of Trade (CBOT) and the 
Chicago Mercantile Exchange, announced 
plans to merge the electronic trading sys- 
tems that both exchanges are developing for 
those hours when their floors are closed. At 
stake is Chicago’s dominance in an increas- 
ingly global, and 24-hour, industry. 

Until now, co-operation between such 
age-old rivals would have been unthinkable. 
The Merc, under Mr Leo Melamed, pio- 
neered the use of financial futures in the 







early 1970s, and has since had a reputation 


for innovation. The CBOT, under its chair- 


S & 
G S 
TE 


1987 and an FBI "sting" early in 1989, . 


man, Mr Cash Mahlmann, has a more con- 


| servative flavour. Many of the exchange's 


bosses have a background in grain-trading. 
Yet in the 1980s the Board of Trade's Trea- 
sury-bond future overtook grains to become 
America's busiest contract and the lifeblood 
of the CBOT. 

Both exchanges remain officially com- 
mitted to the open outcry system during 
normal working hours—the well-worn way 
of trading in the futures industry where ev- 
ery trader acts as his own auctioneer in a 
face-to-face yelling match. And although 
both the Merc and the cBOT have faced the 
same challenge—how to extend their trad- 
ing days to capture more overseas busi- 
ness—the exchanges appeared to be split by 
a difference in their approach to a longer 
trading day. 

The Merc, together with Reuters, a Brit- 
ish information-services company, has spent 
almost two years developing an automated 
screen-trading system called Globex, due to 
be launched at the end of this year. Globex 
is a way of providing a market for the Merc's 
products in the 16 hours when its floor is 
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shut. The plan is to launch the CME's in 

est-rate and currency futures on Globe 
first, with stock-index futures to follow. 
Merc has also licensed other exchanges 
want to put their products on Globex- 
New York Mercantile Exchange, the Sy 
Futures Exchange and Paris's Matif UK 
instance. 


While the Merc Was oe TP l ji 


open Du and added an ev 
in a bid to extend its trading d 
the CBOT said it woni also sta 


indies Fone se 
fiercely criticised the G Sys 
it was open to manipulation < 
abuse. x 
Hardly more $0 than the ope 


aud and un bees on Ch ic 
trading floors is anything to go by. 
tronic trading, say its proponents, 
provide a more accurate record and a 
trail to track miscreants. This year the P 
of Trade has swung round to that vie 
March the exchange unveiled its owi 
hours system, called Aurora. | 
Globex, which automatically matches 
and offers, Aurora is meant to simulate 
video screen, the auction process that ta 
place in a futures pit. 


Enter, pursued by a bear 
Even so, only a couple of months ago. 
Mahlmann and Mr Melamed were stili 
joying a public slanging match about 
shortcomings of each other's systems. 
has brought them closer together! — 
First, the famous rivalry between the 
changes is more imaginary than real. Ne 
all the CBOT's biggest clearing member 
belong to the Merc. They complained th 
the duplication of after-hours electronic 
trading systems would be a hideous and u 
necessary expense, d 
Chicago's traders are also slowly realis- 
ing that they are losing their share ofa gro 
ing global pie. Five years ago Chicago's mar- 
kets accounted for more than three-quar 
of the world's futures business. That pro- 
portion has by now slumped to rouj 
60%, thanks largely to budding stock-ind 
contracts in Tokyo and Osaka, and to tl 
Tokyo Stock Exchange's yen governmen 
bond future. That contract, the world 
most heavily traded by value, does some? 
trillion ($49 billion) worth of underlyi 
business every day. 
More direct threats to Chicago’s bu: 
ness from Japan are to follow. A new ma k 





or interest-rate and currency fu- 
ares, to be called the Tokyo Finan- 
al Futures Exchange, is to begin 
ading at the end of June under the 
aspices of Japan's Federation of 
ankers' Associations. It will trade 
ontracts that compete with the 
ferc's—on — Eurodollar interest. 
ates, for instance. That market, in 
ountry starved of hedging instru- 
ments but replete with liquidity, 
could soon grow to be huge. More- 
over, the Tokyo Stock Exchange 
wants to launch an American Trea- 
sury-bond contract and undercut 
he CBOT's business. 

- The best way for Chicago's two 
iggest bears to stamp their 
awmarks on this new Japanese 
hreat is either to continue to make Chicago 
more attractive place for Pacific investors 
j do business, or to develop a trading sys- 
which (eventually) becomes a world- 
ide industry standard. Either way, a 
erger of the exchanges’ two systems makes 
Yeoretical sense. | 

: In practice it is still unclear how Globex 
d Aurora—two seemingly incompatible 
tems—-are to be merged in order to take 
the world. Some Merc officials reckon 


































erest rates 
setting dearer 


HE increase in Japan’s discount rate on 
& May 30th from 2.5% to 3.25%—the 
rst rise in almost ten years—did little to re- 
erse the dollar's recent surge against the 
. Yet a day later mere rumours that the 
ndesbank was about to raise its interest 
es helped to push the dollar down against 
1¢ D-mark. But only a co-ordinated shift in 
terest rates—ie, a cut in America’s and a 
se in West Germany's and Japan’s—can 
ow guarantee to hold down the dollar. 

n From this point of view, Japan's inter- 
t-rate increase was done in the worst possi- 
le way. The Bank of Japan was keen to 
ress that the discount-rate rise was in re- 
sponse to fears of domestic inflation and not 
part of any internationally co-ordinated 
move. Also, interest-rate changes have max- 
imum effect if they take markets by surprise. 
But the Bank of Japan advertised its move 
several days in advance, so that it had been 
ell discounted before it happened. 

-` The Fed, meanwhile, is in no hurry to 
lower its rates until it is certain that inflation 
under control, while the West German 
Bundesbank has appeared reluctant to in- 
tervene or to raise its discount rate. The 
Bundesbank has allowed money-market 
rates to rise in recent weeks, but following 
rather than leading the. markets makes it 
look hesitant, reducing its. effectiveness. If 
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that the Board of Trade will have to dump 
Aurora, which, even in its early stages, looks 
like soaking up $20m. That would please 
Reuters, which is worried about Globex's 
own costs and would welcome more busi- 
ness through the system. 

Moreover, for all the talk of 24-hour 
automated trading, success Sieh far from 
proven. Currently, the only derivatives 
markets with automated adis systems are 
tiny. Switzerland's SOFFEX, for example, 


the Bundesbank does lift its rates, another 
rise in Britain's base rates, perhaps to 1596, 
will be on the cards if the pound weakens. 
Sterling fell below DM3.11 on May 31st, its 
lowest level since last July 

One possible reason for 
the Bundesbank's reluctance 
to join the Fed and the Bank of © 
Japan in selling dollars is that 
its ammunition is dwindling. 
Its total net foreign-currency - 
reserves have fallen to DM58 
billion ($29 billion)—almost. 
their lowest in D-mark terms 
for 18 years. 

In any case, the power of 
centra -bank intervention is 
fairly limited. The dollar has 
shrugged off almost $10 bil 
lion-worth of centralbank in- 
tervention in the past couple of 
weeks. The bulk of this has 
been sterilised—that is, offset 
by money-market operations 
which leave money supplies 
unchanged—as opposed to 


unsterilised intervention which amounts to 


a shift in monetary policy. 


A recent paper" by Mr Maurice | 
Obstfeld of the University of Pennsylvania. 
takes a fresh look at the effectiveness. ev 
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went automated only to Aa arg 
ments between. two financial cei 
tres, Zurich and Geneva. Some i: 
vestors wonder how ` liqui 
contracts will be when they ai 
transferred on to a system such : 
Globex. 

Others say that the Chicago e 
changes are trying to have it : 
ways. Both the Merc and the CBC 
are still daytime Luddites, insistir 
that floor trading, using open ou 
cry, is the only way to trade—an 
provide liquidity—during Amer 
ca's waking hours. Yet, for nigh 
time, they espouse high-tech aut: 
mation. 

To protect its floor traders, th 
Merc, for one, has priced Globex s 
that it does not undercut the costs involve 
when investors place their orders throug 
the floor. The floor is already much deare 
than the huge unofficial interbank marke 
in currency derivatives, which the Md 
wants a piece of. If automated, screen-base 
trading really is to forge the industry’ sf 
ture, and if Chicago i is to remain the bigge: 
centre, then the city's traders will one da 
have to cut the cost of automated dealin 
and vote themselves off the floor. 





sterilised intervention and concludes that 
usually fails. Sterilised intervention can, h 
argues, influence exchange rates in the shoi 
term by signalling to markets official vieu 
on the value of currencies, but this work 
only if policy-makers back it up with promr 
changes in monetary policy. Having allowe 
the dollar to rise above DM1.90 and X13: 
previously regarded as its ceilings under th 
Louvre Áccord, the market 
are now confused about th 
message central banks wish t 
send. : 
Ministers from the @ 
OECD countries held their : - 
nual meon in Paris on Ma 
31st and June Ist. The ogc 
secretariat is more optimisti 
than other forecasters. It e 
.pects America’s current-a 
count deficit to continue t 
shrink next year. But that for: 
cast was made before the doll: 
took off again. 
The rising dollar and inte: 
. est rates dominated discussion 
in Parisian corridors, but witt 
| out central bankers ther 
could be no formal meeting c 
the Group of Seven. No ba 
thing—unless they had some 
talk about for once. 


































“ot he effectiveness of EAD intervention: r 
E cent experience. M. Obstfeld: NBER paper 27%, 
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| Long-term Treasury bonds have 
broken through 


‘Humpty Dumpty sat on a Wall Street 


Convinced that the economy is slowing and interest rates will continue 


to Ln have pushed America's stockmarket close to its pre- 


"HE Dow Jones industrial average has 
ralied to around 2500 as investors 
seem to worry less about inflation and/or 
recession and are betting instead that the 
economy will be blessed with a soft land- 
ing. That could mean the best of both 
worlds—lower interest rates and contin- 
ued growth. 

Many signs point to an economic slow- 
down. They include an almost stable sup- 
ply of money (year-on-yeat Mi growth is 
0.296), a weak housing market, falling car 
sales, a rise in May unemployment claims, 
plunging commodity prices and a 
lacklustre gold price. Bullish inves- 
tors choose to read these pointers 
as evidence that inflation has been 
defeated, rather than that a reces- 
sion may be lurking just around the 
corner, 

The feeling that inflation is no 
longer a problem has already 
caused a fall both in short- and 


long-term dollar interest rates. 


their trading 
range. For the past year they oscil- 
lated between 8.796 and 9.396. 
Thirty-year Treasury bonds were 
yielding 8.696 on May 31st. Short- 
term interest rates have also fallen 
sharply in the past two months. On 
March 21st, December Eurodollar 
futures were priced to yield 
11.16%. They are now priced to 
yield a little more than 9%. 

The bullish (for shares) argu- 
ment that interest rates have further to 
fall has been given another boost by the 
dollar's surge this year. That has caused 
equity investors to hope for easier mone- 
tary policy from the Federal Reserve. 
Clear signs that monetary policy has been 
relaxed would trigger a powerful rally in 
the stockmarket. That the Fed has room 
to ease if it wants to is clear from the gap 
between overnight and three-month 
money. The federal funds rate is 9.75% 
while three-month Treasury bills vield 
8.62%. 

The stronger dollar has also encour- 
aged foreign investors to put more money 
into American equities. Concerned about 
the dollar in recent years, they have 
tended to invest relatively little in New 
York stocks. (The American stockmarket 
is 34% of the Morgan Stanley Capital In- 
ternational Index, the benchmark used by 
international investors.) However, No- 











mura Securities, lapan's and the world's 
largest stockbroker, recently recom- 
mended that its clients buy American 
shares——the first time it has done so since 
the October 1987 crash. 

Wall Street pundits have been turning 
with the herd. Three big New York stock- 
broking firms, Goldman Sachs, Merrill 
Lynch and Salomon Brothers, all recently 
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said they were bullish about equities after 
months of recommending that investors 
hold more bonds and cash. They were 
forced to change their minds by the stock- 
market's continuing advance. Stockbro- 
kers are in business to sell shares and this 
had become a rally they could no longer 
afford to ignore. The Dow Jones average is 
up 1596 this year. It is now hovering at less 
than 1096 below its August 1987 all-time 
high of 2722, 

The stockmarket has looked increas- 
ingly cheap in the context of a still-grow- 
ing economy. Price-earnings (p/e) ratios 
declined last year as earnings increases re- 
ported by American companies outpaced 
the rise in the value of their shares. The 
Standard and Poor's (S&P) 500 index rose 
1396 in 1988 whereas the earnings of the 
500 companies in the index rose by a 


much healthier 3596. That caused a de- 


 cline in p/e ratios, bringing the S&P 500 
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high before the stockmarket crash, t 





















































down to a modest ratio of 12.5, ba: 
estimated 1989 earnings. At its all 


S&P 500 was on a p/e of 22. 

The current bullish argument is ha 
p/e ratios will climb as interest rate: 
further. Ms Elaine Garzarelli of 
Lehman Hutton thinks the market's ; 
ratio n rise to 14 this year, She say 


woul put “ihe Dow a at a vim 2850 
the S&P 500 at an all-time ee of 36 


vance ‘hs year, are s | 
they presage a slowing (thou 
ing) economy, but n 
In this second « 
share prices would fall 
current levels. — 
Mr Bruce Steinberg, à an a 
at Merrill Lynch, argues th 
ican companies are already s 
ing from a deterioration in 
quality of their earnings after en 
ing a cash-flow bonanza in. 
years. Rising wage and i 
costs, he argues, are causiny 
tensifying cash-flow squeeze" 
estimates that interest payments. 
the first quarter of 1989 absorbe 
22.7% of companies’ cash f 
breaking the record set in the re 
sion year of 1974. Rising costs : 
weak growth will take an "ine 
ing toll" on companies’ earnings 
during 1989. 
Such worries are not keeping 
stitutional investors out of. 
stockmarket. They have turne 
from net sellers last year (along with ii 
viduals and foreigners) to net buyer 
year. It was only corporate buyers t 
stopped the stockmarket from fallin 
year, They were net buyers of shares. 
1988 as a result of share buy-back pr 
grammes and takeovers. This corpo 
appetite for shares meant that about 
billion of equity has been taken out of 
stockmarket in the past four years—-$150 
billion in 1988 alone. The stockmarke: 
total capitalisation is $3.1 trillion. — 
This shrinkage of the market’s tot 
pool of equity during the late 1980s h 
been the best long-term argument for bu 
ing shares. The best short-term reason f 
selling them now is that a recession maj 
be the event of 1990, and that such : 
cession might co-exist with inflation at 
interest rates at current—or e 
higher—levels. The stockmarket has no 
ye chosen Which to discount. m 
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Maxwell and Macmillan 


Forms of defence 





OME anti-bid tactics are more than even 
the anything-goes state of Delaware can 
stomach. “The voluminous record in this 
case discloses conduct that fails all basic 
standards of fairness," said Chief Justice 


"Christie of Delaware's supreme court in a 


recent written judgment about capers sur- 
rounding last year’s rival bids and buy-outs 
for Macmillan Inc, a big American publish- 
ing group. The judgment offers intriguing 
reading to shareholders worried about the 
conflicts of interest inherent in many man- 


agement buy-outs. 


The judgment (confirming an oral one 
in November 1988) reversed a lower-court 
decision. In effect, it gave control of Macmil- 
lan to Britain’s Mr Robert Maxwell, who 
had challenged in the Delaware courts a de- 
cision by Macmillan to accept a manage- 
ment buy-out of the company. The judg- 
ment condemns some of Macmillan's 
directors as "self-interested" and is critical 
of the rest. Nor do two investment 
banks—Lazard Fréres and Wasserstein, 
Perella—come out of the affair smelling of 
roses. Wasserstein, Perella—which in this 
case meant essentially Mr Bruce 
Wasserstein—was retained by the Macmil- 
lan managers who stood to benefit from a 
buy-out; Lazard Fréres was the adviser to the 
independent directors (ie, those not part of 
the buy-out bid). 

Mr Maxwell first bid for Macmillan in 
June 1988, when he offered $80 a share, or 
$2.3 billion. At that time, Macmillan was 
also negotiating with Kohlberg Kravis Rob- 
erts (KKR), an investment firm specialising in 
leveraged buy-outs, for a buy-out in which 
senior management, led by Mr Edward Ev- 
ans, Macmillan’s chairman and chief execu- 
tive, and Mr William Reilly, its president 
and chief operating officer, would have a 
substantial interest. Managers planned to 
hold 20% of the newly formed company. 

Mr Maxwell's offer was rejected by Mac- 
millan in late August. Why? It was on the 
advice of Wasserstein, Perella and Lazard 
Fréres, who said $80 a share was inadequate. 
Yet under an earlier proposed management 
restructuring of Macmillan, both advisers 
had on May 30 1988 said that a value put on 
the company of $64.15 a share was fair. 

There then followed an auction be- 
tween Mr Maxwell and KkR. By the auction 
deadline on September 26th, Mr Maxwell 
had made an all-cash offer of $89 a share; 
KKR submitted a conditional offer of $89.50 
a share ($82 in cash, the rest in subordi- 
nated securities). The bids, thought Macmil- 
lan’s financial analysts, were too close for 
them to recommend either, so the bidding 
should continue. 

Then two extraordinary things hap- 
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pened. In the presence of Mr Reilly and Mr 
Charles Queenan, a Pittsburgh lawyer, Mr 
Evans phoned KKR and tipped it off with de- 
tails of Mr Maxwell's $89 bid. Then scripts 
were prepared to read over the phone to 
both bidders; unfortunately, the script read 


5 


So farewell, then, KKR 


to KKR contained more information than 
that read to Mr Maxwell. The upshot of 
these and other shenanigans was that two 
offers were finally placed before the Macmil- 
lan board on September 27th—kkr’s (still 


SIB and commissions 


As clear as mud 


RITAIN'S financial watchdog, the Se- 

curities and Investments Board (sis), 
has unveiled the latest version of its propos- 
als to prise open the clam-like unit trust (mu- 
tual fund) and life-assurance industries. 
Consumer groups hoping for full, up-front 
disclosure of commissions paid to financial 
advisers were disappointed. What they got 
was a muddled compromise. 

The new regime proposed by the sip 
identifies three areas where there is a need 
for greater openness by financial advisers. It 
wants: 

@ A "buyers' guide" that explains the con- 
cept of polarisation (ie, that an adviser must 
be either independent or "tied" solely to a 


conditional but slightly higher) $90.05 a 


share, which was finally accepted by the 
board, and Mr Maxwell's $89 a share, which 
was rejected. 
At that meeting, says the written 
judgment, 
[Bruce] Wasserstein falsely claimed that the ad- 
visers had conducted a level-playing-field auc- 
tion . . . [and said] falsely that both parties had 
received identical information during the auc- 
tion. Despite the obvious untruth of these as- 
sertions, Evans and Reilly remained silent, 
knowing also that Evans had clandestinely, and 
wrongfully, tipped Maxwell's bid to KKR. 
Further, it states that 
There can be no dispute that such silence was 
misleading and deceptive. In short, it was a 


fraud upon the board. 
Nor does the board get off scot-free. It had a 
responsibility to ensure a fair auction. The 
Macmillan directors argued that a "blind 
auction" was a desirable way of fulfilling 
their primary duty to shareholders. As the 
judgment notes: "That may be so, but it i. 
not happen here. Only Maxwell was blind.’ 
Furthermore, 
The board was torpid, if not supine . . . By plac- 
ing the entire process in the hands of Evans, 
through his own chosen financial advisers, with 
little or no board oversight, the board materi- 
ally contributed to the unprincipled conduct of 
those upon whom it looked with a blind 
eye ... The directors wholly delegated the cre- 
ation and administration of the auction to an 
array of Evans's hand-picked investment advis- 
ers. It is undisputed that Wasserstein, who was 
originally retained as an investment adviser to 
Macmillan's senior management, was a princi- 
pal, if not the primary, "auctioneer" of the 
company. While it is unnecessary to hold that 
Wasserstein lacked independence, or was nec- 
essarily "beholden" to management, it appears 
that Lazard Fréres, allegedly the investment ad- 
viser to the independent directors, was a far 
more appropriate candidate to conduct this 
process on behalf of the board. Yet both the 
board and Lazard acceded to Wasserstein's, 


and through him Evans's, primacy. 


particular company and its products), iden- 
tifies the status of the adviser and gives the 
investor a detailed idea of the information 
he can expect to receive later on. Such 
guides could appear as early as October this 
year. 

e All advisers, when clinching a deal, to in- 
form buyers of the main features of the con- 
tracts they recommend, including the asso- 
ciated risks and benefits. 

e Companies to send investors a summary 
of what their product offers after the deal is 
done. This should include details of com- 
mission being paid to advisers, and is meant 
to be sent no later than a statutory cancella- 
tion notice. 
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So disclosure of commissions will actu- 
ally take place, but only when the ink is al- 
most dry on an insurance policy. Even then, 
it is only independent financial advisers that 
have to spill the beans. Commission paid to 
tied agents of insurance companies will in- 
stead disappear in a complicated set of cal- 
culations that show the effects of expenses 
and charges on investment yields. Con- 
sumer organisations shout that a puppy- 
toothed sip has been nobbled by special 
interests. 

They have touched a raw nerve at Royal 
Exchange Buildings, the siB's lair. The 
board's chairman, Mr David Walker, rejects 
suggestions that he has been nobbled. He 
says that the siB favours up-front disclosure 
of commissions, but reckons that this is im- 
practical at present, for two reasons. 

The first is that requiring salesmen to 
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highlight commissions or expenses as a cash 
sum in isolation from the rest of the policy 
would be “positively misleading". Second, 
the sip is worried that making independent 
financial advisers disclose their commissions 
will force them into the arms of the life com- 
panies—something that is already happen- 
ing, and not ultimately in the best interests 
of the consumer. 

So, for the time being, the commission 
gravy train rolls on. But its days may well be 
numbered. Next year, the SIB intends to ask 
with-profits life offices to publish company 
brochures that not only make it easier to 
track their investment performance, but 
also to identify the components of their ex- 
penses—including commissions paid out. 
But more glasnost will be needed to put an 
end to the murky pricing that still bamboo- 
zles investors. 





iz Mateos 


umasa rides again 


MADRID 


OR those wondering into what black 

hole had dropped Mr Jose Maria Ruiz 
Mateos, the ex-president of Spain's expro- 
priated Rumasa group of firms, here is the 
answer: he is running for the European Par- 
liament. His party is small (the Jose Maria 
Ruiz Mateos Voters’ Association) and its 
platform obscure, but the eclipsed entrepre- 
neur is not without a following. He 
launched his campaign on May 25th—no 
mean feat for a man who is technically evad- 
ing arrest. 

The would-be Euro-mp, who is still fight- 
ing the expropriation of Rumasa in count- 
less courts, has been showing his unhappi- 
ness in ever-more-flamboyant ways. On May 
d he publicly punched Mr Miguel Boyer, 
ance minister when Rumasa was taken 
Over and more recently a private-sector 
member of the Delors committee on Euro- 
pean monetary union. Mr Boyer was coming 
out of a courtroom where he had given evi- 
dence about another public pummelling last 
December. The buffeted Mr Boyer claims 
that on that previous occasion the waiter 
who hit him was paid by Mr Ruiz Mateos. 

The courts have issued a warrant for the 
arrest of Mr Mateos. That has done nothing 
so far to tie down the Houdini of the Span- 
ish legal system, who slipped out of one 
courthouse in disguise last year. Nor did it 
prevent his daughter from slinging a cream 
pie at Mr Boyer's wife in the street two 
weeks ago. 

The increasingly dotty behaviour of Mr 
Ruiz Mateos and his family has distracted at- 
tention from his genuine grievance: the 
questions which still hang in many minds 
over the expropriation of his empire on Feb- 
ruary 23 1983. The courts have ruled that 
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Mateos rosy 


the act was legal, and have thrown out suits 
brought by Mr Ruiz Mateos against various 
officials, including Mr Boyer, for allegedly 
reprivatising bits of Rumasa to their friends. 
The government's conduct appears to have 
been legal. But was it wise? 

In its day, sprawling Rumasa was one of 
the biggest concentrations of economic 
power in Spain's private sector. lt con- 
trolled, directly and indirectly, 774 compa- 
nies, 80 of them abroad. Rumasa's new ad- 
ministrators, however, claim that when it 
was expropriated the group had negative 
net worth of Ptas 259 billion ($2.1 billion in 
today's dollars), accumulated losses of Ptas 
346 billion and debts of Ptas 1.1 trillion. 
Only those companies in tourism and retail- 


ing had positive net worth; all made losses. 
If an enterprise that size had gone belly- 
up in 1983, it was feared that the effects 
would have been felt throughout Spain's 
then-fragile economy. A new Socialist gov- 


ernment was also, perhaps, not unwilling to. 


bring down a conspicuous conservative con- 


nected with the Catholic lay body Opus Dei, — 
which had achieved political influence un- .— 
der Franco. But cleaning up Rumasa, rather 


than letting shareholders and creditors take 
the hit, cost Spanish taxpayers a bundle. 
The state paid out more than Ptas 8 bil- 
lion to minority shareholders, and pumped 
in another Ptas 699.5 billion to refloat the 
companies (Ptas 299.5 billion of that as re- 
cently as January 1989). After profits on the 


subsequent resale of companies, the net cost — 


to the state was around Ptas 677 billion, on 
Rumasa figures, and much more according 
to the government's critics. That comes to 
at least Ptas 17,500 ($138) per Spaniard. 

The irony is that the sectors in which 
Rumasa was strongest—property, services, 
wine—have flourished in the' economic 
boom since 1985. Some of the companies 
eventually went bust anyway. A conspicue 
ous number of them, however, revived at 
public expense, have made handsome prof- 
its for those who later bought them. 

The state is hoping to reclaim some of 
its money from Mr Ruiz Mateos and seven 
of his former associates. A criminal suit 
against them was due to come to trial on 
March 31st, but was suspended within 
hours because the star defendant decided to 
chuck his lawyers and rely on publicly-pro- 
vided counsel. 

Limited by the terms of West Germa- 
ny's extradition of Mr Ruiz Mateos in 1985, 
the prosecution is charging him specifically 
with only two relatively minor counts of fal- 
sifving commercial documents, and de- 
manding a total of 12 years in jail (he could 
get more for hitting the ex-minister) and 
Pras 500,000 in fines. His associates, how- 
ever, face a range of more serious charges in- 
cluding misuse of funds. So (astonishingly) 
will Mr Ruiz Mateos, unless he leaves the 
country 45 days after the court hands down 
à firm verdict on the lesser charges. By then, 
some of the 5096 of Spaniards likely to vote 
on June 15th may have sent him to Stras- 
bourg. A Euro-first, perhaps? 





Japan's regional banks 


Up from the sticks 


TOKYO 


Y ALL accounts, Japan is over-banked. 
Ever since February this year, when the 
finance ministry gave the go-ahead for Ja- 
pan's 68 sogo (mutual savings and loan) 
banks to become fully-fledged regional 
banks, a wave of mergers and acquisitions 
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has been expected as Japan's big city (ie, na- 
tional commercial) banks sought to extend 
their financial reach into the countryside. It 
has not happened. Instead, Japan’s regional 
banks have been making aggressive, 
unprovincial moves of their own. 

Hokuriku Bank in central Japan, the 
third largest regional bank in terms of op- 
erating profit, has been lobbying the British 
government for a banking licence to go into 
business in the City of London. The Bank of 
Yokohama has offered £57m ($90m) for 
61% of Guinness Mahon, a hapless London 
merchant bank. The regional bank is ex- 
pected to offer another £37m for the rest of 
the shares, making it the first Japanese insti- 
tution to own a British merchant bank. 

The Bank of Yokohama sees the acqui- 
sition as a way of killing three birds with one 
stone. Guinness Mahon will provide some 
expertise in a range of sophisticated finan- 
cial services, secure a position for Yoko- 
hama inside Europe ahead of the EEC's mar- 
ket integration plans for 1992 and also allow 
Yokohama to continue to claim full com- 
mercial banking status back home. 

Other regionals are now likely to make 
acquisitions abroad. They can afford to. To- 
gether, Japan's ten top regional banks in- 
creased operating profits by 33% last year. 
The Bank of Yokohama made Y48 billion 
($375m) on revenues of Y552 billion, mak- 
ing it the biggest of the bunch in both earn- 
ings and income. The regional banks' re- 
newed vigour has come from a surge in loan 
business—mostly of the long-term, higher- 
yielding variety. These have been financed 
with short-term funding, increasing margins 
in the process. 

The regionals have to thank the Bank of 
Japan for throwing open its “window guid- 
ance” used traditionally to limit the growth 
in bank loans to rates achieved in previous 
years. Ever since the construction and retail- 
ing boom started rippling out from Tokyo to 
the provinces a couple of years ago, Japan's 
regional banks have been complaining that 
the Bank of Japan's restrictions have been 
making it difficult for them to meet their 
customers’ needs for capital investment. 
The finance ministry got the message and 
has been nudging the central bank into be- 
ing more flexible. 

After hurried steps by the Bank of Japan 
to help local industry reinvest, the top ten 
regional banks saw lending grow by more 
than 10% in the year to March 31st. Even 
so, the full impact of the central bank's 
more relaxed attitude has yet to be felt. 
Lending growth in the first quarter of this 
year was up by no less than a third over the 
same period in 1988. 

The regional banks in Japan have long 
depended far more on traditional banking 
services (eg, taking deposits and making 
loans) than have the big city banks. Because 
their corporate customers have been forsak- 
ing loans for equity when raising capital, the 
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ESL 
Big-time dreams for small-town banks 


city banks have been forced to muscle into 
fresh markets and to hunt eagerly for 
more—notably the securities business. 
While the regional banks draw their 
strength from having tight, well-defined net- 
works of branches, they are aware that the 
city banks' greater size, lower costs, wider 
product ranges and more diversified sources 
of revenue make them formidable competi- 
tors. Undercut in the loan market, the re- 
gional banks can feel the breath of their big 
city rivals getting hotter with every step the 
authorities take to deregulate Japan's finan- 
cial services. 

The feistier regional banks have re- 
sponded by trying to learn the tricks of the 
city banks' trade. Most have turned to their 
old friends, the three long-term credit 
banks, for help. (The regional banks are big 
buyers of the long-term credit banks’ five- 
year coupon-bearing debentures; in return, 
the long-term credit banks are big share- 
holders in the regional banks.) Though 
there is not much that the long-term credit 
banks can offer their country cousins in 
terms of retailing know-how, they have 





TSB Group 
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plenty of experience to pass along about 
capital markets at home and abroad, as well 
as how to expand overseas. 

By making their moves into London, re- 
gional institutions such as the Bank of Yo- 
kohama and Hokuriku Bank have served 
notice back in Japan that they intend join- 
ing the country’s class of full-scale city 
banks. Others likely to follow include the 
Chiba Bank, which lords it over a once run- 
down but now fast-regenerating. region 
across Tokyo Bay. 

Chiba Bank has upgraded its represen- 
tative office in Hongkong into a full branch. 
Shizuoka Bank, the regional bank at the 
centre of the industrial belt between Tokyo 
and Nagoya, already has a local subsidiary in 
Hongkong and has opened a representative 
office in New York. Hokuriku Bank want 
to turn its three overseas offices—in uo 
don, New York and Hongkong—into fu 
branches. However, rumours in Tokyo have 
it that Hokuriku Bank will only get its Lon- 
don licence once the Japanese authorities 
grant two more stock-exchange seats for 
British securities firms in Japan. 









Why saying yes isn't enough 


MAGINE the bank that has everything— 

over £22 billion ($34 billion) of assets, 
7m loyal customers and the latest in banking 
technology. In short, TsB, Britain’s sixth big- 
gest bank. With virtually no third-world 
debt to speak of, it should be a stockmarket 
favourite. In fact, its shares have 
underperformed the FTA all-share index by 
24%, and other banks’ shares by 9%, since 


its stockmarket debut in October 1986. 
Why? Tsp (slogan: the bank that likes to 
say "yes ) cannot make enough loans to 
give it a healthy portfolio of high-yielding as- 
sets. Look at the figures. The bank has an 
assets-to-deposits ratio of a mere 63% (ie, it 
lends out only 63% of the deposits it re- 
ceives) compared to an average of 78% for 
the big four clearing banks. And it has a 
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: Export Services International '89 


NEWEST OPPORTUNITY 
. TOMARKET YOUR SERVICES 
| TO EXPORTERS WORLDWIDE! 


: F 18-21 Oct World Trade Centre, Singapore 









Here's the best 
way to sell more of 
_ your services to importers 
Lo« m and exporters: Export Services 
' International '89 in Singapore. 


~ Here, you'll meet them from the ASEAN, 
_ Australia, Japan, the USA and Europe. All 
under one roof. 


All seeking your services to help them sell 

more effectively and efficiently overseas. 

Services like banking, financing, insurance, 

transport and communications, ware- 
p housing, data processing, foreign trade 
advice and much, much more. 


Hurry. Don't miss this great opportunity 
to expand your customer base. Book your 
exhibition booth today. 


For details, call (65) 278-8666: Telex: RS 35319 CEMS; 
Fax: (65) 278-4077 or write to: 

CEMS Pte Ltd, 1 Maritime Square, 409-43 

World Trade Centre, Singapore 0409. 


Organised by: 


Managed by: 


Conference & Exhibition 
Management Services Pte Ltd 
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Herald Tribune. 





‘SINGAPORE AIRLINES: 
















PORTFOL 


BALFOUR "e NE — 


Founded 1827 a 





“The clearing house that gives the quality service for 
Managed Futures Portfolios” : 

























from two selected Trading Advisors: E 
Over 60% average annua : 
return since inception - 1980 
Over 70% average annual 
return since inception - 1985 


* We offer a simple and flexible approac 
* You can choose (with the help of o 
professional staff) your own portfolio 
Futures Funds from a selection of some o 
the leading Trading Advisors in the world 
* We will administer and monitor yor 
account, as well as provide limited liabi 
as an insurance to protect you from _ 
unlimited risk. 


An example of the annual composite performance 
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for all enquiries please contact. | | 
BALFOUR, MACLAINE 
INTERNATIONAL ( UK)LTD. 
INVESTMENT SERVICES DEPARTMENT - 
EUROPE HOUSE 
WORLD TRADE CENTRE 
LONDON E19AA 
UNITED KINGDOM 
TEL: (LONDON) 01-782 0090 
FAX: (LONDON) 01-480 7315 
TLX: 889031 BALMACG 
FUTURES PORTFOLIOS ENTAIL A HIGH DE 
PAST PERFORMANCE DOES NOT GUARANTE 
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from 1992. To mop up some of the 
h sloshing around its balance sheet, TSB 
as built up a sizeable portfolio of gilts. This 
arned it a useful £25m in the first half. of 
ast year. That may not last in chancy securi- 
ies markets. 
So to maintain earnings the bank will 
ve to lend more aggressively. This means 
kling some basic problems: a bloated 
management structure; a deeply-rooted sav- 
ngs-bank philosophy; and the lack of a 
ing-term strategy. Sir Nicholas Goodison, 
e former chairman of London's 
tock exchange who became TSB’s 
hairman at the beginning of this 
ar, has already got to grips with the 
nk's structure. In April, 93 non-ex- 
utive directors and advisers lost 
heir jobs as part of a long-overdue 
ationalisation of TSB's archaic system. 
Xf regional boards. At the same time, 
e number of head-office staff was 
from 304 to 145. | 
This .was a prelude to 
organising the whole TSB group into — 
ree operating divisions from the be- 
ining of May. All retail and corpo- 
te banking activities—including 
é of its merchant bank, Hill Sam- 
|—were brought under the roof of 
! p named TSB Bank, 


‘ites assurance, unit trusts uid pen- 
is. The group's commercial 
xerests, which range from car hire 
to shipbroking, were also rolled up in 
a single division. | 

. This will produce a leaner group, 
but not a meaner one. Turning TSB's 
staff into keen salesmen of financial. 
products will take time. But new blood in 
é top tiers of the bank should help. Sig- 
ficantly, only three of rsB's 12 most senior 
executives now have traditional clearing- 
bank backgrounds. The curricula vitae of 
the rest are filled with the names of retailers 
like Ford, Unilever and Procter & Gamble. 
^. .Mr Don M«Crickard, the bank's rising 
star, epitomises this new generation of retail 
banker. After making a name for himself at 
"American Express, he turned round Tsb's 
-troubled ^ consumer-finance . subsidiary, 
-United Dominion Trust, and he is now chief 
executive of TSB Bank. According to Mr 





ture be sold just like other consumer 
goods—hard, fast and at the lowest possible 
cost. He even thinks that TSB may soon be 
assessing its branches on their profits-per- 
square-metre, much as retailers like Marks 
& Spencer look at their stores—and as go- 
ahead American retail banks such as Wells 
- Fargo do already. 

| [n tune with this retail philosophy, the 
bank’ s 1,600-branch network is being refur- 












7 for an answer 


McCrickard, banking products will in. fu- 


products like insurance and unit 
trusts. This is where its lead in technology 
helps. By automating dreary back-office 

tasks, TSB can save time and space. And its 

online, real-time computer system, which 

updates a customer’s account as soon as a 

transaction is made, speeds up service and 

allows staff to identify profitable cross-sell- 

ing opportunities. Technology is not cheap. 

TSB estimates it may spend nearly £100m up- 

dating its systems. 
That takes care of the machines, but not 
the staff. A retraining programme has been 


for a loan, 
dont take yes- 


launched to teach TsB employees how to sell 
financial products. But a more serious prob- 
lem needs to be solved. Tsp still lacks decent 
middle-management talent; so much so that 
it has taken to poaching managers from 
other banks. On one estimate it may have 
recruited 1,000 new managers over the past 
two years to help fill the gap. 

Changes have been made in the upper 
ranks, too, Of TsB’s top 300 executives, 
about 200 have been at the bank for less 
than four years. And there is now a new 
man at the top of the retail arm of TsB Bank: 
Mr Peter Ellwood, a highly-regarded former 
chief executive of Barclaycard and an experi- 
enced marketer of financial services, who 
joined TSB at the end of May. 

At long last, TsB has started to beef up 


its assets. It took advantage of the booming 
housing market in the early part of last year | 


to increase its mortgage portfolio to around 
£5 billion. This raised some eyebrows in the 


City, particularly when the bank lowered its 
provisions against bad debts by 18%. But ^ 


. TSB is confident that its credit-scoring tech- 


[ rt ^ bis as much space as possible 
inimum that will ‘be required by super- d : 


fiie. However, 2 high i interest rates 


suffocating the housing market in 1989, the 
bank is looking for somewhere else to lend 
out its depositors’ money. 

More of it could go to businesses. Al- 


though TSB was widely criticised for not re- 


negotiating the £777m. pre-crash price it 
agreed to pay for Hill Samuel, it has since 
reaped benefits from the merchant bank’s 
relationships with corporate clients. The 
TSB group’s corporate lending rocketed by 
66% to £3.3 billion in 1988 and the bank 
wants it to grow even more in 1989. Hill 
Samuel's capital has been almost dou- 
bled to £511m and it has taken on 
board the group's unified. treasury. 
The merchant bank has also been 
given the retail bank's £1.5 billion 
corporate portfolio along with its 
development capital business. Mt 
McCrickard is keen that Hill Samuel 
should angle for bigger corpora” 
fish, but the margins on business w 
top-notch companies are so low thai 
it would do better to concentrate on 
the middle market instead. 

As well as focusing on asset 
growth, TSB also wants to boost it: 
fee-earning businesses. Although the 
insurance and unit-trust market: 
were in the doldrums last year, the di 
vision handling these products stil 
managed to contribute £102m of the 
TSB group s £420m in pre-tax profits 
The division’s chief executive, Mi 
David Thorn, says there is still plenty 
of scope for more cross-selling of f 
nancial services to customers. No! 
that TSB's insurance salesmen art 
slouches. Those located in bank 
branches manage to sell around 3! 
policies a month compared with ar 
industry average of eight. 

Then there are TSB's commercial hold 
ings, which include Swan National's vehi 
rental business, the Noble Lowndes e 
ployee-benefits consultancy and the Westco 
International shipping services group. Thi 
seeming ragbag of companies contributed ; i 
not overwhelming £26m to the group’ 
1988 profits. But most of them are mor 
than just a handy source of income; they ar 
a calling card too. By courting firms that us 
Swan's fleet hire or Noble Lowndes's con 
sultancy, TSB hopes to develop new corpe 
rate banking relationships. 

All this still leaves the group without . 
long-term strategy. That may soon change 
Sir Nicholas says that-a plan for his compe 
ny's future should be put before the grou 
board in July. This is likely to concentrat 
on the nuts and bolts of TsB’s operation 
rather than on weightier issues like alliance 
with European savings banks. After twi 
years of marking time, the group badl 

eeds a sense of direction. 
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ces the expansion of its securities 
istribution activities in Singapore. 


.F Morgan Securities Asia now provides 
Investment opportunities in international 
securities for selected clients in Singapore 

and other Southeast Asia locations. 


w capability broadens the ra. 


| throug out the Asia Pacific region. 


ice President 


In Singapore, telephone (65) 222-9030 
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<< ° “Sumitomo Bank, the world’s 
AI expertise and 


second largest bank, is working 


worldwide support toward the internationalization ol 


Japan’s financial markets. We chose 


from Digital keep Digital's expertise in artificial intelli- 


2 : | : 
gence technology to give us the high 


" speed processing capability we need to 
Sumitomo Bank  ; 


handle the daily flood of telex traffic 


ahead in the As a result, we feel We are ol a step 


e r ahead of the competition. 
globalizing of “Now, we have one of the 


world's most sophisticated AI telex 


Y oe . | 
Japan S financial funds transfer systems that helps us 
put the highest priority on the best 


25 
markets . interest of our customers. 


" Digital's years of experience 









































in applied expert systems, as well as 

their commitment to service and sup- 

port at everv level, has really paid off. 
It's why we can devote more energy to 
our Internationalization strategy. 

“We were looking for an inno 
vative solution. Digital, and only 
Digital, had the technology and a will 
ingness to work with us to turn our 
vision of international banking into 
a reality.” 

The rewards of working together. 
With Digital’s advanced artificial 
intelligence technology and compre- 
hensive worldwide Support, you can 
stay ahead of the competition 
loday, with more experience in 
applied expert systems along with 
the Support you need at CVCTV level, 
Digital gives you an elegantly simple 
way for your people to work together 
more productively, more creatively. 
more efficiently, more competitively. 
To learn more, write to Digital 
Equip nent I lone Kone Ltd., 19-2 l/l 
Fleet House, 38 Gk cester Rd., Wanchai. 
Hong Kong, or Digital Equipment 
( orporation Japan, Sunshine 60, PO. Box 
1155, 1-1, Higashi Ikebukuro 3-chome. 
loshima-ku, Tokyo 170, Japan’ or Digital 
Equipment Corporation Pty., Ltd., North- 
em lower Chatswood Plaza, Railway St. 
PO. Box 384, Chatswood, New South 
Wales 2067, Australia. 








Shimpei Hanaoka 
Deputy President 
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has 


It 
NOW. 
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Photovoltaics puts electric power anywhere 
for as little as 15¢ per kilowatt-hour." 


In a quiet, isolated forest, 60 
miles north of town, stands a 
small house. Inside, a young 
schoolboy reads by the light 
ofa desk lamp 

Where does his electricity 
come from? Cables couldn't 
be run this far And it's not 
from a noisy diesel engine. 

It's simple. Mounted 
outside his house is a small 





in your own backyard — quickly 
and cost-effectively 








photovoltaic panel. This needs no maintenance. And Then to provide clean, sale 
panel absorbs sunlight and best ol all. it's pí ywered by a drinking water tor humans as 
changes it into electric power fuel that doesn't cost a cent. well as livestock, the Chronar 
It's quiet. It’s cost effective. It Put those facts up againstany Pump Jack effortlessly draws 
_ 20 I diesel engine. There's no water from almost any well. CH RONAR E. 
m 5 comparison. These are only a few of the 
i M Our Household Power Pack many Power Packs available ROS Aor NR 
: = 2 supplies electricity to run now from Chronar They re tU oum 
p^ m i small appliances likeradios.  easv-to-assemble and can be The Solar Solution. 
: I] lights, televisions and fans. working in just one day For more information, call 
T mM T r The Chronar Outdoor Area From clean water to Sr 
if vou'd like to be a Chronar distributor 
* This chart is for grid-interactive systems | ight can light up a street, a lighting the night, ( hronar contact The General Manager. ( hronar 


These are estimates actual costs will ET hool. a town hall. ora can put electricity in the most International Marketing PO. Box 177 
vary depending on local conditions | Princeton. NJ. USA 08542 
private nome remote areas on earth, or right FAX: 609-799-4846 TELEX: 843394 


ACCOMMODATIONS THAT LEAVE ROOM 
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WASHINGTON, D.C. At Park Hyatt* Washington, D C., spacious suites provide 
^' generous amounts of both comfort and luxury. You'll appreciate 
wonderfully private master bedrooms, where rest'and relaxation are assured. Magnificent marble 
bathrooms. And beautifully appointed living areas that make entertaining, as well as working, a pleasure. 
A fact that can be attributed not only to sheer size, but to the thoughtful 

inclusion of two phone lines and a computer port. All of which is 


designed to make your stay at Park Hyatt an enormous SUCCESS. PA R K H YATI 


For reservations, call toll free 1-800-922-PARK, or 202-789-1234. Where the exceptional is the rule™ 
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Park Hyatt encompasses hotels managed or operated by two separate companies Hyatt Hotels Corp. and Hyatt International Corp. © 1989 Hyatt Corp 














CHICAGO 


O ORDINARY mortals, the notable 

A fact about medical journals is that they 
are written in arcane and incomprehensible 
language. To doctors and research scien- 
tists, the point about them is that they are 
“peer-reviewed”. This means that their edi- 
tors ask an expert or two to evaluate most 
articles before publishing them. The proce- 
dure adds plausibility—doctors rightly feel 
better about citing them and relying on 
them— but it does not add enough. À recent 
conference held by the American Medical 

Association (AMA) in Chicago suggests that 
the system is not as reliable as scientists 

would have ordinary mortals believe. 

... Start with the fact that some 14,000- 
16,000 biomedical journals, three-quarters 
of them in English, now spew out about 

290,000 articles each month. The good news 

at such profligacy improves the chances 

: good work will be published somewhere 

r. The bad news is narrowness: as 

al research branches into ever 

nues, the number of expert review- 

h. avenue shrinks. This encourages 

conformity, because submissions will repeat- 

-edly come up against the same few reviewers. 
_. Those reviewers also compete with the 


authors for research money. Unsurprisingly, 


this leads to an old-boy network: grants are 
‘awarded partly on the basis of peer-reviewed 
applications, and it is fairly common for sci- 
entists to review both for grant-giving agen- 
cies and for journals. Peer review affects the 
job market too, because hiring and promo- 
tion partly depend on publications. 

. Small wonder, then, that researchers 
practice “salami — slicing"—fragmenting 
their findings so that they can be submitted 
piecemeal to several journals instead of one. 
This means more credit for the same piece of 
work. Then there is "gift" authorship. 
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Many articles have a string of authors after 
their titles. Editors at the AMA conference 
confessed that they often do not know 
which of the authors have contributed sig- 
nificantly to the work, and which ones have 
been included because, for example, they 
merely lent equipment or laboratory space. 

Even when all the listed authors have 
played a significant role in the research, they 
may have been concerned only with a part 
of it and so be unable to vouch for the 
whole. This is the plight of Dr David Balti- 
more, a Nobel prize-winner who co-wrote a 
paper on the immune system with (among 
others) Dr Thereza Imanishi-Kari, which 
was published in Cell in 1986. It has been 
the subject of endless hearings and a faintly 
absurd nine-month investigation by Ameri- 
ca’s Secret Service. No hard evidence of 
wrongdoing has emerged yet. 

An extreme example of creative author- 
ship, much bemoaned in Chicago, was the 
case of Dr Robert Slutsky, formerly a heart 
and radiology researcher at the University 
of California’s San Diego Medical School. 
In the early 1980s he published 137 papers 
in 32. journals, to which more than 90 co- 
authors lent their names—sometimes with- 
out their knowledge. In another case, also 
involving heart research in the early 1980s, 
Dr John Darsee, a junior scientist at Har- 
vard Medical School, was turning out pa- 
pers at the rate of one or two a week and 
adding the names of more-senior colleagues. 

Cleansing the record after such pesti- 
lence can be hard. To date, only 22 of the 
journals Dr Slutsky misled have published 
retractions. One retraction appeared on an 
unnumbered page, otherwise devoted to ad- 
vertising, making it impossible for databases 
to catalogue it. v 
Not every institution is keen to help set 
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the record straight if doing so means 
ting its own copybook. Last September. 
Stephen Breuning pleaded guilty in a B 
more federal court to fabricating publishe 
studies which claimed that stimulant drug 
help mentally retarded children. Such use ¢ 
the drugs subsequently became widesp 
lt was not the University of Pittsburgl 
where Dr Breuning had done much of th 
work and had been employed most receni 
that blew the whistle on him. The univers 
claimed—incorrectly—that if he had 
anything wrong, it was not while he was 
Pittsburgh, 3 
Pittsburgh's troubles may not end the 
Another squabble between two of it: 
searchers might lead to a refund of up 
$12m in grant money to the National I 
tutes of Health. The studies concern the 
fulness of amoxycillin (a synthetic penic 
for the treatment of childhood ear inf 
tions. These infections are the common 
reason why young children go to a doctor 
America, so there was plenty at stake wk 
Dr Charles Bluestone sent the New E 
land Journal of Medicine a paper reporti 
that the drug was an effective treatment 
and one of his colleagues, Dr Erde 
Cantekin, submitted a second paper. (b 
on the same data) saying it was not. 
The Journals editor, Dr Ar 
Relman, telephoned the university, w 
suggested that only Dr Bluestone’s sub 
sion be considered. It was published in Feb 
ruary 1987; Dr Cantekin’s was returned to. 
him without having been reviewed. D 
Relman argued in Chicago that he could n 
publish two papers based on the same dat; 
and that once he was advised by the 
sity the choice was clear. Others at the 
ing wondered why he took the universit 
word on the strength of a telephone calla 
had not even had the other paper reviewe 
This row, which has been the subjec 
a congressional hearing, will probably- 
settled by a National Institutes of Health: 
vestigation, which is belatedly unde 
Meanwhile, there are other worrie 
peer-review. One is that reviewers don 
the researchers’ notebooks, and so ha 



























































ance to spot mistakes in t e data o ot to un- 

ver evidence that it has been cooked to 
meet tests of statistical validity. Dr Drum- 

ond Rennie, an editor for the AMA, pro- 
sed that reviewers inspect a random sam- 

e of such notebooks, but nothing has yet 

me of his idea. 

LA quite different problem is “negative 
esults"". Scientists who discover or devise 
new treatments tend to extend the reach of 

their work by testing it on new groups of 
subjects. When the experiments confirm 
earlier work, they are submitted for publica- 
- tion. When they do not, they are often laid 
 aside——even if they have implications for 
: how patients should be treated. 

..- It may be, as some argue, that time even- 
tually wears away much of the fraud, sloppi- 
. ness, error and bias from the face of science. 
he trouble is the high price to be paid 
vhile science’s immune system does its slow 
tk. Consider radical mastectomy (re- 
oval of the whole breast) for the treatment 
sf early breast cancer, which is now known 































d fusion 


YA months ago, cold fusion meant 
eap, clean and limitless energy. Now it 
eans an increasingly convoluted puzzle for 
ysicists. 

` Åt a press conference at the University 
Utah i in March, Dr Stanley Pons and Dr 
artin Fleischmann claimed to have seen 
clear fusion at room temperature. The 
o chemists measured prodigous heat and 
erred a novel source of energy. But fusion 
ns more than heat. lt also produces new 
ei (tritium, the heaviest form of hydro- 
» and two forms of helium) and spare 
mic particles (neutrons and protons). 
ey said they saw neutrons and tritium, 
t their observations have not survived 
rutiny—there is now widespread distrust 
f all their results. However, although no- 
body has since reported good measurements 
f helium production, some other seekers af- 
er tritium and neutrons have fared better. 

There are many ways for chemical go- 
ingson to produce heat. Neutrons, how- 
ever, are incontrovertible evidence of nu- 


|. province of physicists. Those who sit in 
judgment on cold fusion are also physicists; 
so neutron hunters talk the right language. 

- The latest neutron results have breeding 
. They come from the Los Alamos Na- 
vh Laboratory in New Mexico. Ameri- 
'$ national laboratories command consid- 
rable respect. Los Alamos is second to 
one in the fine art of neutron. sniffing—a 
agacy of decades of research on weapons 
nd conventional fusion. The e Los Alamos 


















s clear processes, and as such they are the 


to ben no ees m less-disigusing | forms of : 


surgery. In the time it took medicine to cor- 
rect itself on this point-—some 90 years— 
many millions of women had needlessly 
drastic operations which left them not only 
without a breast, but also permanently more 


prone to painfully swollen and easily in- 
. fected arms. | 


Dr David Horrobin from the Bimal 
Research Institute in Kentville, Nova Scotia, 
put his finger on the problem that worries 
researchers most: 

The ultimate aim of peer review is to serve the 
cause of medicine, which is to cure sometimes, 
to relieve often and to comfort always. The 
public does not support medical research for 
the pleasure of watching a cultural event. 
Translation and commentary: if people 
come to believe that medical journals and 
the scientists who contribute to them can- 
not police themselves adequately, govern- 
ments may step in to force them to clean up 
their acts. The Cell case may be one of the 
first examples of that. 
ari Sc St ca C aquae gto pipe aan UU 


lot what it used to be 


: A EANINGS change. A couple of 


team loaded gaseous deuterium (heavy hy- 
drogen in which the nuclei contain a neu- 
tron as well as the proton common to all hy- 
drogen) into lumps of titanium and chilled 
them to —200°C. As they warmed up, neu- 
trons were given off in bursts, peaking be- 
tween —40° and — 30°. 

Those results, announced last week at a 
coldfusion workshop organised by Los 
Alamos, have convinced many doubters 
that something is going on. The mechanism 
is unclear, but the peak may reflect a “phase 
change" in the palladium/deuterium sys- 


tem, in which the atoms are slightly 

reorganised. The workshop's other high- 
light was a report from Texas A&M Univer- 
sity that tritium had been produced. The ex- 
periments were like those done in Utah; 
deuterium was forced into palladium by an 


























found to contain. high levels of tritium. 


There is a catch. Theory says that boe ev. 
ery fusion in which tritium is produced, 
there should be one in which light helium is 
made. 5o analysis of the palladium from tri- 
tium-producing experiments should show 
helium. It does not. Either there is some- 


thing wrong with the experiments, or cold 
fusion produces tritium much more often 


than helium. Since tritium-forming reac 
tions give off protons instead of neutrons, 
that could imply that the neutron measure- 
ments at Los Alamos and elsewhere under- 
estimate the rate of fusion. It also suggests 
that it would be wise to look for the radia- 
tion given off as protons bump into things. 
A type of fusion that produced more tri- 
tium than helium would call for a rewriting 
of the theoretical rules. That would be excit- 
ing for physicists, but does not promise a 
new era of cheap energy. If the tritium 
comes to nothing, the neutron bursts m 
be explained by a cracking of the met 
which holds the deuterium, thus banging 
some atoms together hard enough to fuse. 
Purists say this is not really cold fusion— it is 
"micro-hot fusion”. It would be of little in- 
terest to theorists and of none to engineers. 
Meanwhile, other measurements at Texas 
A&M show heat being produced by deute- 
rium in palladium—much as Dr Pons and 
Dr Fleischmann did. The experiments are 
seen as the best of their kind so far, but they 
have not yet ruled out a chemical reaction as 
the cause. They seem the last glimmer of 
hope for those who want an energy revolu- 
tion. Yet they do not demonstrate cold fu- 
sion, according to the cagey scientists in- 
volved. They show "anomalous heat”. 





Bubonic plague 
Forgotten, but 
not gone 


SHE Black Death is, to put it mildly, a 


. nasty disease. lt was given its name in 





. the Middle Ages because | it changed the col- 


our of its victims' skin, as well as making 


© their lymph nodes swell and causing large 
growths (or “buboes’’) usually in the groin, 


neck or armpit. Left untreated, it kills about 
six victims out of ten. And the plague itself 
is far from dead. 

After its first recorded appearance in 
547, it hung around for about 200 years and 
killed perhaps 100m people. It returned for 
a second world tour in 1347, this time 
spreading to Europe, India and China from 

origin in central Asia. The second pan- 
demic lasted several centuries and left mil- 
of people dead in Europe alone. The 
A began in Mel Fh Junan province of China 


















































_ ©. By Leonard Geron 
"ublished by The Royal Institute 
_ of International Affairs 


"This publication provides an overview - 
_of Soviet joint venture policy, its evo- 
‘lution, present status and future pros- 
pects, and gives a unique insight into 
‘the outstanding issues involved in JV 
| activities. It will prove invaluable for 
corporate strategic planning of invest- 
"ment in the Soviet Union. 

@ Comprehensive Information on JVs 
as registered in the USSR Ministry | 
of Finance. __ | | 

@ Listed according to foundation capi- | 
tal, partners’ share, sphere of activi- 
ty, and location. 

@ A cross-indexing system, using the | 

country of the foreign participant, 

— the JV's name, foundation capital 

WP = and the ISIC number. 

| Format: A4 softback/120pp. Price: 
£275; £200 for RIA Members. 

| For further information and orders 

please contact: 

The Publications Dept (DB)1, The 

- Royal Institute of International Af- 

` fairs, Chatham House, 10 St James's 

| Square, London SWIY 4LE. Tel: (01) 

. 930 2233. Fax: (01) 839 3593. 






























Improving productivity from 
the bottom up. 


After studying eight major industries from the work place to the board room, 
-ateam of top MIT experts shows how better integration of human and techno- 
^ fogical resources at every level can restore America's competitive stature. 


"The reader is left with an informed 
| and balanced view, as well as sug- 
| gestions for corrective steps.’ 
—]John Reed, Chairman, Citicorp 


| | “The best view I have seen of the U.S. | 


competitiveness problem." 
— Ralph E. Gomory, 
Senior Vice President 
for Science and Technology, 
' IBM Corporation 


$17.95/£10.50 in U.K. 
Enquiries from the UK. and Europe should 
be directed to: The MIT Press Ltd. 
126 Buckingham Palace Road, 
|. London SW1W 95A, England. 
1 The MIT Press 
055 Hayward Street, Cambridge, MA 02142 
d Available at bookstores. To order call toll free 
M 800-356-0343 or 617-253-2884. 
Mastercard and Visa accepted 

















































































Are you thinking of relocating or 
opening new branches within the 
European Community borders? 
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Are you making decisions on 
large-scale investments within the 
European Community? 
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* | Amazon Region 
Are you certain you're | Dennis J. Mahar | 


| This is one of the first reports to examine the. 
| link between government policiesand tropical 
| deforestation. It analyses the regional d 
| opment policies for Brazil's Amazon T 
: over the past 25 years and their effect o 
magnitude and rate of deforestation i 
| region. — E 
| The report reviews the recent estim 
deforestation in the region and examines. 
| consequences of deforestation. Mr Me 
provides recommendations on how curre: 
policies could be reformed to improve the 
environmental impact. ue 
ISBN 0-8213-1174-3, £5 


Adjustment Programs 
and Social Welfare 
Elaine Zuckerman 
This report examines measures designet 
offset the impact of adjustment programs on 
the poor. Discussion includes which incom 
groups are most affected by adjustment, 
licy reforms have the most detri 
impact, and what measures can be taken. 
mitigate this impact. a 
Examples of the social impact of adjustr 
are provided from Bolivia, Brazil, Chile, C 
Rica, Ghana, Guinea, Guinea-Bissau, Ja 
ca, Korea, Morocco, Philippines, Senegal anc 
Zaire. i 


ISBN 0-8213-1167-0, £5 
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Edited by Douglas Yuill, Kevin 
Allen, John Bachtler and Fiona 
Wishlade 
European Policies Research Centre, 
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They knew it wasn't 'flu 


haps as a consolation for its earlier suffering, 
Western Europe is one of only two places 
(the other one is Australasia) where the 
plague is not found today. On all other con- 
tinents it still exists in a variety of wild 
animals. 

These animals continue to transmit the 
disease to people. In the past decade 19 
countries reported a total of nearly 8,000 
cases of human plague to the World Health 
Organisation. Over 8096 of the most recent 
cases occurred in Africa, notably Tanzania 
and Zaire. But it is not limited to developing 
countries. There were 15 cases in America 
in 1988, down from a peak of 40 in 1983. 
Last year was only the second since 1973 
during which nobody in America died of it. 

The plague is caused by a bacterium, 
Yersinia pestis. This microbe first appeared 
in America in 1899, arriving almost simulta- 
neously at the ports of San Francisco, New 
York and Port Townsend, Washington. 
Since that time the organism has been 
found in the bloodstreams of several hun- 
dred species of indigenous animals in all of 
the Pacific and south-western states. Dr Al- 
lan Barnes at the Centres for Disease Con- 
trol in Fort Collins, Colorado, is charged 
with the job of watching the plague in 
America and trying to control it. It is a job in 
which there is still much to learn. 

One of the mysteries is why the disease 
seems to ebb and flow. In quiet periods, Y. 
pestis finds a home in animals that are resis- 
tant to the usual effects of plague. But in cer- 
tain conditions the infection ‘explodes, 
erupting out of these rodents and into suc- 
cessive populations of susceptible animals. 
Stranger still, such outbreaks often occur 
simultaneously all over the world, even 
though each continent has an independent 
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SAN FRANCISCO 


FTER resting in obscurity for more 

than a century, an aphid-like crea- 

ture that nearly wiped out the wine busi- 

ness in Europe and America in the 1860s 

is making a quiet comeback. Few alarums 

were heard when it first reappeared in a 

Napa Valley vineyard in 1983. It has now 

- reached at least 30 of the rich vineyards 
of Northern California. 

The resurgence of the grape phyllox- 
era Daktulosphaira vitifoliae is some- 
thing of a mystery, which researchers at 
the University of California at Davis, 
America’s leading centre for the study of 
viticulture and oenology, are doing their 
best to unravel. Phylloxera, which are 
yellowish in colour and about the size of 
a pinhead, grow and reproduce on root- 
stocks buried up to seven feet under- 
ground. These rootstocks, onto which 
root tops producing different grape vari- 
eties are grafted, are the bottom of the 
wine-chain. If an invasion is successful, 
millions of phylloxera can blanket roots, 
robbing them of nutrients and causing 
the vine above to wither and die—a pro- 
cess that can take up to 20 years. 

When phylloxera appeared in the last 
century—first in Europe and immedi- 
ately afterwards in America—whole 
vineyards had to be closed. But it was 
soon discovered that some native Ameri- 
can rootstocks were resistant to the in- 
sect and its depredations. Later that cen- 
tury hybrids were created, combining the 

resistance with other desirable qualities. 


































reservoir of infection. 

The type of plague most commonly 
found today is sylvatic plague, in which bac- 
teria from a resistant animal are carried by 
fleas to other wild animals such as rock 
squirrels, prairie dogs, rabbits, chipmunks 
or field mice. The fleas acquire the bacteria 
when feeding on the blood of their infected 
host. Once inside the flea, the bacteria mul- 
tiply and plug up the flea’s proboscis. As the 
starving flea goes searching for food, it be- 
comes less choosy about its host, and will 
readily attack any humans it encounters. 
While trying to feed, the flea regurgitates the 
bacteria into its new host's bloodstream. 

Urban plague is the sort that caused 
large numbers of deaths in medieval epidem- 
ics. To spread, it uses rats and other rodents 
that live near people. Once infected by wild 
animals, the plague-ridden rat population 
starts to die out, and the rat fleas are forced 
to turn to people for food. The disease can 
also be acquired by domestic pets that eat 
infected rodents. Pets provide a potential 
source of human infection in towns. 
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most northern Californian vineyards. It 
is this rootstock which is now under at- 
tack, according to Dr Jeffrey Granett at 
Davis. 

He is one of ten academics in a phyl- 
loxera task force, formed early this year 
to assess the extent of the infestation. It 
has found that in some cases growers 
mistakenly planted rootstocks that are 
susceptible to phylloxera. But it has also 
found a variety of the insect that has 
adapted to once-resistant rootstocks like 
AxR-1. Circumstantial evidence points to 
a single point of origin—and the period 
1969-72—from where the insect was car- 
ried by people to a few other sites and left 
to spread by natural means. 

Chemicals might be able to handle 
the infestation. But getting them deep 
enough to attack the pests is proving ex- 
pensive and unreliable. Besides, accord- 
ing to Dr Granett, growers are reluctant 
to use chemicals that may affect grape 
quality or produce unwanted side effects. 

Vineyards are being warned by a task- 
force newsletter, and researchers are toil- 
ing to pinpoint the cause of AxR-1's vul- 
nerability, and to find ways of countering 
the problem. Dr Mark Kleiwer, another 
task-force member, thinks that the new 
variety of phylloxera may force wine- 
growers to replant with rootstocks that 
are more resistant but less productive— 
which is the last thing they and their cus- 
tomers will want to hear. 


One of the hybrids, AxR-1, is now used in | 
| 












Dr Barnes points out that the transmis- 
sion of plague to people depends on sever 
things. Not all species of flea, for exampl 
are adept at transporting Y. pestis, anc 
many of them do not find people tasty. Not 
all places have the animal colonies or semi 
arid weather that the fleas like; and the abil- 
ity of rats to develop immunity after re 
peated exposure can help to slow the spread 

Still, three trends in developed coun 
tries are increasing the risk of exposure tc 
infected animals: more pets, moving to rura 
areas and the popularity of outdoor activi 
ties in general. The threat of urban plague i: 
particularly worrisome. Effective control re 
quires the monitoring of plague in wild ani 
mals, the control of rats and the use of fle: 
pesticides. 

Although plague is easily treated witl 
antibiotics if it is diagnosed in time, it is s 
rare that it is often misdiagnosed as influ 
enza. For that reason, over the past decad: 
1696 of Americans who caught plague hav 
died of it—the highest rate in the world. 
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The boondocks across the sea 


IN Our IMAGE: AMERICA’S EMPIRE IN THE PHILIPPINES. By Stanley Karnow. Random Eois; 


494 pages; $24.95 


HROUGHOUT Stanley Karnow’s his- 
tory of America’s relations with the 
Philippines, the reader is constantly treated 
to little surprises. “Boondocks”, the widely 
used American pejorative for non-urban ar- 
eo comes from bundok, a Tagalog word for 
hill country. Kipling’s poem “The White 
Man's Burden" was written not for British 
imperialists, but to encourage America to 
annex the Philippines. "I shall return", 
Douglas MacArthur's immortal phrase on 
leaving the islands to the Japanese in 1942, 
was written weeks in advance by a Filipino 
PR man. Ninoy Aquino, whose murder trig- 
gered the welcome downfall of 
President Ferdinand Marcos, 
once dated Mr Marcos's wife, 
Imelda. 

Enlightening as these nug- 
gets are, however, it is the main 
thrust of "In Our Image" that 
may cause most surprise. 
Americans in general have 
never thought of their country 
as a colonial power, and their 
conquest of the Philippines 
and subsequent colonial rule 

ver the archipelago are 
$- the most forgotten, per- 
ps ignored, episodes of 
American history. Mr Karnow, 
an old Asia hand, makes up 
the deficiency admirably. 

The Spanish-American 
war of 1898 was short. A naval battle here, a 
charge up a hill there, and it was over. But it 
was America’s first foray abroad. It left the 
emerging power in control of lands which, 
for the most part, it had not planned to con- 
quer. The stated goal of the war was to liber- 
ate Cuba from Spanish tyranny and leave it 
independent. This America did, but it hung 
on to Guam, Puerto Rico and the Philip- 
pines. Guam and Puerto Rico remain under 
the flag. 

In the Philippines, hanging on was not, 
at first, easy. Filipino nationalist groups had 
been fighting the Spanish for years, and an 
uprising of sorts was already under way be- 
fore America’s Admiral Dewey showed up 
independently and blasted the Spanish fleet 
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out of Manila Bay. Before long the Ameri- 
cans, still unclear what they wanted to do 
with the islands and getting little guidance 
from their ineffective president, William 
McKinley, started fighting with the nation- 
alists for control of the archipelago. This 
war, largely forgotten, lasted four years and 
claimed the lives of some 200,000 Filipinos. 

Once the islands had been pacified, the 
Americans settled down to a colonial life 
that was at the same time traditional and 
radical. Filipinos were “little brown broth- 
ers" to many colonists; American residents 


in Manila liked their whites-only clubs and, 





in the summer, retreated to Simla-like sum- 
mer residences they had built in the hills. 
But unlike other colonists, the Americans 
began almost immediately to educate the 
Filipinos and, not too many years later, to 
work towards their eventual independence, 
which was granted on July 4 1946. It was a 
typically American tactic: shoot from the 
hip with one hand, proffer friendship and 
democracy with the other. 

After independence, America contin- 
ued to influence the Philippines, going as far 
as manoeuvring Ramon Magsaysay into the 
presidency in 1953. It is one of the few coun- 
tries where, even today, American backing 
helps rather than hinders local politicians. 
America’s concern, of course, is as much 
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4 
strategic as historical. The islands were an- _ 
nexed in part because they gave Americaan - 
Asian presence. The two military bases at - 
Clark Field and Subic Bay still achieve that, 
despite Filipino complaints. NM 

At its most basic, Mr Karnow's book isa 
highly readable and immensely entertaining 
account of Philippine history, starting be- 
fore Ferdinand Magellan landed on the is- — 
lands in 1521 and ending in 1988, with the 
archipelago threatened by a communist in- 
surgency. lt is peopled with the likes of 
Emilio Aguinaldo, the tenacious Filipino na- _ 
tionalist who fought first the Spanish, then. 
the Americans, and outlived almost every- 
one; the charismatic Manuel Quezon, presi- 
dent of the colony before independence; the — 
obese William Howard Taft, the first gover- _ 
nor; the self-promoting MacArthur, whom — 
Mr Karnow clearly disdains; and, of course, — 
the Marcoses. 

Despite his emphasis on the bond be- 
tween America and the Philippines, Mr 
Karnow is also keenly aware of Philippine 
characteristics that transcend America's in- 
fluence. He shows how some of — 
them have survived the Span- 
ish and American experiences, | 
emerging to dominate the eco- - 
nomic and political life of the 
Philippines. One is the 
compradrazgo system, a ritual - 
network of relatives and 
adopted relatives that com- 
mands the loyalty of Filipinos 
more than any formal institu- - 
tions. Combined with utang 
na loob, the “debt of grati- 
tude", Mr Karnow believes 
that these alliances have 
opened Philippine society tó 
pervasive corruption. 7 

Another unlovely charac- 
teristic is the oligarchy that — 
rules the economy of the Phil- - 
ippines, created during Spanish rule and — 
kept in place by the Americans. Ironically — 
only Mr Marcos displaced it, and he too — 
then made room for his own claque. The oli- _ 
garchy has returned under Mrs Cory 
Aquino, herself one of its members. Mr 
Karnow implicitly suggests that unless more - 
wealth is dispersed among Filipinos, the. 
communist insurgency will grow. R 

In the end, Mr Karnow's excellent his- 
tory leaves a rather sad picture of an other- — 
wise endearing nation that, having shaken — 
off the colonists, does not seem to know — 
what it is or where it is going. In that sense, — 
at least, the Philippines are far from being in — 
America's image. E 
——— M —— a —H——  ———— 
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Cuba and Russia 


Castro as client 


To Make A WORLD SAFE FOR DEMOCRACY. 


By Jorge Dominguez. Harvard University 
Press; 365 pages; $35 and £27.95 


N HIS timely book on Cuba's foreign pol- 

icy, Professor Jorge Dominguez of Har- 
vard University has homed in on President 
Fidel Castro's prickly relations with the So- 
viet Union. He records the ups and downs 
and lays out the sources of conflict and con- 
cord. If his version of the past is any guide, 
more Soviet economic pressure on Cuba 
can be expected. 

Some of the rows, such as Mr Castro's 
anger with Khrushchev for withdrawing So- 
viet missiles from Cuba, have been fre- 
quently reported. Others are less well 
known. In 1968 Mr Castro supported Latin 
American guerrillas and experimented with 
foolish economic theories while the Rus- 
sians were trying to establish diplomatic re- 
lations with Latin American governments 
and worrying about how much money Cuba 
was costing them. The Soviet Union re- 
duced its oil supplies to Cuba. Mr Castro, in 
reply, cut down his revolutionary rhetoric 
and began to toe the line on economic pol- 
icy; but he kept on arming the guerrillas. So- 
viet pressure was relaxed, but to little avail: 
another squeeze came, and went, in 1983. 

Troubles persist. Mr Castro's “rectifica- 
tion programme", launched in 1986, has 
eradicated the last traces of capitalism and 
bears no traces of Mikhail Gorbachev's 
perestroika. Cuba is a closed society, ignor- 
ing glasnost. Mr Castro continues to help 
Latin American revolutionaries; Mr Gorba- 
chev says revolution should not be 
exported. 

Mr Dominguez sees Mr Castro as a dis- 
concerting figure to the Russians, at times 
ready to ignore the hand that feeds him and 
at others ready to help expand Soviet world- 
nterests. It was Mr Castro who took 
itiative in Angola, sending 1,100 
troops there before independence from Por- 
tugal and thus ensuring that the Marxist 
MPLA faction seized power. Mr Castro took 
the bs in Nicaragua, Grenada and Ethio- 

“partly because he was more dynamic but 
also because, unlike the Russians, he was 
ci driven by his hatred for the United 

tes. 
n this subject, Mr Dominguez has pro- 
a revealing letter from Mr Castro to 
Cruz, his companion, in 1958, a year 
re he seized power. “The Americans 
will pay dearly for what they are doing", he 
wrote. After the revolution was victorious, 
he added, “a much longer and bigger war 
will begin for me, the war that | will make 
against them. I realise that this will be my 
true destiny". Much of Cuba's foreign pol- 
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Not that close 


icy has seemed designed to stick a finger in 
Uncle Sam's eye. 

By the end of 1986 more than 250,000 
Cubans had served abroad in some form of 
proletarian internationalism. To Mr 
Gorbachev's predecessors, these adventures 
were in Russia's interest. To Mr Gorbachev, 
they must look like a waste of money that his 
strapped economy cannot afford. 

Mr Castro still wants to go his own way, 
and the Russians still want to keep him in 
check. Mr Dominguez sets out with great 
clarity how dependent on the Soviet Union 
Cuba has become. Yet it is hard to believe 
that another Soviet squeeze is now on the 
way. To work, it will have to be tougher than 
it has ever been in the past. 





Cinema 


The man in grey 


James Mason: Opp Man Our. By Sheri- 
dan Morley. Weidenfeld & Nicolson; 200 
pages; £12.95. 
JAMES MASON: A PERSONAL BIOGRAPHY. By 
Diana de Rosso. Lennard Publishing; 193 
pages; £12.95 


MONG the might-have-beens of British 
and American cinema, James Mason, 
who died in 1984, was one of the greatest. In 
1946, when he made “Odd Man Out”, he 
stood at the threshold of a potentially bril- 
liant career. Dark, stormy, compellingly sexy 
in the series of bodice-rippers that began 
with “The Man in Grey” in 1943, he sud- 
denly, in Carol Reed's film#§bout the IRA, 
acquired a tragic stature that lifted his work 
on to a higher plain. Here, for the first - 
was a truly adult British actor—the coun 
part of the young Jean Gabin in France. 
"Odd Man Out” proved to be the high- 
water mark of his career. Although he made 
90 films after that, a few of them ("Five Fin- 
gers", "Julius Caesar" and "A Star ls 
Born") of some distinction, he mostly 
frittered away his talent. Why? These two 
books, by Sheridan Morley and Diana de 
Rosso, the half-sister of Mason's first wife, 
Pamela Kellino, attempt to answer that 
question with varying degrees of success. 
For Miss de Rosso, the explanation lies 


Profumo's interrogator 


EMBER of Parliament, attorney- 

general, solicitor-general (during 
the Profumo affair), leader of the western 
circuit, treasurer of the Inner Temple, 
chairman of the Bar Council of England 
and Wales: Peter Rawlinson was all 
these, and might have gone higher, had 
he not fallen foul of Margaret Thatcher. 
Although the way was cleared for him by 
special act of Parliament to become a 
Catholic Lord Chancellor (the so-called 
"Rawlinson Enabling Act"), he was 
passed over for that highest of positions 
in the English law; and it is plain that 
Mrs Thatcher's hand was behind it. She 
was rumoured to find him too handsome 
and too superior. "He can expect no pre- 
ferment from me!" came the magisterial 
reply when, in 1985, Lord Rawlinson 
wrote to the cabinet secretary offering to 
do a little voluntary public work in his 
retirement. 

[n a surprisingly modest 264 pages, 
Lord Rawlinson now gives his own ac- 
count of his career*. It was one made at 
the Bar, where he had great success but 


was also underrated by colleagues, solici- 
tors and the press. He was skilled in all 
the legal arts: advocacy, cross-examina- 
tion and legal argument. He was a de- 
lightful opponent and—when fate was 
fortunate—a splendid partner, who 
could contrive to be polite to judges 
while forcefully putting his client’s case. 
All his famous cases are here, al- 
though it would be good to read more 
about some of them: for example, that of 
Ruth Ellis, who shot her lover and who, 
in 1951, was the last woman to 
hanged in England (the young Mr Raw- 
linson visited her in prison); his many li- 
bel cases, including Marrinan v Lloyd- 
George and Unification Church v the 
Daily Mail (in which he appeared for 
the Mail); and his questioning of Mr 
Profumo in the Macmillan days. Per- 
haps, following the example of Lord 
Denning, there is another book in Lord 


Rawlinson yet. 


*" A Price Too High". Weidenfeld & Nicolson; 264 
pages; £16. 










The outsider 






- A with her own sister. Miss Kellino, the 
ghter of a film tycoon, took to the Amer- 
ican way of life as Mason never did. Their 
marriage foundered, and the size of the di- 
vorce settlement drove him to accept dozens 
of unsuitable roles simply to meet alimony 
and maintenance payments for their two 
children. 

Mr Morley, as befits a practised biogra- 
pher, looks deeper. For him, Mason’s failure 
to fulfil his promise was due principally to 
poor judgment. Although highly intelligent 
(he took a first in architecture at Cam- 
bridge), Mason had no talent for strategy or 
diplomacy. He regularly bit the hand that 
fed him, rubbishing British cinema as his 
star was rising, disparaging Hollywood pro- 
ducers after he went to America in 1947. 

That was the biggest blunder of all. Cut 
off from his country and from the British 
theatrical tradition, he lost what might have 
been an honourable place in the pantheon 

t stretches from Laurence Olivier to, say, 
| Scofield. When, in later life, he tried to 
rn to the stage, he found that, thanks to 

years of paring his work down for the 
screen, his personality—even the celebrated 
silky voice—would not project. 

No businessman, he found himself in 
Hollywood entangled at once in contractual 
litigation that prevented him from working 
for a year. When he resumed his career he 
chose badly and made five flops in a row. 
Perhaps he never trusted himself enough. 
He had lifelong doubts about his talent, set- 
tling too often for the second rate lest the 
first rate might never be offered to him. 
Tronically, it was sometimes his presence 
alone that lent a touch of class to the films in 
which he appeared. As Sidney Lumet, who 
directed him in “The Sea Gull’’, once said, 
‘Mason was one of those actors who was al- 
aways expected to be good on camera: "so 
inobody ever bothered to notice just how 
good he was every time". 
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Paul Klee 


The lines that walk 


VEN in his own lifetime, the Swiss artist 

Paul Klee found a ready market for his 
varied and extensive output. Since his death 
in 1940, he has become a kind of delightful 
idée fixe for certain connoisseurs, such as 
Mr Heinz Berggruen, a German art dealer, 
whose collection of 90 Klees is on show at 
London's Tate Gallery. Although 90 seems 
an imposing figure, it is fewer than 1% of 
the artist’s total production of 9,146 pieces. 
This massive oeuvre is a tribute not only to 
indubitable industry and imagination, but 
to a special sense of scale. While twentieth- 
century art has tended to opt for great state- 
ments and grand gestures, Klee was content 
to be a brilliant miniaturist. 

Standing in front of one of the glowing, 
oddly surrealist watercolours at the Tate, 
one woman was overheard describing it as 
"adorable". Nearby, another woman mur- 
mured frostily "that's not the word I would 
have used." Much of Klee's accessibility is 
due to his mastery as a colourist coupled 
with a faultless sense of design. His paintings 
seem like small stained-glass windows, mak- 
ing an impact by their brightness and vitali- 
ty alone. Yet he began his career as a graphic 
artist with a pronounced taste for the gro- 
tesque and satiric, and his mature work still 
reflects something of that. In the Berggruen 
collection, for instance, a wispily drawn "Fa- 
ther and Son” sit at table against a roseate 
background, whose richness only empha- 
sises their macabre, almost skeletal charac- 
ter. "Adam and Little Eve" is a bizarre fam- 
ily portrait, with a girlish Eve still blithely 
embedded in Adam's side. 

Despite its air of felicity, the critic was 
right who pointed out "the general atmo- 
sphere of secrecy which permeates all 
[Klee's] work”. His early interest in the gro- 
tesque became subsumed into his famous 
creative principle of "taking a line for a 
walk"—letting a motif develop by itself, at 
the suggestion of the artist's unconscious. 
He was influenced by masters of graphic art 
with a strong element of fantasy—Goya, 
Aubrey Beardsley, William Blake. This affin- 
ity harmonised naturally with the influence 
of his own tradition of northern art, epito- 
mised by the nervous lines and obsessive de- 
tail of Dürer's woodcuts. 

Klee was closely involved with she con- 
temporary ferment in art in the early years 
of the century, absorbing the lessons of 
Cubism, Surrealism and Dada without abdi- 
cating his own slowly evolving sense of di- 
rection. He was particularly associated with 
the Blaue Reiter group in Munich. It was a 
trip to Tunis in 1914 with one of the group, 
August Macke, that liberated him from his 
hitherto almost complete concentration on 
graphics and black and white. Over- 





our, he declared that “Colour and I are one. 
| am a painter." The Berggruen collection 
illustrates the immediate change in Klee’s 
art, with the appearance of bright harmoni- 
ous abstractions of the kind that would be 
renowned later as his “magic squares”. 

He rejected, however, the total abstrac- 
tion that was the aim of many of his contem- 
poraries. Painting nothing directly from na- 
ture, he let his unconscious lead him to a 
motif. He admired the art of children and 
primitive peoples for its unforced, automat- 
ic quality of naturalness; and if, on its walk, 
his line produced what looked like a head or 
an animal or a building, however distorted, 
that became what the picture was “about”. 
Klee gave his often comic titles to the paint- 
ings only after he had finished them and de- 
cided what they resembled. His works were 
small in size and diverse in mood and treat- 
ment because no final account of the world 
was possible: "becoming" as he said, "is 
more important than being". 

Klee was supremely the artisan of the 
unconscious. Although he wanted to give 
the irrational full play, he never let it get the 
upper hand. His ideal was “a happy associa- 
tion between my vision of life and pure artis- 
tic craftsmanship”, in which "all trace of 
vagueness must be avoided". The Berggruen 
exhibition reveals no vagueness, in a series 
of works that blend ingenuity, clarity, mys- 
tery and serenity. They comprise a kind of 
garden of unearthly delights, familiar and 
unfamiliar at once. And for all their modest 
size and playfulness, they can conjure up a 
sense of profound origins, of having come 


from what Klee called "that secret place 
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where primeval power nurtures all evolu- 
tion”. It is a grandiose vision for a miniatur- 
ist who once described the main facet of his 
character as “a tendency toward being mat- 
ter-of-fact."' 








Paris opera 


No encores, please 


PARIS 


("T^ HE Three Billion Franc Opera" is an 
unfinished comedy for male voices in 
five acts, set in Paris. Cast: Francois 
Mitterrand; Pierre Bergé, his friend and 
backer, a writer, impresario and boss of the 
Yves Saint-Laurent fashion empire; Jacques 
Chirac, the president's sworn enemy; Dan- 
iel Barenboim, an Israeli pianist, conductor, 
world star; Myung Whun Chung, a South 
Korean pianist, conductor, unknown. 

Act one,.1982, the Elysée. President 
Mitterrand recalls the grand buildings cre- 
ated in Paris by predecessors. He dreams of 
his own, among them a popular opera at the 
Place de La Bastille, with inexpensive seats, 
giving 250 performances a year, to open on 
July 14 1989, the bicentennial of the French 
Revolution. Most ministers enthuse, except 
his finance minister. The opera building will 
cost FFr2.2 billion ($325m). Parisians can al- 
ready see opera at the Palais Garnier where 
they have since 1875, he argues, and at two 
or three other theatres besides. Unmoved, 
the president orders work to begin ("Faites- 
le, donc”). 

Act two, 1986, the prime minister's of- 
fice. The Socialists have lost a general elec- 
tion. Mr Mitterrand has had to make his en- 
emy, Mr Chirac, prime minister. Mr Chirac 
would like to kill or cripple the president's 
pet opera, now to cost almost FFr3 billion. 
Dissuaded, he asks Mr Barenboim to be its 
musical director for FFr5m-7m a year, de- 
pending on how much he conducts. Mr 
Barenboim sings of his plans for a festival- 
class opera with 140 performances a year 
("Moins, c'est plus"). 

Act three, January 1989. The Socialists 
are back in government. Mr Mitterrand has 
Mr Bergé made boss of Paris's operas. In a 
tempestuous duet, Mr Bergé tells Mr 
Barenboim he will be earning too much and 
producing too little. Mr Barenboim replies 
he will cake less money but never sacrifice 
art. Mr Bergé dismisses him. In protest, a 
chorus of Mr Barenboim's musical and the- 
atrical friends draft a singing telegram to the 
president. They threaten not to work for the 
Bastille again. 

Act four, May 1989, Mr Bergé intro- 
duces a shy 36-year-old, Myung Whun 
Chung, as the new musical director. Mr 
Bergé denies being turned down by half-a- 
dozen better known musicians, but says he 
did ask one other conductor first. Mr Bergé 
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exits, to fire dressmakers, leav- 
ing Mr Chung alone on stage. 
[n a touching aria, sung in Eng- 
lish, he recalls childhood in 
Seoul with his violin-playing 
sisters, piano school in New 
York, a second prize at the 
Tchaikovsky competition in 
Moscow, and baton lessons un- 
der Giulini. He wonders if he 
can handle the city's fractious 
opera musicians ("If not in 
French, by osmosis then"), but 
consoles himself with the 
thought that talented un- 
knowns have fewer enemies 
and need smaller successes 
than stars do. 

Act five remains to be writ- 
ten. Scene one is known: a grand opening 
on Bastille Day eve, July 13th, with a top- 
name cast singing French arias before Mr 
Mitterrand, some two dozen foreign leaders, 
and le gratin de Paris. Yet the plot calls for 
the Opera then to close again, until its first 
season, planned to start in January 1990. 

How to finish? The librettists need to tie 
up several ends: can it open on time? Can 
















NEW YORK 





UBLICLY anyway, museums usually 

manage to maintain cordial rela- 
tions, even when the competition among 
them is at its fiercest. All that changed 
recently when a public dispute erupted 
between two New York institutions over 
a loan. At issue was a classical Greek 
sculpture owned by the Metropolitan 
and borrowed by an artist participating 
in the Whitney's biennial exhibition of 
contemporary art. The piece in question 
is a life-sized nude, "Zeus", posed with 
one arm drawn back as if preparing to 
launch a javelin or lightning bolt, and 
the other stretched out before him. 

The artist, Mr Francesc Torres, put a 
baseball bat in Zeus's throwing hand, 
hung from his loins a video monitor 
showing action in the stock exchange, 
and so placed the figure as to have it 
pointing at another, oversized, television 
screen displaying Bowery bums washing 
windscreens in lower Manhattan. Like so 
many contemporary artists, Mr Torres's 
aim was political: to draw attention to 
the extremes of wealth and poverty in so 
ciety. The archetypal Zeus image was a 
metaphor for corporate power: able to 
dispense largesse or, as the baseball bat 
implies, a beating, at will. 

Once the exhibition opened, the 
Metropolitan accused Mr Torres of vi- 
olating the terms of the loan agreement 














The god of controversy 








How operatic an opening? 


Mr Bergé continue to straddle opera and 
fashion? Will Mr Chung's programme, to be 
announced late next month, be closer to 
140, or 250 performances a year? Will 
Barenboim's friends relent and work at 
Bastille? Reconciliation would make a mov- 
ing finale, but stormier ones should not be 
written off. 
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by altering the Zeus. It insisted the accou- 
trements be removed, or it would de- 
mand the return of the statue. 

There was much about the dispute 
that was slightly unreal. For one thing, 
the use of recognisable masterpieces in 
contemporary works of art has been a 
central feature of contemporary art for a 
decade or more. Yet no museum has ever 
objected to the use to which one of its 
pieces has been put. 

More curiously, the Zeus is not an 
original, but a copy of a sculpture in the 
Athens Museum. Moreover, it is one of 
many plaster reproductions of sculptural 
masterpieces owned by the Metropolitan 
but loaned to other institutions when it 
found itself unable to look after them 
properly. All this allows Mr Torres, le- 
gitimately, to wonder what all the fuss is 
about, and to raise questions about origi- 
nality and the ownership of works of art. 

So far a tentative ceasefire has been 
agreed. The Zeus is still in the exhibition, 
but without Mr Torres's offending addi- 
tions. Adjacent to the newly edited ver- 
sion of his work, however, the artist is 
now displaying a photograph of it in, 
well, the original. This is the sort of dis- 
pute only the New York art world could 
love—trivial and arcane. But it does en- 
liven a dull exhibition season, the Whit- 
ney biennial included. 
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Victoria University 
of Wellingt 





LECTURES i. IN ECONOMETRICS 


LECTURESHIP/SENIOR: 
LECTURESHIP IN ECONOMICS 


LECTURESHIP/SENIOR LECTURE- 
SHIP IN MONEY AND FINANCE 


Applications are invited for the above 
. posts in the Faculty of Commerce and 

Administration, from well-qualified can- 
didates with strengths in any of these 


argas. The appointees wil be expected 


to teach at undergraduate and gradu- 
ate levels and participate in the Facul- 
ty's research programme. 
The Faculty maintains close links with 
business and government centres in 
the city, and has up-to-date computing 
and communications equipment. 
The salary. scale for Lecturers is 
$35,000-NZ$42,500, where there is 
bar; then NZ$44,000, NZ$45,000, 
"QE i 6,000 per annum; for Senior Lec- 
turers NZ$49 ,000-NZ$57,000, where 
there is a bar, then NZ$59,000, 
NZ$61,000, NZ$63,000 per annum. 
Conditions of appointment and method 
of application are available from Ap- 
pointments (36457) Association of 
Commonweaith 
Gordon Square, London WC1H OPF, or 
"from the Administrative Assistant (Ap- 
pointments), Victoria University of Wel- 
_. ington, PO Box 600, Wellington, New 
^ Zealand (tel 04-721 000, ext 8694; fax 
2 04711 700). Closing dates are: Econo- 
metrics 30 June 1989, Money and 
Finance 15 August 1989; Economics 
31 August dd 











UNIVERSITY OF 
ST ANDREWS 


Temporary 
! Lectureship 
in Economics 


Applications are invited for a 
]|.Temporary Lectureship in 
Economics tenable for one or 
two years from 1 September 
1989 or as soon as possible 


thereafter. Applications are | 


invited from any area of 
Economics. 


| The salary will be on either | 


|.Lecturer Grade A £9,260 to 
1.£14,500 per annum or Grade 
B scale £15,105 to £19,310 
| per annum. 
{| Further particulars and appli- 
“| cation forms are available 
4 from the Director of Person- 
¿i nel Services, The University, 
College Gate, St Andrews, 
ife KY16 9AJ, to whom ap- 
_} plications should be sent to | 
arrive not later than 21 June 


Universities, 36 . 


The University of 
Queensland 
Brisbane, Australia 


ASSOCIATE PROFESSOR/SENIOR 
LECTURER/LECTURER IN 
ECONOMICS 

(3 positions available) 

Department of Economics 


The appointee will be expected to 
teach at both the undergraduate and 


postgraduate level and te supervise 
honours and higher degree research 
qug in addition, each appointee 
will be expected and encouraged to 
develop a vigorous personal research 
program in their area of expertise. 


A higher degree is essential for the 
position of Senior Lecturer and above. 
While applications are welcomed from 
specialists in any area of economics, at 
least one appointment will be in the 
area of economic history. Applicants 
should have a strong theoretical back- 
ground in either microeconomics or 
macroeconomics and be prepared to 
teach in one of these areas. 

Annual salary ranges are: Associate 
Professor A$53,670; Senior Lecturer 
A$40,937-A$47,564; Lecturer 
A$30,737-A$40,100. 


Closing date for applications: 7 July 
1988. Reference No 26089. 


inquiries should be directed to Dr A. G. 
Kenwood, Head of Department of Eco- 
nomics. Telephone: 61 7 377 3520. 
Application forms and further details 
are obtainable from Appointments 
(36446) Association of Common- 
wealth Universities, 36 Gordon Square, 
London WC1H OPF. 





"UNIVERSITY OF 
MANCHESTER 


LECTURER IN 
TECHNOLOGY 
MANAGEMENT 


Applications are invited for this 
| post, tenable from October 1st, 
1989 under the UGC New Aca- 
demic Appointments Scheme 
{NAAS). Persons from any rele- 
vant discipline, including applied 
economics, industrial sociology 
and management studies, as ap- 
plied to the management of tech- 
nology and innovation, the study 
of technological and social 
change, or technology policy and 
| corporate strategy are invited to 
apply. initial salary range 
£9,260-£11,680 pa on the Lec- 
turer ‘A’ scale. 
| jars and application forms (re- 
turnable by June 20th, 1989) 
from the Registrar, the Universi- 
ty, Manchester M13 9PL. Tel: 
51 275 2028. Please quote ref- 
erence 131/89. 
The University is an equal oppor- 
tunities employer. 





urther particu- | 


MW REMAN GEE tiie NR GREED GEESE “ONG eee Burt RANED tuto 


DEPARTMENT OF 
ECONOMICS 


PROFESSOR OF ECONOMICS 
Applicants for the Chair should have a strong record of research, 
| publication and leadership. The appointment is a rnanent 
position, but the University will consider applications for a 
contractual period of three or more Ye | 


The position, previously occupied by Professor L M Lachmann is E 
currently vacant following Professor D J J Bothas appointment int 
the Human Sciences Research Council. r 


The Department, located in one of the country's maior: 
University’s | in the business and industrial heartland of 
paige re ora teaching and research in the sta 
discipline and in others which at present e i 1o 
Austrian, Marxian and Post Keynesian economics. Courses cr 
divergent as econometrics, development economics and the 
history of economic thought are offered. | 


The salary will be within the normal professorial range. | 
Benefits: Annual PONLE Paes POVO ion, medica aid. 
Substantial financial assistance towards dependants University 
stucty where applicable. Relocation allowances Gf eligible). 
informal enquiries be directed to the Dean of the Faculty of | 
Comrnerce, Professor 2: Reekie (011) 716-5561/3. 4 


For detailed ipee contact the University's Personnel office. 


or Dr niversities Office. Second Floor, 16 Charles Il 
Street, London SWTY 4QU. 


The closing date for applications is 30 June 1989, 


The University of the Witwatersrand racism and S 
peer on. tt committed fonon-dscimnation, 
particularly in cons of its student body 
selection and promotion of ifs staff and in its 
administration. Hoon. Rer. cu. rocas e arr RA 


UNIVERSITY OF THE WITWATERSRAND 
PO. Wits 2050, Johannesburg, South Africa 





















































COURSES . ^, 


College Credit for Work Ex 
Business * Engineering + 






UNIVERSITY DEGREE 


For Life, Academic & Work Experience 
Degrees for people who want to be more affective and 
secure in their Jobs or Professions. 


ee o DESTE Rye onli 


without formal classes or seminars ppt pli pote i 


Send detailed résumé on work We and academe expenerce Jor a no. 
Cost evaluation. 





PACIFIC WESTERN UNIV ERSI l 
coon Tapuna ag n elex: tennis - Fax: 217 Dima M. ; 




























PRIVATISATION - 
. ACROSS THE WORLD 


| .. THE THIRD LONDON CONFERENCE 
ON PRIVATISATION 


July 11-12 1989 


| ‘> Privatisation is spreading to all parts of the world — developed 
and developing. Britain has more expertise than anyone else. 


At the Third London Conference on Privatisation ministers, 
Officials, bankers and businessmen will meet merchant bankers, 
‘stockbrokers, accountants and consultants to discuss the politics, 
economics and techniques of privatisation. 

: peakers include: — 

Christopher Patten MP, UK Minister for Overseas Development 
ohn Redwood MP, former head of the Prime, Minister's Policy 
Jnit, and companies involved in worldwide privatisation, and 
USAID. 

The registration fee for the Third London Conference on Privati- 
gation is £205 + £44.25 VAT. 


‘For reservations or further details contact: Adam Smith Institute, 
.23 Great Smith Street, London SWIP3BL, UK. Telephone: 01-222 
4995. Fax: 01-222 7544. Telex: 01-931770 WIBU G. 


fase qut our address a and | the e OkO reference: 289/ECO 


UNIVERSITY i 
OF LONDON 
WYE COLLEGE 


~ POSTGRADUATE DIPLOMA AND 
MSc IN AGRICULTURAL 
DEVELOPMENT FOR EXTERNAL 
STUDENTS 


This programme in the economics, planning and 
management of agricultural development in Third 
_| World countries, offers a unique opportunity for 
.| advanced study to suitably. qualified candidates 

| eve ywhere i in. the world, rough the methods of 


For DM information contact Director of the 
External Programme, Department of Agricultural 
Economics, Wye College, Ashford, Kent TN25 5AH. 
Telex 94017832 WYEC G. Fax 9233: 813320. Tel 0233 
812401. 














SAINT-XAVIER COLLEGE / UNIVERSITY 
CHICAGO 
Bl Offers its Master of Business 
Administration in Paris 
e Evening classes € Week-end classes 
B For professionnals 
with an undergraduate degree 
Bi Spring classes begin : July Pœ 1989 










B Financial aid is available 


FOR FURTHER INFORMATION- CALL. 


(1)42.66.66.82. 
IEMI/SAINT-XAVIER College University 


75008 PARIS 





71. rue du Fe-Se-Honore - 








and FRENCH, DUTCH or SPANISH 66 
in the ARDENNES | 
The advantages of the "CERAN 66" concept, H 
with residential courses : e 


1. intensive study (Minimum 38 lessons per week) 
2. Plus the constant practice of what you hav arnt, eve dod 

from 8 a.m. to 10 p.m., with teachers constan tye resent atmea- | 
times, breaks and in the evenings. RU T | 








3. A total of 66 hours per week of full i mmersion in the language. 
Ceran is a top class school for leaders in business management 


E and government. Our € ents since 1975 include Alcatel, AT & T, B 








Canon, Deutsche Bank, Dow Corning, European Parliament, Ger- 
man Foreign Office , Honeywell, Lufthansa, McKinsey, Mercedes- 
Benz, NATO, Philips, SHAPE, Siemens, Toyota, Winterthur, etc. 


We aiso OM courses in French for young people (13-17) 





: .CERAN 66 | 
Language c courses T motivated people. g 














Calling company executives short of time! (We know you need to learn language 

rapidly.) Live in your teacher's home in UK, USA, France, Germany, Spain, Italy, 
Taiwan. Up to 25 hours private lessons, full board and constant social contact with 

your teacher, his family and friends. Fluency is often achieved in only one or two 

weeks thanks to complete isolation from your mother tongue. ^ 

Established in 1979, Now with 3,000 teachers world-wide at your service. 

| Home Language Lessons, Reservations Office, 12-18 Royal Crescent, Ramsgate, 
| Kent, UK. Tel: 0843 589853; Telex: 94016388; Telefax: 084 590300. | 





























The McGill Faculty of Management 
is offering a new joint program: the 


i . MBA/Diploma in Management 
MB A T2 (Asian Studies). The first of its kind 
. in Canada, the integrated program 


will provide students with advanced 
international management skills and 
intensive language training and area 
studies in Asia, 










AND 






Students will follow a program of 
study that includes a concentration 
in International Business and 
selected language courses in Chinese 
and Japanese, as well as cultural 
courses offered by our East Asian 
Studies Department. Students will 
also be encouraged to participate in 
a three month internship at an ap- 
propriate Asian institution, 







Armed with an MBA in Internation- 


| | al Business and expertise in the 
workings of the Asian business 


B s 3 world, graduates will enter the job 
AT market with impressive qualifications 
to operate effectively. in today's 

multinational business environment, 


McGILL UNIVERSITY 


— Fer further information contact Susanne Major, Admissions 
Director, MBA Program, McGill University, 1001 Sherbrooke 
Street. West, Montreal, Quebec, Canada, HJA 1G5 or call 


(314) 398-4066. Telex: (outside North America) 52685 10 
1cGillUniv Mtl and. (Canada and US) 052685 10 McGillUniv 


Mil. Fax: ($14) 398-3876 | 















AL Taking the GMAT or GRE 
exams? 
We CAN help 
For course details, contact: 
GTAC Associates, FREEPOST, London 
W5 ABR. Tel: 01-993 3983/5380 
For GMAT texts, contact: 


PasTest Service, FREEPOST, Knutsford 
Cheshire WA16 7BR. Tet: 0565 5522 


LEARN 
FRENCH 










FACTORY 
PREMISES 
TO LET 


10,000 sq metres in land, of | 
which 510 sq metres is 
building with possibility of | 
| expansion. Located in the 
best industrial area of | 
Athens, Greece. Available 
| for immediate let. | 
| Send replies to Box 3661, 
| The Economist Newspaper 
Ltd, 25 St James's Street, | 
| London SWIA IHG. 

































ter, BP 176, Lisieux 14104, Cedex, 
France. Te 31312201. 00 000000 









| SECURITY ANALYSIS AND PORTFOLIO : , 


‘ECONOMICS AND FORECASTING (Sept 


PRESEN RA envia p TEN IIB INU AAN Dot etaed 

















international center 
| for monetary | 


1989 GENEVA 





MANAGEMENT (SAPM) PROGRAM - 


An intensive and unique training program followed in the past seven years. 
by participants from 235 financial, industrial and government organisations: 
from 45 countries. Outstanding international faculty and guest speakers: 
optimal blend of theoretical principles and practical applications. Places still 
available for: ' 

EXCHANGE-RATE AND INTEREST-RATE 
For professionals generating or using exchange-rate and/or interest-raie = 
forecasts, wishing to acquire a better understanding of the sources qf. 
interest and exchange-rate movement and of the role of economie policies, 
as weil as tools for generating and evaluating exchange-rate forecasts. 


BONDS, OPTIONS, FINANCIAL FUTUF 
(September 11-29) 

Week 1: Bonds (September 11-15) 

Week 2: Options (September 18-221 

Week 3: Financial Futures and Swaps (September 25-291 | 
For bankers, portfolio managers, brokers, corporate treasurers, investi 
advisers and other executives tradingbondsor managing bond porttolios. 
use financial futures, swaps, options or instniments containing opti 
Objective: to develop a practical yet rigorous framework for analysing - 
investment decisions and transactions involving these financial instruments, - 


For further information and a detailed course description, please contact: 
Annelies Wind or Marguerite Nguyen, 

international Center for Monetary and Banking Studies, 

PO Box 36, 1211 Geneva 21, Switzerland. 

Phone: 22-734 95 48. Telex: 412 151 pax ch. Fax: 22-733 64 44, 











SANDSWAPS - 





















MAXIM'S INTERNATIONAL INSTITUTE 
SCHOOL OF HOTEL MANAGEMENT 


For an international management career 
ONE YEAR DIPLOMA 

our famous Maxim’s Institute 

Theorical and practical training 


Study in English practice and work at 


\UBOURG SAINT- HC 















US REAL ESTATE 
CONSULTANT 
Gn Florida since 1979) will assist you in your US 
| seal estate ventures. We can give you the edge with 
| INFORMATION. Fiduciary and Consulting Ser- 
vices, Evaluation, Analyses, Financing, joint Ven- 
| tures, Tax Planning, immigration, Workauts. 


SWISS CONSULTANT GROUP (USA) INC 
: ampa, Porn 
Fax: 1613 254 0013 for free brochure 














































BUSINESS 
ADVICE 
investment appraisal, feasibility 
studies, planning, forecasting, 
"economic analysis, market re- 
search-—free preliminary study. 
‘Write to Box 3663, The Econ- 
‘omist Newspaper Ltd, 25 St 


|. James's treet, London 
Swi A1HG. 









OBSERVATORY 

HOUSE HOTEL 

37 Hornton Street, Kensington, 

London WB 7NR. 

| Tel: 01-937 1577/6353 

Fax:938 3585. Tix: 914972 OBSERV G 
Single £49.90/Double £69.90 

[ of VAT and English Breakfast. 


| the Regus 





Centre ping wee Convenient fr Olympia and 
London Ear Coun Exhiotion Contes. Al 














* Executive Offices 
+ Conferences 

* Communications 

* Club Restaurant 
Trafalgar Square 01-872 5959 
- «iondon « Stockholm * Copenhagen * 





Sarah Hodo. 
Sarah Hodge Recruitment Consultants 


Need a Top Secretary? 


Cail (01)434-0030 
| 215-217 Oxford St London WIR 1AH 






. Improve the return on 
. your IT investment 


- Anformation Technology is 10w a major force for improving business 
- performance. However for many organisations the benefits remain 
< elusive. This programme focuses on the need to integrate business 
nd IT strategy. It addresses the management process required to 
"help your organisation realise the benefits, and it explores the likely 
mplications on organisation structure and development. London 
“Business School and Nolan Norton are collaborating to present: 
Strategic Management of the Information Resource: 
Achieving the Information Technology Pay-Off 
25-29 September 1989, Fee £1,600 (fully inclusive) 
is 23-26 April 1990, Fee £1,750 (fully inclusive) 
^ The programme is for senior business managers, line managers and 
^^ 4T managers. Organisations may find maximum advantage in being 
represented by IT managers and IT user managers in partnership. 
For a brochure outlining the key benefits of attending this 
|. programme, call the registrar, Louise Ashfield, 
dq cat Landan Business School pam | 
: c. on 01-262 5050 (ext 243). w Mm Nolan N 
or fax 01.724 7875. Nolan, Norton & Co. 


. Please send me details of the Strategic Management of Information Resource 





rand 





As ipkarotion kechen flirt od Pet Mario 














| Name. Bonligi- cu nne co me | 

Ee x. E TM 5 ECON KBG  . 

| ^ Company. a e m n 

| Address "———— | 
AEE ETE, 
Return to: Louise Ashfield, Registrar, IT Programmes, London Business School, | 


Sussex Place, Regent's Park, London NW1 4SA, UK. 


iT Paris 53509, Fax Paris | 
| 43545798. or write PAA Hou 9,9. 


FRENCH CONVERSATION/TUTOR- 
ING by native French speakers. Please 
write: JAF, PO Box 1110, New York, 
NY 10118. 




















































COMING TO PARIS? 
Stay in a furnished flat. One to four rooms | 
plus bathroom and kitchen. Weekly or f 
monthly rates. Left Bank, Luxembourg | 
and Montparnasse. No fees. ^ | 





Rue des Ursulines, 75005 Paris. 











ALL DISCOUNT BROKERS 














| . ARE NOT ALIKE! Practice limited to US immigrati 
Muriel Siebert tellors rates to e. Pract SKIN NE law. 
Judith B, Sporn, Attorney at Law 
125 Main St, Westport, CT 06880 


Tei: (203)226-1223. Fax: (203)454-7890 





AUTHORS WANTED 
BY NY PUBLISHER 


Leading subsidy book publisher seeks 
manuscripts of all types, fiction, non- 
fiction, poetry, juvenile, scholarly and 
religious works, etc. New authors wel- 
corned. Send for free booklet. 


$92, V e Press, 516 W, 34tL 
Street, New York NY 10001 USA 










$3.50sf/Mo. FULL SERVICE OFFICE, PASA- 
DENA, CALIFORNIA. Lease up to 2500sf. 
Currently remodelling. Easy access fwys. 
Minutes to downtown LA. and Burbank 
Airport. including Receptionist phone 
answer, mail forwarding service. Sophisti- 
cated phone system. Account, all utilities. 
in-house copy/FAX centre. Word process 
ing available. On-site manager. Enquire 
immediately. i 
Centrai Purchasing, PO Box 70654, Pasade- 

na, CÀ 91117. Fax: (818) 794-1492. 














BUSINESS 
TRAVELLERS 


Use our specialised services 
instant computer confirmations on over 5Q0 o. 
airlines, 11,000 hotels, Avis and Hertz. Free 
ticket delivery, competitive fares, travel insur- 
ance and visas. Al major credit cards accep- 
ed. Credit accounts (subject to approval). 


COMMERCIAL 
EXPRESS TRAVEL LTD 


IATA approved agents 
Telephone 01-486 9336 fax 01-935 2634. 





[ere persons. Brochure by airmail. 


45 Ennismore Ga L sw? 
Tei: 01-584 4123. Telex 295441 (Ref KSF) | 













HOW TO LEGALLY OBTAIN A For information about 


SECOND FOREIGN PASSPORT 
A second passport offers more freedom, greater 
security and investment opportunities and can 
save you a fortune in taxes 
Exclusive Special Report-—examines over 40 
countries, reveals how 1o get a second 
passport legally, easily. quickly and cheaply. 
Latest updated 4th edition—OUT NOW. 
Beware of imitations! Satisfaction guaranteed 
or your money back | 
£50 (US $80) + delivery. Airmail £10 or 
surface free 
Or details from: 


rtising | 















"nus war: arose 

ssentio ing for strategic planners 

Published 22 imei a vid +4 epos - $550 

HUDSON RESEARCH INTERNATIONAL 
1 bis, Ave de Lowendal 75007 Paris. 

(33-1) 45.55.02.13 — Fax: (33-1) 47.05.97.39 









Tel: 


We are leaders in the field of Investor- 
C/O Me Lovis Laban oc Mr Sion Soe, 1155 Motel, M 
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ST JAMES’S/PICCADILLY, LONDON. 
magnificent period building with 34 
. luxury apartments for sale. 97 year 
“leases, Show flat now open— contact 
01-499 9344. — 
tiie a 











‘FOR THE BEST DEAL TO MIAMI 

. ist/Ciub class fares 50% reduction. 
+ Worldwide destinations. Contact 
Scenic Travel Ltd. Tel: 01-801 7471/ 
2001-808 2943, IATA/ABTA members. 











F New homes, wall panels, components | 
and appliances, shipped to your | 
' location. Rott ad i e 
Call or write for free brochure. North- 
ern Counties, Rt 50 West, PO Box 97, 
Uppersvitle, VA 22176. Telephone 703 
5923232. 5. 36 Lea a 


















exceed £1 billion. 


desirable. 


ECONOMIST JUNE 3 1989 


The person appointed 


experience would be gained in a ran 


Commonwealth Development Corporation 


2ND PASSPORT/DR LICENCES. Any 
country, various reports on how to 
obtain them. INI, 26 Kleomenous, Ath- 
ens 10675, Greece. 
———— ÁO — 
SEASONED OVERSEAS EXECUTIVE 
presently in London, seeks commis- 
sion. Box 3662, The Economist News- 
paper Lid, 25 St James's Street, 
London SWIA 1HG. - 


————— ENIRO 
BUSINESS ADVICE, asset manage- 
ment, start ups, acquisitions, products 


found, send full details. Write to Box 


22-3788 Publicitas, 1002 Lausanne, 
Switzerland. 





SHIRTS FOR THE CONNOISSEUR. 


Made to measure and hand cut from 


fine fabrics. Details and free sample 
materials from Seymours Shirts, Free- 
post, Dept 29, Bradford BD1 1BR. 





CDC is a statutory body charged with the task of assistin 


g overseas countries 
in the development of their economies. This involves investigating, formulating and 
carrying out projects for the promotion or expansion of new or existing enterprises 
within a wide variety of businesses including agriculture, fisheries, minerals, industry, 
public utilities, transport, communications, housing 
50 countries with 18 offices overseas and one in London, its investments and 

. commitments, financed both from Government loans 


and hotels. Operating in 


ate 20's, wishing to develop your 
knowledge of French/Spanish is 


: would be expected to spend an initial period in the 
London office before being posted to a project or overseas office. During this time 
ge of operational activities including financial 
analysis, portfolio monitoring and investment appraisal. This is likely to involve 
occasional short term assignments overseas. 
starting salary will depend on qualifications and experience. Other benefits 
include non-contributory pension scheme, free medical insurance (after twelve 
months), fully subsidised lunches and season ticket loans, the range of benefits for 
service overseas is generous and competitive. 
Applications with a full curriculum vitae including current salary package, 
should be sent to |. M. Gill, 
Senior Personnel Executive, 
CDC, One Bessborough 
Gardens, London 
SW1V 2JQ. 





WORLD FEDERATION OF EUROPE- 
ANS (by birth or descent), PO Box 
14262, N. Palm Beach, F: 33408, USA. 
"ACUMEN PIU ARUSHA IPRC destra 


BLAIR HOUSE HOTEL, 34 Draycott 


Place, London SW3 2SA. Tel 01-581. 


e3e3Fax. 01-823 7752. Pleasant 
rooms with or without private bathroom. 
Single from £35, Double from £50. 
Three minutes from Sloane Square, 
Harrods, Hyde Park nearby. 


MINHAULAMMAMMMAPTTEVAQIIHAMUHALARAAMUMAUEPURADHJHRIHACHNHEDUPAMEOPH IA MPH ee PHA A. 


PANAMANIAN CORPORATIONS pro- 


vide complete confidentiality and zerò 
tax liability. We offer company formation. 
Services on a fast, reliable and competi- 


tive basis. H. I. Darlington, POB 1327, 
Panama 9a, Panama. Tel: 23-0834 or 
23-4819 (evenings 23-6779). Fax 
234936. 



























and self generated funds, 


We have a career opening for a recently qualified accountant, offering the 
prospect of overseas employment on a world wide basis. We would like therefore to 
hear from you if you are a graduate, in your mid to! 
career in an international environment. A working 












- preting work. Will travel—Cora Van 


ington DC 20016. | 












ST JAMES'S, LONDON; SW1 
viced apartments in small bloc 
to Fortnum & Masons; The R 
Piccadilly. Double and twin rooms 
£70 per night. Tel: 01-930 2241. ` 








» 4 

BUSINESS 
IN POLAND .. 
Business Consultant (Bsc, MBA) 
j fluent in Polish, with many contacts 
| in Poland, will help with trade. pe- 
gotiations, commercial investiga 
tions and representations. MN 
| Box No 3664, The Economist, 25 ; 
| James Street, London SW1A 1H6. 


South Kensington 
Luxury fully furnished one and two bed 
| ilats in quiet cul-de-sac off Quewe 
| Resident manager, direct dial tele 
| video security and colour TV. ' 
| rates from £266 to E560 plus VAT, 
| FULL DETAILS: TEL 01-823 8325. FAX 

































p U1-225 0280, TELEX 893095. 






Willett Hotel, — 
32 Sloane Gardens 
London SW1W 8I 


Telephone 01-824 8415. 
Fax: G-824 8475 
Telex: 926678 WILLET G 


Single bedroom: £37.95 VAT, 
e room for single occupancy: 
£41.95 + VAT. 
Double/Twin: £49.95 + VAT. 
Double/T win: (Share Bath): 
«£42.95 + VAT, 
Extra Single Bed: £19.95 + VAT. 


























Small character town house, all Sloane 
Square, All modem facilities. ——— 
| full English breakfast inclusive of rátes 













CHARINGWORT 
MANOR 
IN TOWN? 
The perfect location for board and 
management meetings 


i Magnificent 54 aci 


fires, 4-px 8. 
For colour brochure: 
Charingworth Manor, 
Nr Chipping Campden 
Gloucestershire GLS5 6M 
Tet (038 678) 555 
Telex: 333444 Cr 


Best Now Ho 
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APPOINTMENTS. 


WANTED 
1989 GEORGETOWN Ó 
GRADUATE. Four languages, 


sian, French, italian, English. S 
challenging career opportunity or int 
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K OTO GRICULTURAL DEVELOPMENT 
‘PLANT, VEHICLES AND EQUIPM: ENT 
LOAN No 2185-UNI 


TFB Number SARDA 11 

The Federal Government of Nigeria has received a loan from the World Bank in various currencies towards the cost of Sokoto 
"Agricultural and Rural Development Authority (SARDA), and it is intended that part of the proceeds of this loan will be 
appt to Add UE under the contract for the supply and delivery of the an described below, — — 


LOT ITEM DESCRIPTION QUANTITY 


Wheel Loader ar ee i 
o eee — — 11 


25 Tonne Trailer | 5 i 
Tuck recor 
50 Tonne Trailer 


bidsm ist be oina bya bid bond or bank guarantee for each lot as specified above, either in ii dollars or the nai 
alent d a local bid. All items must be delivered within 150 dea of Mis of order. ; 


"VALUE OR BID BOND OR BANK 
GUARANTEE IN US DOLLARS 



































“40,000 








I idté.s set ré bidding documents may be purchased by any interested eligible bidder on the submi ssion o! ! J 
plication to either address below, and upon payment of a non-refundable fee of US$200 for foreign bic ers or naira 1 000if | 
ased in Nigeria. Bidding documents will be delivered against payment directly to a bidde | epresentative at either | 
ss below, or if requested, by mail to the registered address of the bidder at his own risk. E 
























e comparison of evaluated bids, a margin of preference will be given to goods mámifáctured in in Nigeriá. 


! lids will be féceivéd by the Programme Manager, SARDA, until 10.00 hours local time on 5 July 1989 for opening in public im- "d : 
mediately thereafter. p 





(1) SARDA 
Sokoto Agricultural and Rural Development Authority, PMB 2245 
SARDA Headquarters, Abdullahi Fodio Road, Sokoto, Nigeria 
Telex: 73171 SADPRO-NG 


(2) Agroman Ltd/ADPLA 
34 New Cavendish Street, London WIM 7LM, United Kingdom | | 
i 01486 47 4771. Fax: 01-935 9937. Telex: 22360 SAGLDN-G 
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: % change at annual rate 





industrial production GNP/GDP retail sales [volume] unemployment % rate Climb to 110m tonnes, so output will have to 
3mthst — iyear — 3mthst 1year 3mthst — year — latest — yearago  "ÍSe by perhaps 4.5m tonnes just to maintain 
Australa +106 +66 œw 3 78 4 424 159 i094 " $15 79 stocks—already at their lowest level since 
Belgium — 4 55 +44 m na na FU 4 35 97 a*t 108 1980-81. India, which had hoped to export. 
Canada — — i| — * 10 w +23  * 34m *36  *40Tm ^ 7B» 7) 100,000 tonnes of white sugar this Season, 
. France +41 +29 w +20 +38% — 41 — + 11 be 10.0 a — 101 may import instead. More of its sugar cane 
| W.Germany + 89 +51 w« +08 + 27 m T3 + 0.9 Mar 7.9 Ap 89 has been converted into locally consumed. 
‘ Holland -93 “+ 13 Mar + 28 + 24 0 Ron 8.1 — B4 oat 13.8 bec 11 gur and khandsari, and less is going to the 
Hay ttn 0 87 4 61 +390 FGF 47 ont Lf NL sugar mills. Brazil's output could fall 
ME eeu 156.9598 Ww. — 20 FB a. 65. 150« ., d 26. 850,000 tonnes in 1989-90 as more of its. 
——— ome k de TEE o TEn Wee 198 cane is converted into alcohol fuel for cars, 
Sweden +35 co S2 we * 49 + 1.3 0 - 47 — $2 Feb 1.55 ap" 1.6 | gi 
Switzerland 4277 +73 a +16 +25% +13.7 + 52 Mart 06 a* 08 1985100 Tee: 
UK 7.92. +09 ma ~ 07 + 19 a + 48 + 28 a 6.5 Aam ^ 84 | May23 — May 301 one — o0 
WA +08 +42 a +43 + 30 a ~ 52 +03 ma 5.2 Ags 5.4 month — yesr 
Value index deflated by CPI. B DS Dollar index 
| AlWems 401 — WALT o — 43. 128 — 
PRICES AND WAGES Japan's 12-month rate of consumer-price inflation jumped from 1.1% in Food. 1/31 — 1123  — 28 - 07. 











E M aea v9 i All items 146 — 1160 +34 + 2.8 — 
| consumer prices" wholesale prices* wages/earningst Food —  . 9825  . 924 +50 +172 
| Smthst 1year 3 mthst 1 year __Smthst —  tyea ras 196.6 1395 +24 — AB 
| + 68 Fe Qu UTE uH. Lo Natt 1004 112 465 21 
| + 30 ax — 10 + O4 dec -+44.9 + 06 w aae ea ee 
ee 426.432 me FIR +50 we pee NS o OS - 6t. 
_ + 38 ax + 94 +73 4 t9 T 34 tan” All items 1146 — 1157  — 02 — 39 — 
+ 30 May LET 1:1 39 ee OO ek Eon 925 921 +13 4 95 
*OLO aw +49 + 44 ux + 2.3 + 12 Mar industrials trae Want C ae 
+ 68 May +95 + 7.0 ue + 61 + 56 wa* All 1365 1381 — 12 -—110 
2t BA ay + 54 X25 «A 000 TT ead 1004 — 1099 +27 — 84 
* $7 Aw *99 45 m 182  t7000 Metals 1558 1598  — 30 -—122 
: + 6.4 aw +124 + 87 va tri * 90 m" Code ey SES QS 
Switzerland + 54 £26 + 69 53 + 08 + 34 a" $peroz 36450 36225 — 40 -203 ` 
UK + 89 + B.O aw + 5.6 + 50 ap + 8.0 + 9,3 war Crude oli North Sea Brent = 
USA. * 57 + 5,1. Ape + 92 + 5.6 ap + 3.6 + 39 Aap”? $ per barrel 17.73 1805 — 24 +114 


rings; UK, monthly earnings for ali 


W CURRENT ACCOUNTS In dollar terms, 
America's current-account deficit last 
year—some $135 billion—was by far the 
biggest in the world. But express that as a 
percentage of America’s huge GNP and it was 
just 2.895—smailer than Britain's current- 
account deficit of 3.2% of NP. Measuring 
external deficits this way not only affects 
comparisons between countries, but also the 
path of balances over time. For example, 
while America's deficit last year was roughly 
the same in dollar terms as in 1986, it had 
fallen over the period from 3.396 to 2.896 of 
GNP. Similarly, West Germany's current- 

account surplus jumped from $39 billion in 

1986 to $49 billion in 1988, but as a 
: proportion of its GNP it actually shrank, from 
4.4% to 4.0%. Japan’s surplus fell much 
faster, from 4.3% of GNP to 2.8%. 


i Footnotes applicable to all tables. A!! figures seasonally adjusted except * not seas. adj. 
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| OUTPUT, DEMAND AND JOBS More evidence this week of a slowdown. America’s retail sales fell gaim The 

|. In April for the third month running, to give a 12-month rate of growth of only 0.3%. Britain's cop fell — BESTEN 

| 0.2% in the first quarter; its output was just 1.9% higher than a year earlier, compared with a rise "EEREEENEES 
` Of 4.096 in the year to the first quarter of 1988. Japan's retail sales rose by 5.696 in the year to tonnes this season, but that will still fall 
| February— barely half the rate of growth last summer. Canada's industrial production increased by below consumption of 108.6m tonnes in 

|. just 1.0% in the year to March, compared with growth of more than 7% a year earlier. 1989, according to Czarnikow, a big sugar. 


March to 2.4% ir April, mainly because of the introduction of a new sales tax. In May West areas 
Germany's inflation rate remained at 3.0%, Italy's rose to 6.8%. French wages rose by 3.4% in the Nfa t 

| year to January—just 0.1% ahead of consumer prices. In the year to March Italian wages ^ Metas 1905 1949 
increased by 5.6%, a real pay cut of 0.896, while Canadian wages rose 5.0%, a real rise of 0.496. — sterling index 


| riy wage rates in manufacturing except NM mi earnings; Japan, and Switzerland, monthly earnings; Belgium, Canada, Sweden and USA, hourly Provisional tt Non-food agricuiturals 
employees, " "New series. 


‘COMMODITY PRICE IND 
Sugar output is now exp 


ed to be a record 106.1m. 









broker. Next year demand is expected to 
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+ Average of latest 3 months compared with avg. of previous 3 mos, 





at annual rate. na not available. 
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MARKET CONCENTRATION In about half WORLD BOURSES Tokyo, dismayed by the dollar's rise, ‘struggled up 0. 8%. PRR worries s left 
of the countries shown in the chart the ten | Wall Street down 0.1%. London, fearing still- higher interest rates, fell 1.0%. Frankfurt jumped 
‘biggest quoted companies account for over | 3.4%. Hongkong, fretting about China's troubles, slumped 8.5%. | 

40% of total stockmarket capitalisation. | Stock price indices "e Change on 




































Smaller markets are the most concentrated. M30 — 1788 one . one record 31/12/88 
‘In Holland the big ten represent 72% of total high — low week year high intocal nS 
stockmarket capitalisation; its biggest com- | agra —— qma 18837 $128 ^ -— 26 — - 186  -331 3 88 
pany, Royal Dutch Petroleum, accounts for | geigium ^ 61067 61256 55193 — * 07 4 302 -03 t 97 -29 — 
37% alone. Belgium's top ten account for | canada ^ 36903 38961 83505 4 09 4 136  -103 +94 +793 . 
53%. The Japanese and American stock- | Frane 4771 4785 4179 OA | * 434  - 03 +148 — 422 . 
| markets are the least concentrated. Japan's | W.Germany 17384 17419  — 15957 —  * 34 ^ 3 259 — -287 — $ 82 —-— 74 — 
| giant Nippon Telegraph and Telephone, cap- | Holland — — 1913. 1. VOUS SOOT, 8 ot 00. 902 Oe e, LA Le 
italised at $185 billion (equal to the stock- | Hongkong  —— 28055 à 33096 à. 2706.7 — — 85 — * 124 &— —290 — * 44 — 2538 
markets of Hongkong and Sweden com. | tey . 6109 $6203 1 875 à— * 11 3316 -P7 3238  - 59 
- bined), represents only 5% of Tokyo's total mE e More S8 mme I3 LEE 83 138 348 — 
E capitalisation. America’s IBM, rapian er at South Africa” 24150. 25810 19610 + "29g ^ 4 534 ^ — 64 14236 +138} 
bri ecd dide for a tiny 23% of Wall | Span — 331 ia ne ee 71409 a uo w0 
reet's total. c cce cd uns ee UNT UNE n pue S 


rere e rit Upper sd at dre MAMMA Haad a ANUAL TIR A o I IRI 027 TA TR T A AA DOLE our or PPP) artum irre BEI eI Sam tumesaao marier Ie E PANE PA HA tt Igi ATOLL FATTO TUS ACAD a ran 


- Market capitatisations May 1989 00721900. 22047. 17828 — — 1 c E E NE : 
1 0.5 201. 9 9 SE 
| Holand -G | 










































M1, slowed to 10. 2^6; the increase in broad M3 slowed to 20. 6%. In the year to March grow! : ^ nc 


Benum - Sweden's broad money supply eased to 5.0%. Swiss banks raised their prime rates by half a rhin p 


 Swtzerand a 











Money supply Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
: Ho ein pue % rise on year ago Money market Commercial banks . Bond yields Eurocurrency | 
TM - Ho Narrow — Broadt Overnight 3 months Prime Deposits Gov't Corporate Deposits Bonds 
[M1] lending 3months long-term 3 months 
Australia + 8. 8 +226 ww 1750 1824 1875 1795 1399 1499 1810 - 14.22). 
Belgium +17 +39 « 700 865 1075 840 844 841 881 836 
Canada +46 — 112 aw 1263 1238 1350 1238 | 976 1039 1225 1174 
L Frane +36 +72 fo 694 9.00 960 900 8 76 924 894 912 
a W. Germany + 8.9 + 69 va 650 730 850 664 710 715 ^ 725 70 
; Malaysia Holland — + 56 +133 re — 706 755 9.25 _ 755 7/30 7.82 750 — 755 
an aly — LIB. N: F 84 o. 1250 1288 ^ 1400 na 1164 1176 ^ 1200 1073. 
| Japan * B9 103 w — 431 — 433  &— 338 — 176 — 549 &— 535 à 519 — 521. 
Canada -— J Top ten as % Spain +168 4114 x 4.11"? 1457** — 1500**  750'* — 1271**  1397** — 1320'* na 
i , of total market Sweden na + 50 w 1155 1177 1250 — 1161 11.09 — 1188 1150 — 1123. 
- Britain P : Switzerland — 44 + 64 m 6.63. 819 800 675 536 603 806 634 
UK ——— 4102 206 a 1400 1394 — 1500 1394 “974 1116 1406 — 1093 
Japan USA X 15 4 4B a X975 940 1150 939 862 9.55 950 9.48 


Other key rates in London 3-mth Treasury Bills 13.3%, 7-day interbank 13.6%, clearing banks" 7-day notice 4.0%. Eurodoilar 
rates (Libor): 3 mths 9.4%, 6 mths 9.4%. 


MM MÀ À——Q À—— en  À— MM MÀÀ—ÀMÀÓ HÀ MÀMÁÓ—MMÀMÀ— Áo memi 


ME Soho as bel i PaT Australia, Canada, France, Spain, Switzerland, USA, UK, W. Germany M3, Japan M2 plus COs. Definitions of interest rates quoted available on reque: 
Source: Morgan Stanley Capital international reas: Banco Bilbao Vizcaya, Chase Manhattan, Banque de Commerce (Belgium), Credit Lyonnais, Credit Lyonnais Bank Nederland, Svenska Handels! 
ANZ Bank, CSFB, Wharton Econometrics. These rates are indicative only and cannot be construed as offers by these banks. New series." "Last week. 


. TRADE, EXCHANGE RATES AND RESERVES Britain's visible-trade deficit widened to $3.7 billion in April; this took its 12- month defi cit to a record 
.$40.8 billion. In the same month Britain's 12-month current-account deficit fell slightly to $28.2 billion. Italy's trade deficit climbed to $2.2 billion in 
-January; its 12-month deficit increased to $11.3 billion. Sweden's 12-month current-account deficit edged up to $2.3 billion in March. The dollar 
continued its advance: in trade-weighted terms it rose 0.8% on the week. The yen lost 1.0%, sterling fell 0.9%, the D-mark was unmoved. 








trade balancet current- trade-weightedt+ currency units per $ currency units foreign reservestt 
$bn account exchange rate $bn 
latest latest 12 balance $bn | 
month months latest 12 mths latest year ago latest year ago pere perSDR per ecu Mar year ago 
Australa — — 039 j» — — 29 —  -— 135 w« o nma — mna 1134 3124 — 209 169 129 128 93 
Belgium + 044 oe , — 02 A -* 38o . &—t1052 ^— 10721 — — 421 — 361 ^à—  , 666 à 516 495 104 — $92 
| canada Oe et ART NEP QU CEN C NNLLA ES 189 , 151. 125 , (154 — Iw 


_ 004 Mar 







Aosta France, , Canada, Japan, UK and sk T ETT ib A others cil/fob. tt Bank of England index 1985 — 100 New series. TT Excluding gold "jan. — 5s 
Registered asa News ğ Produced by The Economist Newspaper Ltd., London, England, and pn in Singapore by Times Printers Pte, Ltd. 





OTHER COMPUTER COMPANIES ONLY TALK 
ABOUT bbs AL PERSONAL COMPUTING. 


Se i ee te 


ipit m 


Freestyle, the Personal Computer Svstem 
you already know how to use. 


reestyle combines the speed of the personal computer with 

the simplicity of natural communication. It actually lets 
you imprint a screenful of information with your questions, 
comments and directives — written in your own hand and 
spoken in your own voice. And transmit them immediately to 
all the right people in your organisation either electronically 
or via facsimile. 

What's more, Freestyle lets you do all this as easily as 
using a pencil, paper and telephone. The Freestyle system lets 
you review, comment and approve virtually all information 
on your PC screen just as clearly as you can in person — with 
handwritten or verbal comments. And just as quickly. 

The Freestyle stylus works just like an everyday pencil. 
And it's just as easy to use. Simply hold it in your hand and 
write on the Freestyle tablet. Instantly your handwritten 
notes, questions or signature appears as part of the Freestyle 
documents on your PC screen. 





Personalized voice comments are easy. Just pick up the 
Freestyle handset or an ordinary telephone and talk. Or write 
while you speak, and Freestyle synchronizes your handwriting 
and voice. Then, with a touch of the stylus, you can send your 
written and voice messages to anyone in your Freestyle address 
book. 

Freestyle runs on the Wang PC 200/300 Series of personal 
computers, as well as IBM PC/ATS and compatibles. And it’s 
compatible with virtually all applications written for these 
systems. Which means Freestyle can work with such popular 
programs as Lotus 1-2-3, dBase or Wang's WP PLUS. 

Visit your local Wang office for your own personal 
introduction into the freestyle method of computing... you 
already know how to use it. 





MAKES ITWORK. 





‘Today, merchant banking can often accomplish 


what conventional banking cannot. 























oday s corporate financial problems often seem to res 


















»e efforts of conventional banking. 
Why? Because conventional banking tends to emphasize 


either strong relationships or sophisticated services. 





'esterday, either may have been adequate. Today, you 


and deserve both. 





Merchant banking — the Bankers Trust brand — gives 


equal weight to both sides of the equation. We are constantly 


- developing sophisticated financial services and our skill at 








executing them. While at the same time developing broad and 


deep relationships with our clients. 





Such relationships allow us to help you most effectivel 





ost effectively because we can attack each individual problem. 





in the light of your overall financial needs. 





Thus today's complex problems often yield most easi 








-merchant banking. And sometimes only to merchant ba 








ABankers 


Because today isn't yesterday. 
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IT IS AMOMENT YOU PLANNED FOR. REACHED FOR. 
STRUGGLED FOR. A LONG-AWAITED MOMENT OF SUCCESS. 
OMEGA. FOR THIS AND ALL YOUR SIGNIFICANT MOMENTS. 


£-^ 
- ere 
A 





OMEGA ALWAYS MARKS SIGNIFICANT MOMENTS 
AT THE OLYMPICS. IN THE SPACE PROGRAM 

IN SIGNIFICANT LIVES LIKE YOURS 

THE OMEGA CONSTELLATION. FOR YOU BOTH 


() 
OMEGA 
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, ORLD POLITICS AND CURRENT AFFAIRS .. BUSINESS, FINANCE AND SCIENCE 


| JAPAN AND THE THIRD WORLD 75. BUSINESS THIS WEEK 
15 C o-prosperity y peaceful means 

















BUSINESS 
. ASIA | | : (1 Bosses get richer than Croesus 
is 'eign of terror begins in China 18 The myopia of American bosses a? NE 
China's inhuman rights 78 Saatchi & Saatchi: Back to the drawing board China v world 









“| 21 Vietnam’s boat people adrift 

| 28 Japanese seats reform: Forget it 

| 28. Bangladesh's restless hill tribes 

[3 3 Sweet and sour election in New Caledonia 


24 Unmaking friends in Hongkong 8l 


Economics focus: Income inequalities 
82 Russia's creaking energy industry 

87 American home shopping 

88 Japan's unthreatening space industry 
88 Europe's irrepressible charter airlines 







Foreigners owe Deng Xiaoping 
no more favours, page 12. Ret 
bution and the rewriting of hi 
| tory in Beijing, page 23. 

































` AMERIC AN SURVEY 90 Swiss watch movements 
| 35 5 The greening of Bush 





. 36 Running cars on booze PENAN a l 

|^ 38 New Democranelewders 91 Switzerland's cartelised capital markets 
38 Faxing for freedom 92 America’s Freddie Mac and slum landlords 

|]. 38 Profitable ice hockey 93 Market focus: Shares in small companies 

40 Civic ignorance 94 The Economist’s missing words on currencies 
40 Talk radio 94 Keeping French savings in France 

| 42 The Supreme Court counter-revolution 99 How Japanese housewives invest their money 
42 Capital gains again 100 How the Bis works 









More refugees in | Hongkong; : 


M Moderately significant San Juan 102 Unseasonably hot money more words in Geneva, page oh 


















LIP HU EIONAR _ SCIENCE AND TECHNOLOGY 
-49 Mozambique: Chissano says stop. 103 The parliament of AIDS sits in Montreal 


Y m d 104 High-temperature superconductors cool off 
50. Trotsky and Zionism ud 104 Watching people watch Tv 

.] 53 The contras march home 106 Gene drugs 

1.53. Running and apartheid 

ope 54 ‘The Lockerbie whodunnit 


| EUROPE 
55 Gorbasm in West Germany 
56 Unrest in Uzbekistan 
56 Bulgarian Turks evicted 
59 [taly's factions explained 
59 Hungary’s road to democracy 





ECONOMIC AND FINANCIAL INDICATORS. 
125 Output, jobs, prices, commodities, bourses, in- 


terest rates, trade, currencies, plus a closer look 
at Switzerland and stockmarkets 










| ree net will pee rwn 8. 
The money in thinking small, 
page 93. The Saatchis retrea 


BOOKS AND ARTS 
111 Political pamphlets return to Britain 
112 The men behind perestroika 




























- 60 Inside Ceausescu’s Romania i Was Stalin nice! 
© 61. The EEC’s “democratic deficit” 113 Puritans in America 
62 The European Parliament’s new clout — 113 Sam Goldwyn's Hollywood gripe ari. 
| 114 The Pontormo sale: The case for euphoria mentalism—with a dash of © 
I. BRITAIN 114 Soap operas for children dirigisme, page 35, 
67 This week 115 Political films in Hungary 
69 Union bosses tread carefully 
40 Entrepreneurs on London's buses LETTERS 






Q Britons’ attitudes to Europe 4 On workers’ shares, living with Russia and 
-A creaking competition policy America, voting in Europe, Mohajirs, Yugosla- 
agehot: Form policy dogs via, resettlement of Kurds, President Bush 





































































! ; shares 


With growing amazement | 
your uncharacteristically 
w editorial on employee 
k-ownership plans (May 
. The fact that the law in 
nerica allows implementation 
ESOPs in a format where the 
tkers do not vote their shares 
as up the possibility of man- 
t abusing this potentially 
derful institution as cheap 
ng and as a takeover 





SOPs often serve as a reduc- 
in benefits. And employees 
ould not have to depend for a 
oportionate share of their 
ment income on the suc- 
of just one company, long 
they can do anything about 
if they ever could. 

e challenge is and always 
been to make employees 
k and act like owners. What 


; to the majority of em- 
2r] share price does not 


Ding müh fw it. In 
ds Pone. entrepreneur I 


x opportunity that an 
! ‘provided: “Tve had to 
end hours explaining to them 
at shares even were!" 


ing ore ESOPs may form 
of a l compren naiyo d 


The 
cono m ist 
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ossed over by esor advocates - 


diis RE. VAN VLISSINGEN | 


ee enter a subscription for 1 year. | enclose payment of sse nennen 
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Sik—You argue that Britain 
should give the workers shares, 
and cite evidence from a recent 
Washington conference. 

We should like to point out 
that (for once) British econo- 
mists have led the world in re- 
search on this topic, and that the 
published evidence suggests that 


ESOPs and profit-related pay have - 


no beneficial effects. We suggest 
you consult the September 1988 
Economic Journal, for example. 
Many people believe in astrol- 
ogy and the Loch Ness monster, 
and they have been discussed at 
many conferences. Getting such 
ideas past the referees of serious 
journals has proved somewhat 
harder. 
DaviD BLANCHFLOWER 
ANDREW OSWALD 
London School of 
London 


C RETENIR 


Living with giants 


Sirn—One of your arguments for 
still believing in a Soviet threat 
(May 27th) is as follows: “If [Mr 
Gorbachev] succeeds in reviving 
Russia's economy—whether he 
does it under the existing system 
of government or by going multi- 
party capitalist-—Russia will 
again be a powerful place, with 
more money to jeder on the 
military strength that is one part 
of power. Size matters. An effi- 
cient country of 300m people, 
whatever its ideology, is no fun 
for neighbours of 50m or 60m.” 

Would you say that it is "no 
fun” for Mexico and Canada to 
be neighbours of the United 
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enne 


States, w i i a por 


Economics. 


— EECA AEE E A Ai 


aac e ie vidi Russia's and is is. 
the most powerful country in the 
world? Admittedly it is "no fun" 
for Nicaragua to be sharing a 
continent with the United 
States; but, in all fairness, it is a 
tradition in the United States to 
interfere in the affairs of the 
Central American isthmus. 


London D.E. FOLKES 


SEE ENEEIER AEAN 
Voting in Europe 


Sır—You surely cannot ignore 


the plight of 400,000 or so Brit- 


ish citizens who are disenfran- 


chised for the European election 
this week because they live 
abroad. 

The right of British citizens 
abroad to vote at national and 
European elections was estab- 
lished by statute in 1985, but it 
limited the right to those who 
are absent for up to five years. 
Like many working in Europe 
now, and many more soon in 
view of 1992, I have worked out- 
side Britain for more than five 
years. Ás was the case at the pre- 
vious European election, | shall 
not be able to vote—unlike my 
continental colleagues, who can 
and do vote in their countries of 
origin. 

Besides questioning whether, 
with this omission, this Euro- 
pean election is in fact “by direct 
universal suffrage", should 
working and living within the 


1992 single market really require - 


a sacrifice of basic rights? 
Luxembourg JAMES SPENCE 


n————————————À PB à 


Mohajirs 


Sig— You have made a most un- 
fortunate gaffe by referring to 
the Mojahirs in Pakistan (“In- 
dia's great religious divide", 


June 3rd). Of course they are’ 


Mohajirs. The Haj is a pilgrim- 
age, the Mohajir one who makes 


a pilgrimage. 
London R.B. Sippiai 


p SE AIE A O E AE E E OEE E 


Yugoslavia 


Si&—1 would like to comment 
on Mr Bracevic's letter (May 
6th). Contrary to his opinion, I 
find your article “Tricked in 
Trepca” (March 4th) objective. 
It merely states relevant facts 
and draws the obvious conclu- 
sions. Mr Bracevic is certainly 
mistaken if he thinks that the ar- 


settlement 


E Aidei the: Serbs un- 







to piesent in a flattering way | 
person like Mr Milosevic, who = 
uses just about any means in his 
struggle for power. 

Macomb, l 
Ilinois MARKO KRANJ 
EL eee ee CT en d 


Double standards 


Sir—You ‘published a story 
(April: 15th) o on the possible “re- 
of hundreds of 
thousands of Kurds by the Iraqi 
government. lraq, you say, plans 
to destroy Kurdish villages and 








move their populations to camps 


near the Jordanian and Saudi 
Arabian borders "where thou- 
sands of earlier Kurdish depor- 
tees have apparently been sent." — 
Now suppose, just for atgu- 
ment's sake, that Israel decide 
to follow the advice of some otp 
its more irresponsible politi- 
cians, such as the former. chief of 
staff, Rafael Eytan; to “resettle” 





West Bank. Palestinians some- 


where. Would such a story be 
buried on page 56 of The Econo- 
mist—or passed over in silence 
by the rest of the world press? 

Jerusalem BERTHOLD WYLER 
rH 


Just good friends 


Sig—Presidenr Bush's recent 
visit clearly illustrated what a 
farce the so-called “special rela- 
tionship” between Britain and 
the United. States really is. In - 
West Germany he talks about- 
being "partners in leadership; 

in Britain it is the "special rela- 
tionship’. It seems flattery wl 
get you anywhere. 


Tenerife, MN p 
Canary Islands AV Mo 





















latest Special Report No. 1134 


NIGERIA TO 1993 
Will Liberalisation Work? 


Will Nigeria's leadership keep 
political and economic liberalisation 
on track in the face of entrenched 
opposition from many fronts? Will 
liberalisation bring the hoped for 
economic rewards? This report tooks 
at.the structural changes under way 
in Africa's most populous state and 
leading oil producer. Its forecast, 

. which coincides with renewed 
interest in Nigeria among potential 
investors, is moderately optimistic. 

| Price including. peage. UK & Europe £125 

North America US$260; Rest of World £128. 

| The Economist Intelligence Unit 


ptite Dert (EOR) : 218 Park Avenue South 

.. . New York, NY 10003 
wm USA 

E TQ j 460 0500 



































INTERNATIONAL 
PROPERTY 
DEVELOPMENT 
PARIS 


| Leading commercial property group in France seeks 
| to develop its investment funding through the 
| appointment of an international funding manager. 












(Commonwealth Fund for Technical Co-operation) — 


CHIEF OFFICER (ECONOMIC) DÁ - 


The Technical Assistance Group (TAG) is the 1 
consultancy arm of the Commonwealth Fund for T 
economic work of the group consists primarily ¢ 
natural resource projects and other investment ‘issues, 
programme on debt management. | 






















While the Chief Officer will be responsible to the: 
Group, he/she is expected to take individual responsi 
economic advice on a number of projects. He/she 
formulate economic and fiscal terms for natural 
(especially in the minerals and petroleum sectors) 
projects. He/she will be required to assess strategies. 
negotiations with major companies. In addition, he/she wi 
tion to TAG's analvsis. of legislative and tax di cd fort 
foreign investment and provide analysis and policy advice in 
group's technical assistance assignments. E 
Applicants should be Commonwealth citizens with a good he 
graduate degree and at least five years relevant work € 












| Working with the Directeur Général, he will expand 
| investment sources through the placing of major 
developments and the funding of new schemes with 
European and Asian institutions. 

For this. position, which is open to real estate or 
property finance professionals, it will be necessary 








































0: 
— reside in France and travel to major financial 





























which should have been in a developing country. Practical knowied 
4 centres, . | F computer assisted financial analysis and project appraisal is necessary. 
] — demonstrate skills in the structuring of invest- calls for a clear analytical mind, ability to work in new areas as requir 
; t deal | | clients and also as an interdisciplinary team member who should be willing 
men ais, travel abroad frequently. 










— show a command of both French and English in 
. the professional environment. 
. Application should be made in confidence: 


The appointment, initially for two to three years is on scale 416,956 - 
£18,636 net of UK income tax plus expatriation and other allowances. 
description and further details available on request. Please send full CV wh 
names and addresses of three referees by 1 August 1989 quoting ON 22/89 























BURT & LYON SA Chief r Pa = 

18, avenue Franklin Roosevelt Martborough House, Pall Mall -— P 
75008 Paris London SW1Y 5HX. Telephone 01-839 3411, ext 8134, 8152. 
Tél: 42.89.11.21. FAX: 45.63.92.06 AN EQUAL OPPORTUNITY EMPLOYER ue 
























| dir , 4 " ETE Ia eee 
....-At the leading edge of the North West's resurgence 
£ substantial plus car 
With offices in over 100 countries worldwide, Peat Candidates should be graduate economists, with 
Marwick McLintock are acknowledged as one of several years’ experience, ideally spent in a 
the world's leading Consultancy and Accounting — development agency environment or with 
Practices. Through a network of nine offices and — practical project-based consultancy experience. 
over 800 staff, in the North West, we play a key There will be ample opportunity to work closely 
role in supporting economic development with our leading professional staff, who with their 
promoted both by public and private sector excellent network of existing contacts will provide 
agencies on a wide range of projects. the support and encouragement for the continuing - 
We now seek an ambitious economist to join our 


expansion of the firm's activities. 
consultancy team and play a leading role in If you have the ambition to progress your career 
advising our clients on a wide portfolio of rapidly. please send a full cv, quoting ref: AG/903, 
development and strategic issues, particularly in with details of current salary and a daytime 
Merseyside and Greater Manchester. telephone number to: Alan Gibbons. 


Peat Marwick McLintock 


Executive Selection and Search 
| 7 Tib Lane, Manchester M2 6DS 












vul 










LECTURERS 
- FINANCE & ACCOUNTING 
- COMPETITIVE ANALYSIS 


Experienced management teachers for a commercially 
orientated and intellectually demanding training consultancy. 


South Midlands. Upwards from £30,000, + car, + benefits. 


Financial Services Management Development provides 
individually tailored senior management programmes for financial 
institutions. Several new appointments are needed because of 
heavy demand, the vast potential of the client base, a business plan 
calling for trebling of turnover and a planned USM flotation. A 
particular attraction is the opportunity for personal growth as the 
company expands — and a share in its success. 















The teaching/course development role demands intellectual rigour 
and a sharp, interactive teaching style, appropriate for managers. 
Ideal candidates should have a business-related degree possibly at 
. Masters or PhD level. A spell of teaching managers, professionals 
- and graduates, tempered by experience of practical consultancy or 
management could be the perfect background. An eagerness to 
"apply one's specialist knowledge to practical problems in the world 
‘of finance and business, combined with an appetite for defining 
training needs, designing courses and developing original material 
would be of direct relevance. 

-Application forms and a detailed job description are available from 
.Mrs. Lesley Baikie, FSMD Ltd, Emerson Court, Alderley Road, 
. Wilmslow, SK9 1NX Tel: 0625 530050. 




























































The University 
of Sydney, Australia 









. CHAIR IN THE DEPARTMENT OF 

GOVERNMENT AND PUBLIC 
ADMINISTRATION 

| Reference No. 20/01 

| Applications and expressions of interests are invited from 
. distinguished scholars with interest in one or more of the central 

fields of political science for appointment to a Chair in the 

Department of Government and Public Administration, 

The teaching and research interests of the department cover 


Australian politics, international relations, public policy and 
, administration, comparative politics, political theory and political 


sociology. | 

The other Chair in the Department is occupied by Professor Alastair 
Davidson. 

Salary will be at the rate of $463,919 p.a. 

| The University reserves the right not to proceed with any 
(| appointment for financial or other reasons. 

- Applications in triplicate, including curriculum vitae, fax number, list 
| of publications and the names, addresses and fax numbers of three 
| referees by 31 July 1989 to the Registrar, Staff Office, University of 
| Sydney, NSW 2006, Australia, from whom a detailed statement of 
$ information concerning the Chair should be obtained. Assistance 
] with relocation expenses in Sydney will be provided. 
$ Further information is also available from the Association of 
|) Commonwealth Universities, 36 Gordon Square, London WC1H 
1 OPF, United Kingdom. | 


.. Equal employment opportunity is University policy 
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d 30 June 1989 to: 


WORLD 
SERVICE 


ASSISTANT PROGRAMME ORGANISERS 
CHINESE SECTION. 


The BBC's Chinese Section broadcasts in Mandarin Chinese for 3 hours per day and 
Cantonese for 45 minutes per day to China and Chinese-speaking communities. in 
South-East Asia. 

Three new posts have been created to assist the Chinese Programme Organiser in 
the editorial contro! and management of the Section. The work will involve 
planning, editing, producing and monitoring the Section's output in conjunction 





with other editors and broadcasters, and deputising for the Programme Organiser. 


as necessary. l E 
You would be expected to have sound editoria! judgement; experience as a 
broadcaster and editor and extensive knowledge of China and Mandarin Chinese as 
well as English. Knowledge of Cantonese would be an advantage. 
Based at Bush House in Central London with occasional opportunities to travel to 
the Far East. | EN Ue a um eR D 
Salary eta e qualifications and experience in the range of £21,000 per 
annum to £25,500 per annum. Appointment will be offered on a contract of up to 4 
years which may later be extended. LES ME : 
Please write or fax sending your full curriculum vitae (ete ref 3374) saying why 
eff Dawes, Senior Personnel 


you think you are the person we are looking for, to: Jeff D 
Officer, Overseas; Hoom 214, North-East wing. Bush House, PO Box 75, Strand, 
London WC2B 4PH to reach me by 1 July, 1989. 


Interviews will be heid in London. 
For further information, telephone Jeff Dawes on 01-257 2456. Fax: 01-836 


3215. 
We are an equa opportunities employer. — . 


s t 


The Reserve Bank of  Aüstralià: has ances for experienced - 
its Financial Markets Group. Applicants should have a high level o 





academic training ineconomics/finance and extensive experience in 
economic analysis and applied economic research. 
Research Department's activities involve reporting, analysis and 





forecasting of macroeconomic variables, evaluating the effects of 
economic policy and research into various aspects of the Australian 
economy. The Financial Markets Groupis responsible for the conduct 

domestic 





cordin g to qualifications and experience. 

| an initial period of two years. 

| Persons seeking more detailed information should contact lan 
Macfarlane, Head of Research, by telephoning (612) 234 9300. 
Applications in writing, setting out full details of experience, 
qualifications and personal particulars, should be forwarded by 





The Recruitment Officer 
Personnel Department 
Reserve Bank of Australia 
GPO Box 3947 





les of Equal E 





























Leading up to flotation of Mirror Group Newspapers in the fourth 
quarter of this year, we wish to invite applications from senior finance 
executives for the post of Corporate Development Director. 


Following dramatic modernisation, including conversion to colour, 
since 1984 when the Company was acquired by Robert Maxwell's 


Pergamon Group, our profits have increased from £800,000 per 
annum to well in excess of £1 million per week. 


The key responsibilities of this new appointment will ill be to capitalise on 
the last four years of profit growth through flotation and to further 
expand the business through acquisition in Europe and World wide. 


This Is an important, major Board level appointment and it is essential 
to have already established a successful track record and respected 
reputation in mergers and acquisitions. 


General commercial achievement, entrepreneurial flair and a 


thorough knowledge of the financial community are just as important 
as the highest standard of technical and professional expertise. 


The salary and overall benefits package, which will include share 
options when the Company goes public, will be negoti able and 
present no restriction to attracting the right candidate. 


Please apply, with full details of qualifications, experience and salary 
history to: 





Robert Maxwell, MC 
Mirror Group Newspapers 
Holborn Circus 
LONDON 
ECIP IDQ 
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“WFIA’s international investment strategy de- 
mands custodial efficiency and flexibility in all of the 
world’s important markets. 

“WFIA chose Morgan Stanley Global Securities 
Services for its global presence. MSGS supports our 
business with their superior electronic network 
which insures timely and accurate settlements. 

“WFIA is well known as a product innovator. As a 
consequence, our international custody environment 
must rapidly and flexibly respond to our changing 
investment needs. In the last 18 months, WFIA has 
introduced a World Government Bond Index Fund, 
Japan Tilts & Timing, Japan Asset Allocation and UK 
Asset Allocation strategies and has extended the 
country coverage of our International Equity Index 
Funds. MSGS has anticipated these needs. 

“Today, WFLA is the fastest growing international 
indexer.” 

MSGS offers fully-integrated services, including 
global custody, in support of the institutional investor. 
MSGS, through its international expertise and its 
advanced proprietary technology, has the capability 
to provide these services in more than 22 countries 
followed by Morgan Stanley Capital International 
Perspective. 

For additional information, please 
contact: Alan M. Trager, President 
Morgan Stanley Global Securities Services 
1251 Avenue of the Americas, New York, 

NY 10020, (212) 703-4452. 


MORGAN STANLEY 
Global Securities Services 





Robin S. Midkiff 
Executive Vice President 
Wells Fargo Investment Advisors 
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Wzus FARGO INVESTMENT ADVISORS IS VERY PLEASED WITH ITS DECISION. 
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4 ad Sieriiany Tear down the Berlin wall. 
a a ders iv Eas E house. For 






tional ine ng pide boui a united uid 
fatherland; so. did East Germans, until the 
to dt em to forget the words and hum 


ay, Wish: the eisliers did not mean it. Or 
rather, they did not need to wonder whether 
they meant it; for it couldn't happen. 

This comfortable hypocrisy is no longer available. Just 
eight. years ago West Germany's Ostpolitik was racked 
oeween a Russia that had invaded Afghanistan, and an Amer- 
ica happily rallying under President Reagan against the evil 
-empire thus revealed. The curtain was iron again, and 
thoughts of one Germany firmly in dreamland. This week Mr 
Gorbachev is feted in Bonn as the man who has allowed the 
unthinkable to happen across Eastern Europe. The Russian 
leader delights West Germans because, whether he means it 
or not, he gives their dream of peaceful and open coexistence 
-with East Germany a chance. For as long as he holds sway in 
: Russia, the West must be more honest about what it wants 
that dream to mean. 

Since the early 1950s, when Adenauer T West 
Germany firmly to the West, ignoring Russian offers of Ger- 
: man unity designed to seduce him eastwards, West German 
— -litics has evolved, slowly and erratically, towards reunifica- 

aon. After the German divide had hardened into a wall, the 
Social Democrats under Mr Willy Brandt compromised with 
Russia: they surrendered a perfectionist vision of a reunited 
Germany in favour of "two states, one nation." That realpoli- 
tik was adopted without demur by the conservatives in the 
.. 1980s, and reinforced with a webbing of practical ties, usually 

involving an eastward flow of D-marks, between the two 
states. The top managers of Daimler-Benz, West Germany's 
industrial flagship, have met in Dresden. Their country's 
- chancellor, foreign minister and central-bank president have 
- all visited East Germany, untrumpeted, within the past year. 
 Reunification by grandmother's footsteps is a national 
pastime. 








Precisely, Erich 

In East Germany things evolve ponderously. Mr Erich 
-Honecker is not much more fun than his Stalinist predeces- 
< sor, Ulbricht. But he has reinstated selected symbols of Ger- 





ith West Germany. The 17m East Germans manage 5m vis- 








man history, and done something to "humanise" the frontier - 























































its to West Germany each year, and 40, 
easterners are allowed to emigrate. M 
Honecker is still dead against reunificatiot 
" Nobody could have an interest in again I 
ing a state in the heart of Europe that v 
be hard to control," he says, although tk 
not why he says it. Mr Honecker is 76. 
successor is likely to be a little less rigid. .- 
Yet western governments, if they are hoi 
est, know that Mr Honecker puts it 
Imagine, for the sake of argument, a reun 
and wholly unattached Germany. It would is 
deed be hard to control. It would throw its weight about i 
central Europe without even meaning to. Its GDP, if East Ge 
man workers came up to West German scratch, would be $1 
trillion, one and a half times that of France. It would ha: 
660,000 men under arms, more than twice Britain's arme 
forces and the largest military power in Western Europe. 
might well think it odd, given such power and wealth, not : 
have its own nuclear deterrent. A lunatic fringe might d 
velop a powerful interest in the millions of less fortunate Ge 
mans in parts of the Soviet Union or of Poland, a count 
which East Germans tend to disdain. And so on. 
Given a choice, therefore, the rest of the West would pr 
fer the Germanies to remain separate, communing freely with 
each other as Bavarians commune with Austrians, with no 
barbed wire in sight. The 100-year history of united Germany 
was made dangerous by swings of dominance between i 
more worldly, commercial, western states, and its tougher and 
more militaristic eastern parts. Each of these regions was c 
out to become the model of one of the two postwar systems- 
the model European capitalist economy back-to-back w 
the only centrally planned communist economy that deliv 
ered some goods. How wise to avoid that old instability in the 
future by preserving the divide, if not the two systems. i 
In fact, that western choice does not exist. It is the Rus- 
sians who will decide Germany's future. If they were ever pre 
pared to tolerate unity, and Germans wanted it, that would be 
that: under West Germany's constitution, every East German 
has a right to a West German passport. From that startin 
point, the West's task is clear: it should strengthen ties t 
would make reunification on shabby terms less likely. 
keep a reunited Germany far from its bad old ways. 
among these ties are the European Community and NATO. 
France has a particular historical reason to promio 
Franco-German entente as the core of the EEC, to sign a bil 
eral defence pact with West Germany, to embrace the soun 
ness of the D-mark, to move more quickly than the rest oft 
EEC towards completely open mutual frontiers. Any pros 































































'a reunited Germany turns that French reason into a pan- 
uropean one. A united Germany’s currency power would be 
dispersed by a joint European central bank. Its foreign policy 
would be submerged within a European one. Its influence in 
astern Europe could be diluted by European initiatives 
vere, These are political dimensions to the case for a closer 
ommunity that Britain has, till now, not had to consider. 

The combination of Mr Gorbachev and the EEc's 1992 
ick-me-up has changed American attitudes too. President 
Bush is much more inclined than President Reagan to see a 
politically united Europe as a strength rather than a threat; 
and the same goes for a European pillar of NATO. The com- 
mitments of the alliance, stiffened by the presence of Ameri- 
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ow to bring sense back to Britain’s economic policy 


SOUR out of five British households grumble about “them 
"next door”. The occupants of numbers ten and eleven 
Downing Street are no exception. But whereas the friction 
tween most neighbours causes just hammering on the wall, 
at between Margaret Thatcher and her chancellor of the 
hequer, Nigel Lawson, has hammered the pound and cost 
itain an extra point or two on interest rates. 

With Britain's inflation rate nudging 81/2%—the highest 
any big industrial economy—moneymen have forgotten 
hat they used to say “Thatcher” and “sound money" in the 
same breath. Instead they now talk of strikes (see page 69), 
political squabbles and a sterling crisis. The City's clock has 
been turned back a dozen years. Outside the City, though, 
uch has changed: the fact that manufacturers plan next year 
‘increase their investment by 15% in real terms is proof 
ough that this is not the anaemic British economy of the 
id old days. 

< Yet the City's reaction cannot be dismissed as an arcane 
relevance, as some Tory politicians would like. What fund 
anagers do with their billions does translate into the inter- 
t rates and prices that everybody understands, and later 
to jobs and growth as well. If the government wants the 
sonomy in reasonable shape for the next election, it has pre- 
cious little time to make its peace with the markets. To do 
that, it must first make peace with itself. 


From past and future to now 

Two types of bad-tempered confusion have damaged the gov- 
ernment’s reputation. The first is the one receiving all the 
ublicity this month: the rumpus over the European Mone- 
iry System. Mrs Thatcher and her economic adviser, Sir 
Jan Walters, blame the rise in inflation on Mr Lawson’s at- 
'mpt to peg sterling to the D-mark early last year—EMS mem- 
ership by stealth, as it were, Mr Lawson says the blame lies in 
he housing market (a lightly coded attack on Mrs Thatcher's 
ondness for mortgage-interest relief), deregulation of finan- 
ial markets (which resulted in misleading monetary figures), 
nd the relaxation of monetary policy immediately after the 





can and other NATO troops in Germany, would bind one Ger- ~ 


he Downi ng otreet t ryst 





many into the defence of European freedom and democracy. 
It is gallingly likely that all this talk of German unity is the 
result of Russian manipulation. Mr Gorbachev can use the 
prospect of the fatherland without committing himself to it: 
indeed he says it would be "playing with fire to reverse the 
verdict of history.” Yet as long as his revolution continues, he 
has the power to undermine West German loyalties to NATO 
and the EEC. For years after Hitler's awful war, these loyalties 
were all that West Germans could cling to: the idea of reuni- 
fication was at first unreasonable and then just impossible. 
Today it is neither. Other Europeans must now take West 
Germany's EEC enthusiasm at its word, not for granted. 














October 1987 stockmarket crash. 






On this issue, Mr Lawson is right: the mistake was not the 





shadowing of the EMs, but the failure to stick with it. The D- 
mark link provided an anchor for market expectations; all the 
Treasury and the Bank of England can now offer the markets 
is a vacuum. But the benefits of an anchor become obvious 
only when sterling has come under pressure in both direc- 
tions. Sterling's trade-weighted value is roughly the same as it 
was 16 months ago, just before the. pound was uncapped 
against the D-mark. If Mr Lawson had been allowed to take 
sterling into the EMS then, interest rates now would certainly 
be lower than they are. And since interest rates have boosted - 
the retail-price index, inflation would be lower as well. a 

Nice though that combination would be, it cannot be 
seen in isolation. For the second source of confusion over the 
government’s policies can be traced back to a decision taken 
by Mr Lawson alone: to announce to the world that he no 
longer regarded fiscal policy as a tool for managing demar — 
This, remember, from a man whose first act as chancellor u: 
1983 was to introduce a mini-budget aimed at cutting public 
borrowing by £1 billion—exactly the sort of economic fine- 
tuning that he now publicly derides. : 

In fact, Mr Lawson has not dispensed with the substance 
of fiscal policy. In his budget three months ago, he chose to be 
fiscally cautious, rightly fearing that any headline talk of a 
giveaway budget would upset the markets. That fear came 
from experience: one of the things that has created today's 
inflationary mood in Britain was the 1988 budget, which com- 
bined big tax cuts with much Lawsonian talk of why fiscal 
policy didn't matter. E 

All this history is relevant, because it holds clues to regain- 
ing the macroeconomic coherence that was once 
Thatcherism’s proudest possession. Mr Lawson and Mrs 
Thatcher have to do a deal, Each must be prepared to give up 
one nostrum of the head in return for elevating one instinct 
of the heart. In her head Mrs Thatcher now accepts what Sir 
Alan has told her: that stetling's exchange rate does not mat- 






























pent thrifts, contd 


VEN a cynic might be tempted to think that an industry 
that already threatens to cost American taxpayers up- 
. watds of $100 billion (and rising) would attract little sympa- 
- thy in Congress. Not a bit of it. Lobbyists for the savings and 
loan (thrift) industry are enjoying surprising success in weak- 
_ “ning new capital requirements envisaged as part of the Bush 
- . ministration’s plan to "solve" the problem of insolvent 
. thrifts. Worse still, the real issue behind the saga barely fea- 
. tures in the present debate in Washington. This is the “moral 
hazard” provided by federal insurance of thrift deposits: 
-while private owners of thrifts can win by taking risks, only 
. taxpayers can lose. Nothing is being done to change that. 
The thrift bill now before the House of Representatives 
< would impose a 3% capital requirement by 1995. This is 
dly draconian and is anyway less and later than the 
ly) 6% rule and 1991 deadline proposed when the Bush 
was announced in February. It is also less than the 696 
ital-to-assets ratio that commercial banks must meet as a 
< cushion to protect their depositors against bad loans. But 
. even 3% overtaxes hundreds of America’s thrifts that can 
- stay in business only by treating the “goodwill” in their bal- 
- ance sheets as capital. That is why numerous amendments 
- have been filed seeking to obtain zero or near-zero capital 
. requirements. If these amendments get their way, many near- 
bi rifts could limp on, with the prospect of stacking up 
<= sh losses for the taxpayer. | 
~The risk of lax capital requirements is not the only thing 
wrong with the Bush plan. Congress needs to look a lot 
the new bureaucratic creature due to be bred by the 
4 A wi [his is the Resolution Trust Corporation (RTC), 





























legislation. ^ 
ich will have the weighty task of selling all the assets of 
erica’s insolvent thrifts, currently valued at around $400 


“billion; including $100 billion of land. Wags have noted that, 


Roubles, roubles 











Mop them up, Russia, by selling off some state assets 


TATE problem number one", Mr Nikolai Shmelev 
alled it in front of the new Soviet parliament. The eth- 
€ down in the south? No, the country’s financial mess. 
has a rouble crisis: note the alarm signal from the 





pound is devalued externally, its internal value will not be 
behind. As for Mr Lawson, his head has concocted the 
eory that fiscal policy does not count; but his sound-money 
veart, like Mrs Thatcher’s, still rejects the profligacy of La- 


in. Congress really be kowtowing to savings and loan lobbyists? 


` years old before it completes its mission. | 





exchange rate, once a fifth of the official one, Russia; the country is awash with the 













bour in the 1970s and America in the 1980s. : 
If both chancellor and prime minister can re 

original instincts, peace will return to Downing Stre 

it won't be only Mr Lawson's job that is threatened. 







S & L losses, $bn Quarterly 


| 
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based on the time the Federal Deposit Insurance Corporat 
normally takes to sell such assets, the RTC will be over. 
























The RTC's job will be daunting. It must decide whethe 
sell land and buildings, at the risk of depressing prices, or 
hang on in the hope that the thrifts’ business will recove 
And with so much at stake, the scope for fraud is enormou 
Measures are needed to stop the RTC's asset-juggling turn 
into a second thrift crisis. Congress should remove, or at lea 
slap a limit on, the RTC's power under the law as now dra te 
to issue IOU notes at will (ie, to write blank cheques on tl 
taxpayer). Last year the thrift industry's former overseer, tl 
Federal Home Loan Bank Board, issued nearly $40 billio: 


worth of such notes and guarantees without asking Congr 's 


Fiddling while America burns E 
This is not a ten-cent issue. The General Accounting Off 
Congress's own purse-watcher, estimates that the Bush p 
will cost $285 billion over 30 years. This is only the cos 
paying back depositors and paying the interest on bon 
And it assumes that things do not get worse. Any more se 
backs, such as a recession or an abrupt end to the propert 
boom in California (which accounts for about a third « 
America's $1.35 trillion in thrift assets), and the cost co 
rise dramatically. | 0. 
Mr Jim Wright, the former speaker of the House, wa 
brought down by an ethical scandal. But his greatest misc 
was his and other congressmen’s jawboning of thrift regi 
tors, because this delayed a bail-out. Now Congress h: 
choice. It can pick up the bill promptly for ten years of m 
management, riskless speculation and fraud. Or it can p 
crastinate, fill its campaign coffers and risk America's finan 
cial fabric. It should not be a hard choice to make. E 





now a fifteenth and falling. Mr Shmelev, a taboo-shatte 
economist, is right. Unless Mr Gorbachev is much 
about restoring financial order, perestroika will crash. - 

Roubles are one of the few things not in sh 


































































yn a conservative Soviet estimate, Russians had some 300 bil- 
ion roubles in savings banks and a further 90 billion stashed 
inder mattresses. All this hoarded cash—equivalent to more 
han a year’s turnover in retail trade—would not matter if 
Russians were saving voluntarily, to buy a car or go on holi- 
lay. But much of the savings are forced on them because 
here is not enough to spend roubles on. 

- This trouble has been brewing for years, because Russians 
have been paid more than they have been producing. Mr 
Gorbachev then made matters worse by letting wages rise 
faster while cutting by half the state output of booze on which 
Russians were spending fully 14% of their incomes. To pay its 
ever-growing bills, the state has simply printed more roubles, 
s main method of financing a budget deficit that has risen 
om under 3% of GDP in 1980-85 to 9% last year. 

The result is inflation, whether in higher prices or longer 
ueues. Consumer markets are close to chaos (recent panic 
uying has cleared shops of salt and matches). All this puts 
"restroika in peril. It does more than anything to erode con- 


dest change-promoters shy away from the one change— 
ce reform—without which freer markets cannot work. 
/orse, supply chaos is producing pressure to introduce ra- 
oning on a grand scale. If that happens, the bureaucrats will 
ave the economy back in their stranglehold: end of reform. 


the unthinkable 

o avoid disaster, Mr Gorbachev has to do two things. He 
st bring balance to consumer markets by absorbing those 
ions of spare roubles. And, lest these efforts be wasted by 
ther reckless printing of money, he must restrain the bud- 
at deficit. The present gradually-does-it approach is a recipe 
OT being a perpetual Poland. Bolder policies are blocked by 
ig ideological barriers. It is time to leap over them. 

Start with the budget deficit. It is fine to save money by 
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t treats other nasty countries 


THAT should the world do about China? After the 
bloody suppression of the students comes the grim set- 
tling of scores. Hundreds of would-be democrats have been 
rounded up as "criminals" and "counter-revolutionaries" 
and thrown in jail. The China the world thought it 
new—huge, disorderly, but bustling with energy and eager 
o open up to outsiders—has turned in on itself. Is this the 
ime for rebuke or just resignation? 
© Not resignation. The instinctive reaction of most of the 
on-communiíst world has been to condemn the shooting of 
inarmed civilians and to quarantine the government that or- 
lered it. That has caught Mr Deng Xiaoping’s attention, but 
ias not stopped the retribution. Outsiders can do little to 
lefend ordinary Chinese from their own government. But 
they can, and should, let Mr Deng do himself the sort of dam- 
_age that might bring a porn beng: China to its senses. 





dence in reform. Fears of inflation are making even the | 


ie world cannot democratise China by sanctions. It can treat China in the same way that - 





cutting. y bureaucracy: 204 economic ministries are to go, i it was 


announced this week (though 32 remain). The anti-alcohol 
campaign has been relaxed, boosting state revenues. But the 
way to impose financial discipline ; is to stop confiscating the 
profits of successful enterprises to subsidise loss-making ones. 
Last year there were 9,000 big loss-makers in industry alone. 
The worst offenders should be wound up. 

Tackling the surfeit of roubles is especially tricky oe 
it will be years before Russia produces. enough goods and ser- 
vices to satisfy demand. A monetary reform that slashed the 
value of savings would be a disaster, since it would confiscate 
the earnings of (among others) entrepreneurs whom Mr Gor- 
bachev ought to encourage. Mr Shmelev suggests importing 
more consumer goods from the West; Mr Gorbachev worries 
that that would boost his country’s debt (which his prime 
minister obligingly says is bigger than anyone supposed). 
What about encouraging hoarders to become genuine savers 
by issuing bonds linked to gold or hard currency? Worth try- 
ing, though this too raises worries about future debt—and 
would Russians trust their government to honour its bon 

There is a more promising way to soak up surplus roubles, ` 
and to broaden the base for reform in the process. Like Mrs 
Thatcher in Britain, Mr Gorbachev could sell state housing to 
tenants (this is starting to happen, but half-heartedly). The. 
Thatcher government has sold about 1m council homes; if. 
4m Soviet homes were sold for, say, 20,000 roubles apiece, 
one-fifth of the surplus roubles would disappear. Selling land 
to private farmers-would also help; so far only Estonia has 
been so brave. And instead of just toying with the idea of 
issuing shares in enterprises, Russians should get on with it. 

True, none of this sounds like socialism, but these days 
what does? Mr Leonid Abalkin, a reforming economist who 
this week became a deputy prime minister, has said that enter- 
prises are socialist if they are profitable. let the barrier-leap- 
ing begin. f 





Government sanctions would not work. Spouting anti- 
foreigner rhetoric last heard during the cultural revolution, a 
determinedly xenophobic regime is unlikely to pay much 
heed to official reprimands from abroad, And anyway the 
world’s words would not be matched by its deeds, not for long 
anyway. The main burden of trade and economic sanctions 
would fall on Japan, South Korea and Hongkong, which be- 
tween them account for the lion’s share of investment in, and 
trade with, China. For a mixture of political and business rea- 
sons, Japan and South Korea would not apply sanctions; and, 
despite its moral outrage, Hongkong could not afford to. 

Foreign governments should, instead, take a leaf out of 
the Sensible Businessman’s Guide to China. Banks and busi- 
nesses have invested in Mr Deng, s China i in the hope that his 
reforms would eventually t : 
says economic c reform 
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mean slower reform at best. Many of the tough decisions, par- 
ticularly on prices, will either be postponed indefinitely or 
provoke anger from an embittered population. As a result, 
though foreign companies will continue to trade and invest, 
they will not do so at the old rate. And some, like the thou- 
sands of tourists who have scuttled home, taking their pre- 
cious hard currency with them, will pull out completely. 


No favours, please 
Governments should be as hard-headed as businessmen. Be- 


fore the Tiananmen massacre, there was reason to treat 
China as the good communist. No longer. The time has come 
to stop exempting China from some of the Cocom restric- 
tions on the sale of sensitive equipment and technology. It is 
time, too, to take a hard look at China’s credit rating. In the 
early 1990s many of its outstanding foreign debts will all at 
once fall due for repayment. Creditors have gone on lending 
generously, believing that political favouritism would ease 
~ hina past the crunch. Further generosity would now be mis- 
aced. Likewise, the GATT has been ready to blur some of its 
rules about opening up domestic markets in order to help 
China qualify. Time now to look at the fine print. 
A colder western gaze will not scare China into changing 
course. But it will add to the cost of the damage Mr Deng is 


The dangerous science 


Some advice for a misunderstood profession 


CONOMISTS must sometimes be as sad as nuclear scien- 
tists at the damage an idea can do. Time and again they 
produce a new theory and then, the interesting part over 
with, make some tentative suggestions for policy—only to 
find that when the idea is taken up, it all goes wrong. Why is 
' at? Certainly not because the economics is incorrect, you 
iderstand. No, the trouble seems to be that governments 
use only bits of the new theory, or all of it plus some out-dated 
bits of another one, or they only pretend to use it while actu- 
ally doing what they thought of in the first place. Shocking, 
isn’t it, that economists can be more ignorant about politics 
than politicians are about economics? 

The Laffer curve is the best recent case of knowledge 
abuse. The notion sketched on the famous napkin, that tax 
rates can be pushed so high that revenues fall, is as true as any 
truism. But after it was applied in America in the early 1980s 
the government’s budget deficit grew anyway. That happened 
not because the Laffer curve was wrong, you see, but because 
tax rates were not initially on the far side of the curve, or 
because the cuts were later reversed, or because Congress 
spent too much. It was all more complicated than it seemed. 
The napkin, none the less, is still in charge: plan 57 for 
shrinking the deficit is to cut the capital-gains tax. 

Or take exchange rates. Politicians in rich countries have 
grasped the point about a devalued currency helping export- 
e just as politicians in poor countries are keen on the idea 
at an over-valued currency keeps imports cheap. What rich- 
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doing. And more of that may be on its way. China i is ato odds 
with America over Mr Fang Lizhi, its most wanted di 
who is holed up in the American embassy in Beine T E he 
more bitter the row over Mr Fang, the louder will be c! 
in Congress for tougher sanctions on China for its a O 
human rights. If they prevail—and Mr Deng should e exp pes 
them to if his treatment of the protesters does not improve- 
it will be China that stands to lose most. America's friendshi 
is what has given Mr Deng's China its room for manoeuv ein 
the outside world. E 

Which is why, despite the Chinese foreign minister's 
ostentatious stop-over in Moscow this week, a western rebuke 
to China will not drive it into a Russian embrace. That, in a iny ] 
event, could be a clinch that neither Russia nor Ching much 
wanted. To Mr Deng’s annoyance, China’s students adopted 
Mr Gorbachev as their hero and glasnost as their aim. The 
Soviet leader had hoped to improve Russia’s image, especially 
in Asia, by snuggling up to China. The sight of China’s army 
gunning down its own people in the name of socialism har € 
Mr Gorbachev's cause too. T-- 

So both the West and Russia hope Mr Deng will die soon. 
A new leader may see China's need to recover its good name. 
Meanwhile the world should do nothing to let Mr Deng imag- 
ine that it will be business as usual. à, 
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country governments forget is that devaluation boosts com- 
petitiveness only if real wages fall; what poor-country govern 
ments forget is that over-valuation causes too m 
borrowing to be spent on all the wrong things. 

Or incomes policy. In the 1970s many economists told the 
stagflating rich countries that incomes policy could reduce in- 
flation without boosting unemployment—but it might b s 
hard to enforce and would soon distort relative prices. In the 
1980s they told the hyperinflating Latin Americans that in- 
comes policy could snap the wage-price spiral—but woul i 
need to be backed with deep cuts in public borrowing. How 
odd that governments acted on the main point and remem- 
bered the boring caveats only when their policies collapsed. 


Welcome to the world : 


America's next Laffer curve is strategic trade policy. / 
the idea has a core of uncontested truth: in theory, it can be ir 
a country's interests to protect certain industries from com pe- 
tition. The proponents of it have not concealed the draw- 
backs: if strategic industries exist they are hard to identify; 
intervention even in support of a genuine case can easily do 
more harm than good; in adopting this approach go à 
ments risk mobilising armies of lobbyists demanding strategi 
status for sock manufacturers. Having said all that, the che > 
rists are in the clear—but protectionists have already mad 
this operationally empty theory their banner. 

Sooria dangerous ma is no more feas 
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than uninventing the bomb. Then what is a poor economist 
to do? For a start, those who want to influence policy should 
stop being surprised when politicians take from their 
 ideas—good and bad—what they find convenient, and dis- 
card the rest. Economists themselves make it hard to do oth- 
ise, by talking in a needlessly technical language. 
... If economists want to be understood, let them use plainer 
word Which prompts two other thoughts for making ideas 
more hijack-proof. First, address those words less to politi- 
cians and more to everybody else. Politicians care about what 
voters think, especially voters in blocks, and not a shred 
about what economists think. Talking to politicians about 
n 


The price of a gallon 


the clearest case for action 


TORD YOUNG, Britain's trade secretary, is in for a long, 
Aa hot summer. The Monopolies and Mergers Commission 
has already recommended that he break the ties that link big 
brewers and public houses; the brewers are urging him to re- 
ject the MMC's findings. The commission will report shortly 
on the market for credit cards, pitting Lord Young against 
Britain's clearing banks. Later this year it is due to report on 
the retailing of petrol, risking the ire of the big oil companies. 
In each case, his concern must be for the quiet consumer, not 
the noisy lobby. That is especially so for petrol. 
Britain's motorists, who spend £12 billion ($18 billion) a 
year on petrol, get a rotten deal every time they fill up. In 1979 
the MMC found a "complex monopoly" (a legal, not an eco- 
‘nomic, notion) to exist in petrol retailing, but concluded that 
this was not against the public interest because there was 
ple ty of competition too. That is no longer clear. As with 
brewing, petrol is a vertically integrated business, if not for- 
mally then informally. The same big firms refine the stuff, 
distribute it, and, in effect, control much of the retailing. On 
its own, vertical integration is not proof of any sin against 
competition. But it can be the sinner's servant. 


On the margin 
The first evidence against the petrol companies is circumstan- 
tial. When spot-market petrol prices rise, oil companies raise 
pump prices swiftly and in unison. Nothing wrong with that; 
it could be a sign of fierce competition. But when market 
rices fall, pump prices edge down far more slowly, and rarely 
E. much. During the first half of the 1980s the ratio of 
pump prices (net of taxes) to spot-market petrol prices hov- 
ered around 114; since 1986 it has averaged about a third 
more than that. Every gallon that oil companies sell in Britain 
leaves them with up to 10p more than one sold by their (still- 
profitable) American counterparts; earlier this year the dif- 
ferential was as much as 20p. For no good reason: raw-mate- 
‘ial, refining and distribution costs are much the same. 
.. The question the MMC has to address is whether oil firms 
. have managed to fatten margins by restricting competition. 
. Of Britain's 20,000 petrol outlets, some 13,300 are indepen- 
en. | 


X. 


Of all the issues confronting Britain's trustbusters, petrol retailing offers 


bá Du E x Ehe vd ano. 
economics is therefore a waste of time. The only way to mak 
governments behave as they if were economically literate is t 
confront them with electorates that are. 

Second, and to that end, do not stress the mainly macr 
economic issues (such as monetary and fiscal policy) wher 
technical disagreements are rife and where the scope for mal 
ing most economies a lot better off is anyway slim. Try instea 
to build a popular consensus on the microeconomic issu 
(above all, trade) where economists are largely in agreemen 
and where the gains to be had from sensible policies are trul 
immense. That sort of economics would be more useful- 
and, with luck, a bit less dangerous. 





dents operating their own sites. Oil companies own the othe 
6,700, of which about 4,000 are operated by licensees. A 
though there is no direct link beween most petrol retailer 
and the oil companies, there are restraints aplenty. 

Big oil companies supply over 9696 of Britain's petrol st: 
tions. They tie independent stations into long-term "solus 
supply deals, which, along with temptingly cheap loans, di: 
courage a retailer from going against "his" oil company’ 
wishes. Licensees at sites owned by oil companies have eve: 
less freedom. And, though oil-company-owned sites accoun 
for only 34% of all petrol stations, they sell 56% of petrol. 

The key to oil firms’ ability to hold prices above free-mar 
ket levels is the discretionary "margin support" they can prc 
vide to retailers. Retailers' margins are slim: about 8p a gallon 
Now imagine that you are a high-volume retailer, a mile fron 
your nearest rival. Daringly, you shave 4p a gallon off you 
prices, hoping for extra volume. But your nearby rival may b 
supported by his oil-company supplier, which will lower it 
wholesale price to protect his 8p margin. He will match yc 
price and deprive you of extra volume. 

In a competitive market, garages that offered extensiv 
facilities and full service would charge high prices; those tha 
wanted to flog as much self-service petrol as possible woul 
have lower prices. Not in Britain. True, there are a few maver 
icks, like Mr Donald Humphries, who runs a chain of cut 
price petrol stations in Wales and imports his own supplies 
Hypermarkets, which account for 696 of Britain's petrol sale: 
also offer cheap petrol. Why don't they multiply? Because o 
margin support, and the refusal of some oil companies to sup 
ply them. 

Finding evidence of anti-competitive behaviour is on 
thing; doing something about it, quite another. The MMC, it 
its report, and Lord Young, in his response to it, need to fin 
Ways to remove restraints on competition. They should insis 
that oil companies scrap margin support and loosen their li 
censing and "solus" deals. Retailers must be set free to charg 
the price they want for the service they offer. Then consume 
choice will mean something. 





JAPAN AND THE THIRD WORLD 


Co-prosperity by peaceful 


Means 


Japan is starting to spread its influence in the third world. Foreign aid is one 
tool. But business will probably achieve more 


S IT has moved from the ranks of the 
poor into the top seats at the Organisa- 
tion for Economic Co-operation and Devel- 
opment, Japan has made few new friends. Its 
ndamental alliance with America is 
ured by trade rows. European govern- 
ments talk noisily of the "problem" of how 
to "beat the Japanese". In short, the OECD is 
like many another rich club: Japan has 
enough money to deserve its membership, 
but the club's crustier members still snort 
when it comes into the bar. No wonder the 
lords of the Gaimusho, Japan's foreign min- 
istry, observing how little room they have 
for diplomatic manoeuvre with industrial 
countries, turn their gaze elsewhere. 

There are plenty of opportunities. Black 
Africa has few friends, and the closest of 
them, France, is cooling. Africa would wel- 
come a new rich uncle. Latin American na- 
tions should welcome a counterbalance to 
their own Uncle Sam. The various dragons 
and tigers of Asia, fearful of protection in 
America and Europe, are already thinking 
about forming their own club; they and Ja- 
pan look—in theory—like natural allies. 

Such thoughts will not enchant every- 

ie. Imagine where they could lead. 
wy 2000 Japan has acquired a flock of 
client countries baaing when it says 
baa, on a host of matters from the 
world trading system to the world's 
whales. And well they may, because at 
least in its own region it is, in 2000, 
Japan's military strength that under- 
pins their prosperity. But Japanese in- 
fluence goes wider than that. The 
elites of the developing countries 
choose Tokyo University for their 
education instead of Harvard or Ox- 
ford, and a generation ahead Japa- 
nese ways of doing things become the 
norm: businessmen and civil servants 
from Brazil to Burundi bow as they 
exchange visiting-cards, Bombay taxi- 
drivers, like Tokyo's, wear white 
gloves, even London ones learn to 
lose their way around their own city. 
To borrow a phrase from Mr Murray 
Sayle, an old Japan hand, the turn of 
the millennium has marked the be- 
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ginning of "the new Japanese Raj”. 

Well, maybe. But much more likely not. 
Japan is indeed out to buy friends among the 
world's poor, but its influence will continue 
to be mainly economic; and its interests will 
continue to be pursued, as they have since 
1945, through trade and business. Japan 
could well afford to become East Asia's local 
military superpower, but it is not going to. 
For a start, the constitution imposed on it 
by the Americans after the second world 
war, though unclear, forbids the use of Japa- 
nese forces abroad, and in practice limits 
their ability to defend Japan farther than 
1,000 miles along the Pacific sea-lanes. Sec- 
ond, although the Americans urge that Ja- 
pan should share the burden of defending 
itself and its neighbours, it does not want to. 
Instead, the government is starting to divert 
some of the nation's gigantic surpluses not 
into defending friends but buying them. 


Cheque-book diplomacy 

For example: 

e Japan is expanding its overseas aid. It was 
the largest benefactor of six countries in 


1970, of 25 in 1986. Taking public and pri- 


That was just for starters 





Japan's capital goes abroad 
Net flow to poor countries * 
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vate finance together, Japan's contribution 
to the net flow of resources to poor coun- 
tries (or aid-distributing agencies) from the 
18 rich ones grouped in the OECD's develop- 
ment assistance committee rose from 996 in 
1980 to 32% in 1987. In 1989 —though ex- 
change rates make prediction difficult—]Ja- 
pan is likely to overtake America as the 
world's biggest net donor of official aid. 

e Last September Mr Kiichi Miyazawa, then 
Japan's finance minister, gave his name to a 
plan intended to help end the debt saga by 
underwriting the conversion of much of the 
third world's debt into bonds. America's 
"Brady plan" has borrowed some of its 
thinking. 

e Since April Ist Japan has unilaterally cut 
the tariffs it levies on imports of $3.3 
billion of tropical products from poor 
countries. Although multilateral tar- 
iff cuts were agreed at the mid-term 
meeting of the Uruguay round of the 
GATT trade talks in Montreal last No- 
vember, no other country had put 
them into practice. 

How does Japan benefit from 
making these promises and contribu- 
tions? The official answer is that its 
initiatives are grounded in altruism, 
not self-interest (or, at most, merely 
in enlightened self-interest, because 
of Japan's stake in the general success 
of the world economy); and that only 
a boor would ask for more precision. 
That may be true of debt and tropi- 
cal-product tariffs. When applied to 
the aid initiative, it is unconvincing. 
Japanese politicians and journalists 
often refer to the aid progamme as 
"Japan's major diplomatic tool”. 

Japanese aid used to serve two 
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purposes. It acted as a disguised subsidy for 
heavy-industry exporters: a high proportion 
was in the form of loans tied to purchases of 
Japanese goods. And it was a helpful bar- 
gaining counter in opening markets to ex- 
ports of other Japanese goods. Almost two- 
thirds of Japan’s aid is still directed to Asia, 
its economic backyard. 

Some change there has been, nonethe- 
less. The proportion of the aid budget de- 
voted to grant aid has risen steadily, though 
it is still well short of the levels reached by 
other rich countries. And, in choosing its 
aid projects, Japan has become less insensi- 
tive to the concerns of environmentalists. 
Not much less, admittedly: as recently as 
February, it was bewildered by the furious 
attacks of environmentalists all over the 
world on its readiness to finance a road slic- 
ing through the Amazon rain-forest. 

Yet without a clear notion of what it 
hopes to achieve, Japan's aid can be only a 
blunt tool of diplomacy. And so far the bu- 
reaucrats seem to have found no successor 
to the idea of aid-as-export-promotion. Ofh- 
cial reports on the aid programme are full of 
vague, grandiose notions. When they turn 
to detail, the interest seems to be more in 
the quantity of money laid out than in what 
it does, for the recipients or for Japan itself. 

Take the knotty question of how far aid- 
givers can interfere in the politics of receiv- 
ing countries. Japan takes the noble aim of 
non-interference to extremes. Late last year, 
for instance, there was a big row in the Japa- 
nese foreign ministry over Burma. At least 
one department argued that although Japa- 
nese aid was the only thing between Burma's 
government and collapse, Japan should con- 
tinue to stump up even while the Burmese 
government squashed demonstrations and 
calls for free elections and the unshackling 
of the centrally misplanned economy. In the 
Philippines Japan's reluctance to oversee 
what happens to its money has brought an 
unsurprising plague of corruption and kick- 
back scandals. 

Japan's new-found munificence has 
bought it greater weight, formal or informal, 
in such bodies as the World Bank, the Inter- 
national Monetary Fund and the Asian 
Development Bank; its World Bank voting 
strength, for instance, rose from 4196 of the 
total in 1984 to 61296 in 1988, and a similar 
change is likely soon at the IMF. To save 
other rich countries' face, some of the new 
money has been shunted off into "special 
funds". Much of the rest has been given bi- 
laterally rather than multilaterally. Predict- 
ably, this has annoyed other donors, who 
find it harder to lay down conditions with 
their loans when their clients can turn to 
Tokyo instead. And other givers are dis- 
gruntled because, in the rush to disburse the 
vast sums authorised by their legislators, 
Japanese aid officials have ignored some of 
the aid lessons that they themselves learnt 
the hard way in the 20 years it took Japan to 
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turn from borrower to lender. 

Some of Japan’s clients too are less than 
wholly happy: those, for instance, whose ex- 
ports are priced mostly in dollars, and who 
borrowed yen on easy terms from Japan in 
the early 1980s when the dollar was high. 
Since then it has fallen hard, and the debt 
that they owe has swollen uncomfortably 
relative to their exports. Nor is their discom- 
fort helped by the fact that most of these cli- 
ents have trade deficits with Japan. 

A still simpler reason why Japan's aid 
buys less influence than one would expect is 
a shortage of experts to administer it. The 
Japan International Co-operation Agency, 
which is responsible for feasibility studies 
and supplying technical help, actually had 
fewer staff in 1987 than 1977. The result is 
that each employee oversees far more money 
than his equivalent at the World Bank, 
which is itself considered well-stretched. 


Takeshita visits the troupe, Jakarta 


—————— — 





Not enough of the agency's Japanese experts 
are fluent even in English, let alone in any 
other foreign language. 

As a result, aid specialists have begun to 
suggest that Japan should plan in future to 
run joint aid programmes in which other 
agencies send the staff and provide the ad- 
vice, and Tokyo chips in with the money. 
Britain's Crown Agents have arranged such 
a deal for aid to Africa. That might be ad- 
mirable from the recipients' point of view. 
But managing the kitty is probably not what 
Japan wants. 


Reluctant empire-builders 


So it seems clear that aid by the buckerful is 
unlikely of itself to bring Japan a new em- 
pire. If that will not, will anything else? 

Recall first how strictly Japanese diplo- 
matic horizons are limited to Asia. Twice as 
much of Japan's aid goes to Asian countries 
as to the rest of the world. This is due par 
to history: many Asian countries invaded . , 
Japan during the second world war are still 
exacting moral reparations. lt is also because 
about two-thirds of all Japan's trade with 
developing countries is intra-Asian. 

Diplomatic relations with Asian coun- 
tries have improved vastly in the past ten 
years. Until Mr Kakuei Tanaka, Japanese 
prime ministers visiting Malaysia or Indone- 
sia used to be met with rotten eggs and riots. 
Now, as Mr Noboru Takeshita demon- 
strated in an Asian tour in April, even a dis- 
credited Japanese prime minister gets a«po- 
lite reception. 

Yet Asians are still far from fond of Ja- 
pan. Mr Raul Manglapus, foreign minister 
of the Philippines, who spent two years 
fighting against the Japanese during the war, 
replies bluntly when asked how much influ- 
ence Japan has in his country: "Thus far, 
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Bord acquisitions . . l i. 
"We have divosi of over 60 businesses since 1985 which did 
not fit our global strategy and used the proceeds to focus on three 
international core businesses. We have acquired more than 30 care- 
fully-selected businesses with 90% of this i investment outside the 
UK. Our pre-tax profits have increased more than two and a half g 
times, with profit outside the UK now 49% of the total... Earnings 


per share have grown by more than 20% > per annum compound — 
since 1985. 





Focus and Direction ; d 

“As we enter the new financial year... THORN EMI is focused on ` 
three chosen core businesses, clearly established and readily defined — 
as Music, Lighting and Rental. They are all successful multinational 
businesses, well positioned for future growth. | 
"We also have businesses which have not yet achieved the "n. 


petitive in high growth markets, are srhetgistic i 
nesses, and offer significant growth potential... .— 

"At the year end, THORN EMI employed over 64, 000 
countries across six continents... Our. structure, our style, 
way we think are all shaped witün Our strategy by the n 


agile business operations with imaginative and energetic peopl 
them. 





"This year's results, and the. consistently improving perfor- 5; 
mance of the last four years, should give our shareholders and our. 
employees good cause to view their Company's future. with confi- 
dence. | | F NF 

“We have been bold yet disciplined in reshaping THORN. | 
EMI and have carefully cultivated and grown the investments - 
entrusted to our management . 


` The strategy is in place for: 3 
long-term, profitable growth.” . ares 
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Wider still... 


none." South Korea forbids the showing of 
Japanese films. Thanks to the old issue of 
who represents China, Taiwan does not 
even have diplomatic relations with Japan. 

True, this hostility will decline. The 
Asian adolescents who fought Japan in 1943 
and are now company chairmen and cabinet 
ministers are near the end of their careers. 
Over the coming decade, this remnant of 
the war generation will be succeeded by one 
too young to have bad memories. 

Before that time comes, though, further 
change will have to take place in Japan. Mr 
Yasuhiro Nakasone, prime minister from 
1982 to 1987, initiated a campaign to make 
his country more internationally minded. 
So far there are two big outward signs of 
change. The rise of the yen has almost dou- 
bled the number of Japanese travelling over- 
seas, from 4.7m in 1984 to 8.4m in 1988; 
and it has turned Japanese companies into 
multinationals, building plants across Asia 
and in the western countries where the big 
markets—and trade barriers—are. 

Nevertheless, the Japanese as a whole 
are still even more inward-looking than are 
Americans. Unlike America, Japan has few 
recent immigrants to make the locals more 
cosmopolitan. The single biggest group of 
foreigners in Japan are Koreans, 700,000 of 
them, whose parents and grandparents were 
brought, mostly by force, to man the fac- 
tories of Osaka and Nagoya during the sec- 
ond world war. They still smart under severe 
discrimination. Despite the tightness in its 
labour market, Japan has virtually no other 
legal guest-workers, and only recently has 
the government even begun to relax, infini- 
tesimally, its interpretation of the strict rules 
that keep them out. 


18 


Though "internationalisation" is the 
buzzword in Tokyo, buzz much of it is. 
Many middle-aged Japanese consider them- 
selves superior to Asians (a category in 
which they do not count themselves), and 
despise blacks. Contact with foreign coun- 
tries has confirmed their belief in the superi- 
ority of Nihon (Japan) over Kaigai (Abroad). 
The initial burst of enthusiasm with which 
Japanese managers went overseas in 1986 
and 1987 has begun to wane: the attractions 
of cheap food and big houses have to be 
weighed against the relative unsafeness of 
foreign countries and the difficulties of get- 
ting children back into the Japanese educa- 
tion system when they go home. 


Japan's shining example 

Nonetheless it has been private-sector busi- 
ness more than public-sector diplomacy that 
has begun to turn Japan's face outwards. 
The rise of the yen did more than any ex- 
hortation from Mr Nakasone to send Japa- 
nese citizens out into the wide world. By late 
1987 some 270,000 of them were working 
abroad. 

So far this Japanese wave has had more 
effect on industrial countries than on poor 
ones. For good business reasons, half of Ja- 
pan's foreign direct investment has been in 
North America. Europe accounts for a big- 
ger share than either Asia or Latin America. 
If the private sector could be harnessed to 
further Japan's diplomatic interests among 
the world's poor, that would have a far more 
profound effect than aid alone. 

This might come about. There is some 
sign, for instance, that Japanese firms are be- 
ginning to release their rigorously guarded 
technology to other Asian countries. More 
than half of all Japan's receipts from patent 
and other kinds of intellectual property pay- 
ments in 1987 came from Asia. 

Japanese officials at the Asian Develop- 
ment Bank are pushing the idea of creating a 
new finance corporation, similar to the 
World Bank's International Finance Cor- 
poration. It would be 3096 owned by the 
ADB and would specialise in lending to the 
private sector. 

Other countries, suspecting behind-the- 
scenes manoeuvres by Japan's foreign minis- 
try, pooh-poohed that idea at the ADB's 
meeting last month in Beijing. Banks and 
venture capitalists that specialise in lending 
to Asian start-ups also were far from enthu- 
siastic; not surprisingly, since the new outfit 
would take business from them. But the Jap- 
anese argue that the demand for such an 
organisation is proven by the sharp rise in 
demand for the ADB’s private-sector loans 
and investments. 

Another idea comes from the 
Keidanren, Japan's once-mighty employers’ 
organisation. Under the presidency of a 
Mitsubishi executive, it has set up a new “‘Ja- 
pan International Development Organisa- 
tion”, which hopes to put money into joint 





ventures with businesses or governments in 
developing countries. Companies would 
present proposals, which would then be vet- 
ted by a Keidanren committee. So far, al- 
though it has only Y6 billion ($42m) to play 
with, two-thirds of that has come from 
businesses. 

What these two ideas have in common 
is that both aim to help poor countries emu- 
late the outward-oriented growth policies 
which have proved so successful in Japan, 
South Korea and Taiwan. The ventures in 
which they invest would probably specialise 
in exporting. 

Many of the world's poorest countries 
are cynical about the notion that they could 
use exporting to climb out of their present 
morass of debt and stagnation. They argue 
that, from the 1950s to the 1970s, Japan and 
its Asian imitators had open markets in Eu- 
rope and America to sell their cheap goods , 
in. Where, they ask, will their own goo 
find a market today? 

The answer could and should be Japan 
itself. That might also prove to be the best 
way of extending Japanese influence abroad. 
Perhaps, after all, one day third-world ex- 
porters will learn Japanese to talk to their 
customers, third-world students will head 
for Japanese universities to win good jobs in 
Japanese-sponsored joint ventures. Cer- 
tainly governments in poor countries would 
become more sensitive to Japan's wishes, 
not because of pressure from Tokyo but be- 
cause local businessmen, keen to develop 
closer links with their Japanese customers, 
would warn them in advance. 

This sounds far-fetched, perhaps. It may 
not do so in your children’s time. 


...and wider 
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Its a matter of trust 
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MEGATOP 747 — the largest, fastest long-haul 
aircraft in the world — cuts hours off normal travel 


times. It also has an advanced audio entertainment 





system that cuts off during inflight announcements. 


And automatically resumes again exactly where it 
left off, without missing a note. If you know 
the score when it comes to music, you'll really 
appreciate the concert hall-like fidelity of our 
new system, too. Other creature comforts include 
added spaciousness, additional toilets and the 
convenience of new ‘superbin’ overhead lockers 
for storage of your carry-on luggage. Now, 
while you sit back and enjoy inflight service even 
other airlines talk about, you'll be travelling 
further, faster, more luxuriously, than you 
ever imagined. The MEGATOP 747 — the lastest 
addition to the world’s most modern fleet. 


A great way to fh 
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Hong Kong, London and Shanghai 
since 1865. Japan since 1866. San 
Francisco since 1875. New York 
since 1880. The HongkongBank 
groups experience in the markets 
of the world extends over a century. 
Its member companies, too, have 
long and distinguished histories in 
their respective markets: 


Global perspective. 


James Capel in the U.K. ,Marine 
Midland Bank in the U.S.A. and 
The British Bank of the Middle 
East in the Middle East. 


This means that through any of our 
1,300 offices in more than 50 
countries, you can get access to 
advice from people immersed in 
those markets. 


For more information, contact your 
nearest office of the 
HongkongBank group. 


Intimate local knowledge. Global 
perspective. A management 
structure which produces fast 
decisions. That’s our strength. 





HongkongBank 


The Hongkong and Shanghai Banking Corporation 


Marine Midland Bank * Hang Seng Bank 
The British Bank of the Middle East * HongkongBank 
of Australia * Hongkong Bank of Canada 


Wardley * James Capel * CM&M 
Equator Bank 


Carlingford and Gibbs Insurance Groups 


Fast decisions. Worldwide. 


CONSOLIDATED ASSETS AT 31 DECEMBER 1988 
EXCEED US$113 BILLION 





The reign of terror begins 


FROM OUR CHINA CORRESPONDENT 





HE lie is shameless; the retribution is 
ruthless. This week China rewrote the 
awful history of its past two weeks. Hun- 
e even thousands, of unarmed students 
d workers were not killed in the early 
hours of June 4th, when soldiers of the Peo- 
ple's Liberation Army fired on them in 
Tiananmen Square. The official truth is that 
mobs of hooligans, led by "counter-revolu- 
tionaries", rampaged destructively, even 
murderously, not just in Beijing but in cities 
across China. Let the people see the truth 
and help punish the guilty. 

The techniques are familiar—and chill- 
ingly effective. The lie is too big to be 
laughed off. Each night China's state televi- 
sion, reaching an audience of 500m, shows 
videotape of students burning army vehicles 
and hurling stones at the people's soldiers. 
One gruesome sequence focuses on the 
charred, naked corpse of a soldier, his intes- 
tines bursting through his belly like gro- 
tesque coils. The unburnt noose around the 
neck, the unburnt cap on the soldier's head 
are oversights that only the sophisticated 
will notice. Few Chinese witnessed the real- 
ity of Tiananmen Square; even fewer had ac- 
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cess to the television pictures seen by the 
world outside. Why should they not believe 
the official version, an artful mix of secret- 
police shots and foreign coverage wrenched 
out of context? 

If the people do believe this lie, they are 
being told it is their duty to hunt down the 
culprits. What hope of escape, then, for 
leaders of the independent students’ and 
workers' unions? On June 13th the pictures 
of 21 such "counter-revolutionaries" were 
shown on television. The next day two were 
said to be under arrest—one of them report- 
edly because his sister and brother-in-law 
had informed on him. The official count of 
those arrested by mid-week exceeded 1,000; 
among them was Mr Ran Wending, a dissi- 
dent whose democratic leanings had already 
landed him in jail from 1979 to 1983. It is 
hardly surprising that China's best-known 
dissident, Mr Fang Lizhi, sought sanctuary 
with his wife, Mrs Li Shuxian, and one of 
their sons in the American embassy. 

Mr Fang is not alone; the Australian 
embassy among others is said to be harbour- 
ing dissidents. But Mr Fang has particular 
reason to fear for his safety. His scathing re- 


marks on the irrelevance of Marxism have 
earned him the personal enmity of Mr Deng 
Xiaoping. The depth of official distaste for 
Mr Fang was shown in February when the 
police physically stopped him from attend- 
ing a dinner in Beijing that the visiting Presi- 
dent Bush had invited him to. Last week 
some government-sponsored demonstrators 
burned an effigy of Mr Fang in Beijing. His 
flight to the American embassy provoked an 
immediate warrant for his arrest on charges 
of counter-revolutionary activity. 

At mid-week no easy resolution to Mr 
Fang's plight seemed in prospect. Mr James 


Baker, the American secretary of state, was — 


apparently suggesting safe conduct to a 
third country. The alternatives for resolving 
the Fang affair range from China storming 
the embassy—a surely unlikely return to the 
madness of the cultural revolution—to the 
kind of stalemate that kept Cardinal 
Mindszenty quarantined in America's Buda- 
pest legation for 15 years after the Hungar- 
ian uprising in 1956. 

It has become clear that China's leader- 
ship has no qualms about offending coun- 
tries it has tried so hard to woo in the past. 
A deputy foreign minister has said that 
America's helping hand to Mr Fang is "wan- 
ton interference in China's internal af 
fairs". People in Hongkong who try to aid 
China's students are accused of taking part 
in "illegal activities aimed at subverting the 
Chinese government". Since Tiananmen, 
security men have detained at least three 
Hongkong residents who were in China, 
thus proving to Hongkong's 5.7m Chinese 
the worthlessness of British consular protec- 
tion in a China that considers Hongkongers 
to be “compatriots”. Foreigners make good 
scapegoats—which is why the leadership 
gave the correspondents of the Associated 
Press and Voice of America 72 hours to 
leave China this week. Other expulsions will 
follow. 

But who now makes up that “leader- 
ship”? And what sort of China do they 
want? In the television line-ups and the con- 
trolled press only two names are still missing 
when the top men are put on display: Mr 
Zhao Ziyang, general secretary of the Com- 
munist party, and Mr Hu Qili, one of the 
five members of the Standing Committee of 
the Politburo and a protégé of the (dis- 
graced) Hu Yaobang, the former party boss 
whose death on April 15th set off the stu- 
dent unrest. 

One interpretation of the seeming nar- 
rowness of the purge is that Mr Deng, a mas- 
ter at playing camps off against each other, is 
doing so again. Having used the octogenar- 
ian old guard to crush the democratic 
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threat, he has suddenly given his backing to 
the economic "liberals" (a deputy prime 
- minister, Mr Tian Jiyun, being one exam- 
ple). His aim? To secure the continuance of 
the decade-old “open-door” economic pol- 
icy that so enrages old central planners like 
— Messrs Chen Yun and Bo Yibo. 

This may be wishful thinking. Fan 
geming baoluan—‘counter-revolutionary 
rebellion"—is a phrase that springs more 
_ readily to the leadership's lips these days 
than Mr Deng's former favourite, kaifang 
gaige ("openness and restructuring"). Mr 
Deng, at 84, is said by some to focus his 

thoughts only intermittently. The implica- 
tion is that President Yang Shangkun, a ro- 
bust 82-year-old with strong family links in 
the army, is the real power in China. Men 


Dn 


3i | URGE, rehabilitation, counter- 
i purge is the familiar pattern of Chi- 
. mese politics. The cull of those involved 
|| inthe students’ campaign for democracy 
looks like being the biggest since the cul- 
tural revolution. By the official count 
more than 1,000 people have already 
been arrested. Many more will follow. 
China’s communists have never been 
too fussy about human rights. Three 
death sentences were announced on June 
15th. On past experience, those who es- 
cape the quick justice of the bullet (there 
|| have been unconfirmed reports of sum- 
. mary executions in the past few days) will 
find themselves bundled off, often with- 
out trial, to prison or a labour camp. 
Nobody knows how many political 
|| prisoners China keeps in the camps, 


Chinese punishment in 1874 
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like Mr Yang, the prime minister, Mr Li 
Peng, and a deputy prime minister, Mr Yao 
Yilin, have no instinctive sympathy for free 
markets. If they are the real heirs of the fad- 
ing Mr Deng, then no amount of window- 
dressing will persuade foreign investors to 
make an early bet on China's future. 

The ultimate tragedy of Mr Deng's fail- 
ure to understand that economic reform 
naturally releases desires for political liberal- 
ism would be a China unable to cope with 
either kind of loosening. The immediate 
tragedy is more real and more painful. Yet 
again—as in the anti-rightist campaign of 
the 1950s, the cultural revolution of the 
1960s and 1970s, the Democracy Wall re- 
pression at the end of the 1970s, the anti- 
liberal campaigns of the early 1980s—Chi- 


“The party's inhuman rights 


most of which are in the remote western 
province of Qinghai, known as "China's 
Siberia’. Western estimates range from 
600,000 to Im. These include not just 
"counter-evolutionaries", as China's 
Communist party likes to call political 
offenders, but also religious leaders and 
nationalist nuisances, mostly Tibetans. 

Human-rights organisations in the 
West try to keep track of such prisoners, 
but usually with little to go on. China's 
dissidents are less efficient than their So- 
viet counterparts at keeping a tally of 
numbers and at keeping the names of de- 
tainees in the world's eye. 

Things may be different this time. 
The students who organised the protests 
in Tiananmen Square were filmed by 
western television cameras, not just 
those of China's security police. Am- 
nesty International has published the 
names of those for whom arrest warrants 
have been issued. Knowing who they are, 
however, will not get them released. 

For that they will have to await the 
next rehabilitation. A review in the late 
1970s of miscarriages of justice during 
the cultural revolution led to the re- 
habilitation of several million people and 
the overturning of some 300,000 court 
verdicts. Ironically, those rehabilitations 
were ordered by Mr Deng Xiaoping, the 
man who gave the order last month to 
crush the student movement. Once Mr 
Deng goes, China's newest "counter- 
revolutionaries" may find the verdict 
against them overturned, too. 

There may still be no hope for Mr 
Wei Jingsheng, jailed on Mr Deng's or- 
ders ten years ago for his part in the De- 
mocracy Wall movement. Unlike the stu- 
dents, who wanted the Communist party 
to run itself better, Mr Wei did not think 
the party had a right to run China at all. 





na's best are being hounded and purged. 

The party has a genius for getting the 
small units of society—groups of workers, 
even families—to finger those among them 
whom it has identified as enemies. The fear 
ful embrace repression in the hope of saving » 
themselves. Yet they become targets, too, 
until one by one the party has excised all its 
enemies real and imagined. Poor China, 
that the idealism of this spring should have 
ended so dreadfully. 





Hongkong 


Unmaking friends 


FROM OUR HONGKONG CORRESPONDENT 


Fo ten years China has cultivated influ- 
ential “friends” in Hongkong, includ- 
ing businessmen, editors and _politicia 
They believed Mr Deng Xiaoping when 
said people should “put their hearts at ease 
about China’s takeover of Hongkong in 
1997. They argued for democratisation of 
the colony at a snail's pace. Then came the 
massacre in Tiananmen Square. The 
"friends", badly shaken, are thinking again. 

Mr Louis Cha, a newspaper-owner who 
came to Hongkong from China in 1938, was 
such a friend. He is one author of the “Cha- 
Cha" proposal. This forms the core of the 
political provisions in the latest draft of the 
Basic Law, which is to be Hongkong's con- 
stitution after 1997, It suggests an extremely 
leisurely democratisation of Hongkong, and 
Mr Cha was thought to represent China's 
views when he put it forward. 

Mr Cha, who used to view Mr Deng as a 
hero, says he cried when he heard about 
Tiananmen Square. He has published a 
signed editorial in his newspaper, Ming Pao. 
[n it he writes that he was "filled with an- 
guish and rage” by the scenes in Beijing: 

Are the inspiration and convictions of t... 
past decade but a dream and illusion? . . . Mr 
Zhao Ziyang, who did so much for economic 
reform, disappeared mysteriously because he 
opposed the military suppression of students. 
Mr Wan Li [the president of China's parlia- 
ment], who has always come across as liberal 
and capable, was all smiles when he appeared at 
a function in honour of officers commanding 
martial law troops. He once told me himself 
that the future for reform was bright. 1 have al- 
ways trusted them . . . Ideals were shattered in 
the space of less than a month. 

Mr Cha has now resigned from the Basic 
Law drafting committee. 

Mr Gordon Wu, a Hongkong business- 
man who has undertaken big highway and 
power-station projects in southern China, is 
another ex-friend. He has put many of his 
plans on hold. "I didn't expect this," he 
says. "I didn't think it would come to shoot- 
ing." He used to talk cheerily of the millions 
of capitalists across the border in China’s 
Guangdong province. Now he thinks 
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Introducing IMD, the world's foremost one-year MBA course, designed for executives. 


international management institute, 
from the merger of IMI and 
IMEDE, two of Europe's most 
prestigious business schools. 
Together, they draw on 70 years B 
afe experience. 

If unity is strength, then 
you'll find IMD offers you a un- 
ique management development concept in 
close cooperation with industry. It combines 
the reality of global business with vision and 
imagination. 

You have a comprehensive portfolio of 
prega and seminars, as well as an intensive 
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gdong will be unable to keep any real 
dependence from the rulers in Beijing. 

. The alarm of these and other ex-friends 
fed by China’s open hostility. Hongkong 


supporters of Beijing students are de- 


nounced by China for their "illegal activi- 
ties aimed at subverting the Chinese govern- 


Even Hongkong’s pro-China 


~ newspaper, Wen Wei Po, was denounced as 
 "anti-party ". Unsurprisingly, the queue for 
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: about 
. meant, he declined to spell it 
|» Out. On the threat that 


||. FROM OUR SPECIAL CORRESPONDENT IN GENEVA 


"T HE easy way for Hongkong to get rid 

of its boat people would be to load 
them on to a large boat and sail it to Viet- 
nam. Hongkong’s recent threats of "man- 
datory repatriation" have made many 
people think that is what it is planning to 
do. At the United Nations conference on 
the future of the boat people held in Ge- 
neva on June 13th and 14th, the British 


. foreign secretary, Sir Geoffrey Howe, did 
-say that mandatory repatria- 


tion should be introduced by 
October if not enough Viet- 
namese had volunteered by 
then to go home. When 
pressed by rude reporters 
what exactly this 


Hongkong might turn away 
arriving boat people, the col- 
ony's governor, Sir David 
Wilson, refused to be drawn 
in Geneva. 

Would the luckless Viet- 
namese be led in handcuffs 
to a waiting ship or aircraft? 
lt seems not. Sir Geoffrey 
and Sir David are too civi- 
lised to mouth the barbarities involved in 
carrying out their threats. The constraints 
of decency will prevent them from doing 
what, according to a recent opinion poll 


3 


35% of Hongkongers want: to tow the 


3 boats out to sea. This is what already hap- 
| pens to some boat people misguided 
_ enough to try to land in Thailand, Malay- 


:sia and Singapore. The sympathy felt by 


|. the Hongkong Chinese for their main- 


land brothers—who are summarily ex- 


E | -pelled when caught trying to slip into the 
|]... colony—does not extend to the oppressed 
|. in Vietnam. 


Hongkong, which shelters some 


d... 43,000 boat people, does have a problem. 
| The colony is still regarded as a fat cat, at 
|| least in Vietnam, and its British master as 
^f. even fatter. Sir David stated that on this 
|| very day 400 new boat people had arrived 


in Hongkong and were being housed on 
one of the airport's runways. Had they 











Teeme A At en n im a i e em i e a mens 


passports at Hongkong's immigration office 
is long. À ceiling of 630 applications a day 
has been set. 

The ex-friends and Hongkong's small 
but vocal pro-democracy contingent are 
united in calling—now clamouring—for 
Hongkongers to have the right to live in 
Britain. In this they have been backed by the 
colony’s governor, Sir David Wilson. He 
was in London this week and told Parlia- 
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heard it, this remark would merely have 
inspired the hope among would-be refu- 
gees that aircraft coming in to land were 
in the charge of careful pilots. 

Whatever "mandatory" means, it was 
shot down by the American delegate, Mr 
Lawrence Eagleburger, who is the number 
two man in the State Department. The 
United States, he said, "will remain unal- 
terably opposed" to the forced repatria- 
tion of Vietnamese refugees. 
America has taken by far the 
largest number of refugees 
from Indochina (714,000), 
and no place hoping to send 
on its stock of refugees cares 
to displease the Americans. 
Mr Eagleburger seemed to be 
in touch with the realities of 
the Vietnamese demonstrat- 
ing outside the building: 
“We'd rather die than be 
sent back”, said their 
banners. 

The UN High Commis 
sioner for Refugees, Mr Jean- 
Pierre Hocké, pleaded for a 
continuation of what he 
called the international con- 


sensus on the treatment of the refugees, 


seemingly a gentle rebuke to the fierce 
words coming from Hongkong. Mr Hocké 
bears a strong resemblance to Rossano 
Brazzi in the film "South Pacific". In the 
theatrical atmosphere of the conference 


no one would have been very surprised 


had he burst into "Some enchanted eve- 


ing, you may see a stranger..." and | 


possibly most of the delegates would have 
joined in. The UN endlessly strives for pa- 
tient harmony.. Unruffled Switzerland 
(which, after careful thought, took in two 
boat people last year and one boat person 
so far this year) is the perfect setting for 
the organisation. It was no place for the 
quick fix sought by Hongkong. 

Was then Hongkong's mission to Ge- 
neva a failure? Not at all. Its professional 
publicity machine has drawn attention to 
its troubles in a way that must be the envy 
of the Afghans, the Kurds and. a. dozen 


. world. Now it has a lever, and it is not 






ment's foreign affairs committee 
Hongkongers entitled to British pa 
(they number around 3.3m) should. 
right to emigrate to Britain in « 
"Armageddon scenario” in the co 

The ex-friends are less sure al 
democracy, though many want H 
to move much faster towards it than 
did two months ago. On May 24th OMEL 
a Hongkong body composed of membe 































































































other overlooked refugee groups. At th 
conference Vietnam proposed a deal t 
could solve the problem of the boat p 
ple. Its foreign minister, Mr Ngu 
Thach, said that he wanted the 
nomic blockade" of his country 
lifted. For his part he would talk a 
solving the exodus of boat people “atı 
source”. "e Da 

Whar this seems to mean is that Vie 
nam will have to be bribed to stop th 
boat people from leaving. The bribe wi 
presumably be large. For years Vietnar 
has smarted from being a pariah in th 





the mood to go for an easy deal. The w 
ern countries that have withheld aid a 
trade from Vietnam will probably. g 
along with the deal, although not before i 
has withdrawn from Cambodia. — 
Any eventual deal would solve half th 
the problem, except in the eyes of the pe 
ple who will not then be able to leave Viet 
nam. But what of those already out? Refu 
gees whom Hongkong judges to be "gen 
uine” will, within three years, be foun 
homes in Australia, Canada or wherever 
The others, the so-called economic mi 
grants who simply had the impudence t 
seek a better life, will eventually disperse, 
some out of their camps into Hongkong: 
or elsewhere in the region, some eve 
back to the "humanitarian" Vietnam tha 
Mr Thach says awaits them. | 
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its Executive and Legislative Councils, 
called for a legislature by 1997 that was half 


- directly elected. This week Sir Geoffrey 
- Howe, the British foreign secretary, told the 


parliamentary foreign affairs committee that 


he expected OMELCO to "revise its view" 


(meaning move faster towards democracy), 


and that Britain would pay close heed to it. 


His Foreign Office mandarins do not 


agree. Sir David's parliamentary evidence 


will have more or less set the minds of Chi- 





$ Japan 


Once over lightly 


FROM OUR TOKYO CORRESPONDENT 


FTER the Recruit affair, no political 
scandal could shock Japan’s voters. 
Few are dismayed that their new “clean” 
prime minister, Mr Sosuke Uno, barely a 
fortnight in the job, should have been 


- caught up in a sex scandal with a "geisha" 


(though they are disappointed by his appar- 
ent lack of generosity: the lady says she was 
paid only ¥300,000—$2,000 in today's 
money—a month and, unforgivably, given 
no farewell gift). Nor did the revelation of 
Mr Uno's ¥75m in undeclared political do- 
nations seem much to worry about in light 


- of the far larger sums that his predecessor, 


Lad 


Mr Noboru Takeshita, forgot to mention to 
the authorities. For anyone who hoped for a 


. real reform of Japan's money-politics, how- 
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— ever, the main message of the new govern- 


ment's first two weeks was clear: forget it. 
Mr Uno has been saying that his most 

urgent task is “to tackle the challenges of po- 

litical reform with an indomitable resolve". 


i Several bills are now before the Diet (parlia- 


Uno, immaculate still 
28 
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na’s hardliners at ease. Speaking of full di- 
rect elections before 1997 (or, presumably, 
anything else China disapproves of for the 
colony), Sir David remarked: “It is of enor- 
mous importance not to build something 
which is going to be pulled down again in 
1997." It is more likely that a strong legisla- 
ture would safeguard Hongkong. The only 
Briton who Hongkongers can realistically 
hope might take that view and do something 
about it is Mrs Thatcher herself. 





ment) to tighten the laws governing political 
fund-raising and elections. The voters are 
not impressed. In a poll carried out by Ni- 
hon Keizai Shimbun, a financial newspaper, 
9796 of those questioned expected little or 
nothing from Mr Uno's measures. 

They have good reason for their doubts. 
One of Mr Uno's first promises was to ap- 
point a party vice-president to oversee re- 
form. He could not find anyone willing to 
take the job. He has even had trouble per- 
suading senior colleagues to sponsor the two 
watered-down reform bills before the Diet. 
No one wants to risk his career in the party 
by throwing sand into the Liberal Demo- 
crats’ smooth money-spinning machine. 

Another trumpeted reform—the re- 
quirement that sitting cabinet members and 
former prime ministers resign from their 
party factions—has turned out to be mean- 
ingles. The Liberal Democrats’ factional 
system, which pits party man against party 
man in multi-member constituencies, enor- 





mously increases the politicians’ appetite for 
money; breaking it has long seemed the key 
to reform. Yet no sooner had it been an- 
nounced that former bosses like Mr Takesh- 
ita and Mr Yasuhiro Nakasone would be giv- 
ing up their factions than the party's new 
secretary-general, Mr Ryutaro Hashimoto, 
let it be known that they could still attend 
faction meetings and raise money for 
them—which is just what they did before. 

The reform bills themselves will not 
cause the old guard to worry. A few harmless 
proposals have been cribbed from the re- 
port of the Liberal Democrats’ political re- 
form committee that was delivered last 
month. But the only teeth in that gummy 
document—a requirement for politicians to 
report any share or land transactions—were 
quickly drawn. Diet members will be re- 
quired merely to report their financial assets 
once a year and disclose all political con- 
tributions of more than ¥600,000 (dow 
from the original ¥1.2m). The governmen. 
will also probably adopt the opposition de- 
mand (which ruling-party politicians quietly 
welcome) to outlaw the cash-filled envelopes 
that politicians feel more or less obliged to 
hand out at their constituents’ weddings 
and funerals. 

The opposition parties will not, how- 
ever, launch a serious attack on the govern- 
ment over political reform. Apart from the 
Communists, who pay their way with a well- 
run publishing empire, the other parties are 
almost as cash-hungry as the Liberal Demo- 
crats. Indeed, all bar the Communists rely to 
some extent on under-the-table handouts 
from the ruling party, which gladly obliges 
to ensure that the opposition lets legislation 
pass smoothly through the Diet. The sum- 
mer after Recruit is, it seems, no season for 
reform in Japanese politics. 


Bangladesh 


Mist in the hills 


OR 14 years Bangladesh has had a tribal 

insurgency on its hands in the remote 
Chittagong hills in the country’s south-east. 
For the past five years the government of 
President Mohammad Ershad has been try- 
ing to find a political solution to the prob- 
lem of tribal autonomy that has vexed every 
ruler of Bengal. General Ershad had been 
pinning his hopes on the local elections that 
are due on June 25th. Now the king of most 
of the tribal people has published an open 
letter condemning the president's plan. It 
looks less and less likely to be fulfilled. 

The conflict is between the Chakma 
people of the jungle-covered hills and Ben- 
gali settlers from the lowlands. The 600,000 
Chakmas, most of them Buddhist and 
Hindu, are ethnically distinct from the Mus- 


lim Bengalis. In the days of the Raj the Brit- 
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Export Services International '89 





Here's the best 
way to sell more of 
yourservices to importers 
|». and exporters: Export Services 
International '89 in Singapore. 


Here, you'll meet them from the ASEAN, 


n Australia, Japan, the USA and Europe. All 
| under one roof. 









| ‘seeking your services to help them sell 
more effectively and efficiently overseas. 
= Services like banking, financing, insurance, 
“transport and communications, ware- 
y, housing, data processing, foreign trade 
| advice and much, much more. 








| Hurry. Don't miss this great opportunity 
5 to expand your customer base. Book your 


L exhibition booth today. 





. For details, call (65) 278-8666: Telex: RS 35319 CEMS: 
.— Fax: (65) 278-4077 or write to: 
| CEMS Pte Ltd, 1 Maritime Square, 409-43 

«World Trade Centre, Singapore 0409. 











Managed by: 
.. Development .. Conference & Exhibition 
: Board | Management Services Pte Ltd 


Official Publication: 


Heralbada. Tribune. 
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Are single colum 
ads effective? 


Absolutely not, said our advertising agency. 
Spread your message across two pages, they said. 
Use bags of colour for maximum impact. Avoid .. 
newsprint, they said; it’s deadly dull. You're selling. 
a rainbow, they said, and you need the gloss. 


We listened with wry amusement, These 
advertising people tend to get carried away at. times. 
"We're not selling a rainbow any more than we are - 
selling ice to the Eskimo." we said. "We're telling 
the serious investor about a unique and simple way 
to make profits on the world's major stock markets 
AND enjoy the safest offshore benefits for his. 
money. Understand? 


The art director's face fell. "Offshore Rainbow ai 
Bonds." he said, "surely require a rainbow visual. 
something to catch the investor's eye, capture his 
imagination, you know.” — 


We shook our heads. "This concept will appeal to 
his intelligence, not his imagination," we said. 
"Offshore Rainbow Bonds, despite their rather 
pretty name, are tangible, realistic vehicles for — — 
making a great deal of money. Innovative they may 
be. Unique they most certainly are. But it's logic, 
not impulse, that will make the thinking investor. 
want to investigate them further." 
There was a heavy sigh from the art director. 
"Will logic make him fill in the coupon?" he said. 
We detected a note of sarcasm. 
The marketing manager was quietly confident. 
"Eagle Star International has not got where it is 
today by underestimating the intelligence of the | 
public," he said. “Those who want to make money. 
will almost certainly wish to investigate the unique. 
potential of Offshore Rainbow Bonds. However, if 
you insist, you may draw your usual pair of scissors. 
on the corner of the coupon. 


"In colour?" smiled the art director. 
"Black and white will do nicely. 
thank you," we said. 





Eagle Star International, | 
Hillary House, Prospect. Hill, 
Douglas, Isle of Man, 
British Isles. 

Tel: 0624 662266 
Fax: 0624 662038 
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Name of financial 
adviser (if any). 
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ish allowed the Chakmas some autonomy 
- and restricted the settlement of non-tribal 
Fi Fus in what they called the Chittagong 
—. Hill Tracts. When Bangladesh won indepen- 
dence from Pakistan in 1971, the new presi- 
dent, Sheikh Mujib ur Rahman, changed 
that policy. Four years later a violent tribal 
= separatist movement called the Shanti 
. Bahini (Bengali for “Peace Corps") took up 
the gun. In 1978 another president, Zia ur 
.. Rahman, began settling tens of thousands of 
_ poor and landless Bengalis in the hills. Some 
were given tribal land in tribal areas. 
—. [n1974, 11% of the region’s inhabitants 
_ were Bengali; today more than 40% are. 
= Their arrival caused resentment and vio- 
lence. Terrible massacres of Chakmas by set- 
tlers, and of settlers by the terrorists of the 
= Shanti Bahini, became commonplace. In 
- 1986, 45,000 Chakmas fled to the Indian 
- state of Tripura, where several thousand ref- 
- ugees are still sheltered. The Shanti Bahini 
- claim that India has been giving them arms 
and money for the past ten years. 
.. Until 1984, the Bangladesh government 
_ tried to stamp out the Shanti Bahini. That 
year President Ershad became worried by 
- «alls from abroad for Bangladesh's annual 
- $1.6 billion in foreign aid to be cut until hu- 
man rights in the hills were better protected. 
Henceforth, he said, Bangladesh would aim 
for a political settlement. Next weekend's 
| €o ncil elections are the real test of that. 
— . On May 4th tribal people in the village 
_ of Langadu were attacked and their village 
. razed by Bengali settlers. Later in the month 
thousands of Chakmas fled across the bor- 
der into the Indian states of Mizoram and 
- Tripura, alleging atrocities by Bengali troops 
- and settlers. The really bad news for the gov- 
ernment came with the publication of an 
open letter from Raja Devashish Roy, who is 
_ king of around two-thirds of the Chakmas, 
"and 19 other tribal bigwigs. 
- All had previously supported the gov- 
ernment. Their letter protested against the 
- failure of the security forces to protect the 
~Chakmas at Langadu, and rejected all the 
- government's plans for the region. The flus- 
tered government put the young king, who 
‘studied law in London, under house arrest 
for three days, then released him. A couple 
‘of weeks later it got more bad news. Mr 
Upendra Lal Chakma, a former member of 
parliament who had been one of the archi- 
tects of the election plan, threw in his lot 
with the Shanti Bahini. 
On paper, Mr Ershad’s plan sounds 
generous. The new local councils, on which 
the tribes are guaranteed roughly a two- 
. thirds majority, will have the power to raise 
taxes, settle land disputes and control pri- 
_ mary education and health care. The hope is 
that the devolution of such extensive pow- 
ers will take the sting out of the demands for 
regional independence. 
_ The Shanti Bahini guerrillas scorned 
the councils and announced that they would 
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disrupt the elections. The government 
shrugged that off. It could not, however, ig- 
nore Mr Upendra’s defection or—even 
less—the king’s letter, which follows the 
Shanti Bahini hard line in stating unequivo- 
cally that no solution is “practicable” unless 
all Bengali settlers are removed from the 
hills. The king’s influence is enormous. 
Without his backing for the elections, the 
government may find itself with precious 
few tribal votes to count on June 25th. 





New Caledonia 


A nickel's worth 
of difference 


FROM OUR PARIS CORRESPONDENT 


OR those who want a peaceful settle- 

ment of New Caledonia's future, the 
South Pacific territory's election on June 
l Ith brought both good news and bad. The 
main settler party under Mr Jacques Lafleur 
wants to keep New Caledonia French but is 
willing to have the question of self-deter- 
mination put to the ballot after a decade's 
delay. It got 4496 of the vote. Diehards 


against independence come what may found 





p: 








themselves in a pitiful minority. 

The main Kanak coalition wants inde- 
pendence but is also prepared to wait until 
1998 for a chance to get it at the polls. Al- 
though it was torn by the assassination last 
month of its leader, Jean-Marie Tjibaou, the 
coalition held together and won 2996 of the 
vote. A small Kanak party that advocates 
force to win immediate independence failed 
to disrupt the voting. 

Buying time was the hub of the agree- 
ment that France's prime minister, Mr Mi- 
chel Rocard, sold in Paris a year ago to Mr 
Lafleur and the late Mr Tjibaou. Delay was 
partly for cooling off, as violence seemed to 
be rising. In May 1988 six soldiers and 19 
separatists had died in a kidnapping and res- 
cue on the outer island of Ouvea. Time was 
also needed to narrow the gap in education 
and jobs between the poor Kanak north of 
the main island and the French-dominate 
south around the capital, Noumea. | 

These divisions—here is the ba 
news—showed up plainly in Sunday's vot- 
ing for three provincial assemblies that are 
to run local affairs during the transition pe- 
riod. In the south, where two-thirds of New 
Caledonia's 144,000 people live, Mr 
Lafleur's party won 21 of 32 seats. The 
Kanak coalition won 11 of 15 seats in the 
northern assembly and four of seven in that 
of the outer islands. When sitting together, 
these three assemblies will form a congress 
with limited powers over New Caledonia as 
a whole. Final authority remains with a high 
commissioner appointed from Paris. 

This three-part system was devised to 
get around a simple problem. New Caledo- 
nia has about one-fifth of the world’s known 
nickel deposits. During a nickel boom in the 
late 1960s, French settlers poured in, 
putting New Caledonia’s original inhabit- 
ants in a minority. Kanaks today are just 
over two-fifths of the population. In an is- 
land-wide system, they would be outvot 
as they were when France's then conserva- 
tive government put the independence issue 
to the ballot in 1987. 

Mr Rocard must be pleased things have 
gone as well as they have. Yet it would be 
foolish for him to forget about le caillou (the 
stone), as the long, narrow main island is 
known. Holding the Kanak coalition to- 
gether will not be easy. A former Catholic 
priest, Mr Francois Burck, the grandson of 
an Irish sailor and a Kanak girl, is its new 
head. Well liked though he is, he has neither 
Tjibaou's standing among the Kanaks nor 
the surprising closeness Tjibaou found, in 
the last months of his life, with Mr Lafleur. 

Efforts to spread patronage jobs to 
Kanaks in the north make southern officials 
restless. School reforms are behind sched- 
ule. Businessmen complain of the uncertain 
future. Nine years may seem a long way off, 
yet there is little time to waste in making 
New Caledonia's different parts more equal. 
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Look Whos On Board 


With new orders from American, Air Europe, Aero Lloyd, China Eastern. 
ILFC and ZAS Egypt, plus repeat orders from Finnair, the total orders and 
other commitments for our new MD-11 now number over 250. What's 
behind our wide-body's widespread appeal? 





Airlines are choosing the MD-11 because it's the most efficient 
wide-body in the world. Because its advanced aerodynamic design and 
p efficient engines provide profitability on long nonstop routes And 
ecause, alter passenger luggage is loaded, space remaining below deck 
lor revenue cargo is unmatched ( 
The MD-11 is also being chosen for its passenger appeal—it has wide % 
aisles, a spacious cabin, and more overhead storage space for 

carry-on luggage. And since the MD-11 offe rs a choice ol 


moe 


engines trom GE, Pratt & Whitney, or Rolls-Royce, it gives 


airlines commonality with existing equipment 
So il you're looking lor a flexible wide-body that can 
handle point- to point routes wh ich avoid crowded hubs. why wait? 
loin the over 25 customers worldwide that have chosen the World Plane 
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technology 
IS now 
within easy 
reach. 














If you expect your computers to do a lot more 
tomorrow than they do today, you probably 
already know that 386 technology is the way 
to go. And if you've been planning for effective 
networking. graphical environments, OS/2" and 
powerful new software applications, you probably 
also realize that IBM Micro Channel" 
technology is the right investment for today. 


Now there's the new IBM Personal System/2^ 
Model 55 SX. It combines Intel's advanced 
32-bit processor, the 80386 SX, with IBM’s 
Micro Channel architecture and built-in VGA 
graphics. Yet it costs about what you'd expect 
to pay for many 286 machines. With the 
Model 55 SX, you get 80386 capabilities like 
high-speed calculation, built-in support for 
multi-tasking and improved memory 
management. And you also get Micro 
Channel technology — to make the most of 
these advances. 


What does it mean for you? It means you can 
now invest in tomorrow s opportunities, without 
sacrificing today's budget considerations. It also 
means that if the cost was a problem, it's no 
longer a problem. 
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We're in the results business 


Wea be happy to send 
you more information 
about the new IBM PS/2 
Model 55 SX. Tear off 
this panel, clip your 
business card and send 
it to: 


IBM World Trade Asia Corporation 
Advertising/Promotion Centre 
Level 32, One Pacific Place 

88 Queensway 


Hong Kong 


We'll do the rest. 








SINCE 1735 THERE HAS NEVER BEEN 
A QUARTZ BLANCPAIN WATCH. AND THERE NEVER WILL BE. 


IB 


1735 


BLANCPAIN 


Selfwinding with second hand Each watch is assembled, polished and 
and date finished by hand by the indivjdual watch- 


maker. 

Only about a dozen watches, each indi- 
There is still no Blancpain "collection" as vidually signed and numbered, daily 
such. The same case houses each of the leave the workshops of Blancpain — the 
six “masterpieces” of the art of watch- oldest watch name not only in Switzer- 
making developed by Blancpain. land, but also in the world. 


Available in London: 
Carringtons, Mappin & Webb, David Morris, Garrard, London Hilton Jewellers, Watches of Switzerland, The Watch Gallery, Tyme and: 


BARCELONA Soler Cabot BOSTON Dorfmann BRUXELLES Frohmann Frères DUSSELDORF Blome. Wempe FRANKFURT Frednch. Wempe GENEVA Benoit de Gorski, Chimento, Facet, Golay Fils B Stahl, Zbinden 
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JACKSON HOLE, WYOMING 


CONTINUING his self-ren- 
ovation, Mr George Bush has 
gone green. The clean-air bill 
he unveiled on June 12th rep- 
resents his attempt to capture 
the environmental issue from 
* the Democrats, as he prom- 
- “ised he would do during his 
— Xtk n campaign. To drive the point home 
he jetted off to the Grand Tetons National 
Park to make his speech using the cleanest 
air there is. Judging by the reaction— 
squawks from industry, a pleasantly sur- 
‘prised silence from environmental organi- 
.sations—he just might succeed. 

Mr Bush's bill ended a period of intense 
conflict within the administration berween 
those led by the budget director, Mr Rich- 
-ard Darman, who argued for a strict eco- 
“nomic justification of each measure, and 
those led by the administrator of the Envi- 
“ronmental Protection Agency, Mr Bill 
Reilly, who argued that environmentalism 
can have a political payoff that outweighs 
the economic cost. After 26 meetings be- 
tween the two sides in the office of the do- 
mestic policy adviser, Mr Roger Porter, and 
three full cabinet meetings, Mr Reilly won. 
. Mr Reilly is proving to be the cabinet's 
surprise. He is from Yale, young-looking, en- 

getic and good on television. After 17 
years in the comfortable world of interna- 
tional conservation, he is new to politics and 











ECONOMIST JUNE 17 1989. 





The greening of George Bush | 


seems to love it. He is already credited with 


revitalising a demoralised agency and has p WA 
taken some controversial decisions, as when 7% 


he halted a plan to flood a Colorado can- 
yon. He has overshadowed the cautious en- 
ergy secretary and the pedestrian interior 
secretary. He is responsible for the ambi- 
tious goals in the president's clean-air bill. 

For 12 years America’s clean-air law has 
been awaiting revision. Each year it came up 
in Congress only to fall foul either of Sena- 
tor Robert Byrd of coal-producing West Vir- 
ginia, or of Congressman John Dingell of 
car-producing Michigan, both in powerful 
jobs. Only a presidential bill might have run 
these two blockades, but none was forth- 
coming during the Reagan years. By 1988 
the EPA was having to threaten draconian 
anti-industrial measures against cities whose 
air was not meeting the original bill's tar- 
gets. But Mr Byrd was replaced by Senator 
George Mitchell of Maine—a state that suf- 
fers from, rather than produces, acid rain. 
And now there is a green president. 

The president’s clean-air bill splits the 
issue in three: toxic chemicals, acid rain and 
urban smog. On toxic chemicals, the origi- 
nal act's language was a lawyer's charter. It 
required the EPA to prove an airborne chem- 
ical "unsafe" before regulating it. That is 
notoriously hard to do and notoriously easy 
to sue over (from both sides), so EPA has 
managed to ban only seven of the hundreds 
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of chemicals that, it estimates, are cau 
1,500-3,000 fatal cancers a year. | 
Under the new bill the government y 
identify one-by-one the industries that- 
producing toxic chemicals and one- 
will require them to use the "best availab 
technology to stop it. This will save, sayst 
White House, 7596 of the lives currently: 
ing lost within two years, at a cost of $2 
lion, or $1m each. DuPont, for one, s sa 
can live with such a scheme. 
To sweeten the rain, Mr Bush war s 
nual emissions of sulphur dioxide. 
power plants reduced by 10m tons (or 5096 
by 2000. Congress agrees with this sche 
but the means of getting there will. 
controversial. Mr Bush wants to set a sta 
dard for the 107 dirtiest coal-fired pov 
plants, which by 2000 will have to prod 
power as cleanly as new plants today. T} 
must meet the cost (estimate $3.8 billic 
themselves, which will probably raise elec 
tricity rates by some 7-1096 in the t 
worst-affected states (Ohio, Pennsylvai 
and Indiana) and about 2% nationwide. 
How they meet the standards is th 
business, except that if they do it by ado 
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LINCOLN, NEBRASKA 


MERICANS spend about $350 bil- 


lion a year buying, repairing, insur- 


dent's clean-air bill would increase that 
by about. 176—a small price to pay, he 
argues, if it’ “reconciles the automobile to 
-the environment" 

- ^ The problem is s that, after the addi- 
tion of catalytic converters to exhausts, 
. cars have got almost as clean as they can. 
- But because more and more people use 
. cars and spend more and more time 
Stuck in traffic jams, the car's contribu- 
tion to pollution is going to get worse. 
The brown smog and ozone that blanket 
© America's cities in summer and the car- 
- bon monoxide that poisons lungs in win- 
-ter are so bad that some cities may have 
= to restrict driving. Mr Bush thinks that is 
a "horse and buggy solution to a twenty- 
first century problem". 

. His mentor on this is his counsel, Mr 
Boden Gray, who is an avid enthusiast 
for alcohol-fuelled cars. He once put his 
mouth over the exhaust pipe of his own 
car to prove that burnt alcohol consists 
of nothing but carbon dioxide and wa- 
ter. Oil-fuelled cars give out nitrogen ox- 
ides (burnt air) and hydrocarbons, both 
f which make ozone, plus some cancer- 
iusing chemicals. such as benzene, xy- 
'ne and toluene. 

— fall cars burnt alcohol, there would 
be no toxic emissions from cars. City air 
would have less than half as much ozone 
and carbon monoxide. America would 
need to import less oil. And the country 
"would make a smaller contribution to 
the greenhouse effect. So why do the car 
companies not immediately make the 
switch? Already about 3096 of petrol in 
the United States has some alcohol in it, 
but most at less than 1096 concentration. 
The cost of converting cars to burn 
alcohol-petrol blends is not great: about 
$300 per car. All cars built since 1980 
have been able to tolerate alcohol's cor- 
rosive effect on rubber hoses. Nor is 
- methanol, the simplest alcohol, expen- 
sive. It is made by mixing natural gas 
< with water, and much natural gas is at 
^. present flared off, adding to the green- 








ng "clean-coal technology —that is, build- 
g a new furnace—they get three years’ 
ce. At present the government is spend- 
g $21 billion, matched by private indus- 
, to develop clean-coal technologies. Any 
ant that exceeds its brief and is even 
aner than it need be can "sell" 


Likewise, a plant can trade sulphur-di- 


ing and fuelling their cars. The presi- 


its spare 


z " ^ 


How cars get hooked c on alcohol 


house effect. Probably the cheapest way 
to make methanol would be to buy it 
from the Algerians, rather than pipe it 
from Alaska, but no matter. 

The oil companies say that it is hard 


' to arrange distribution, supply and stor- 


| 

| 

| 

| 

| 

age for a new kind of fuel. But their dire | 

warnings when Denver tried mandating | 

the use of a methanol-based fuel in the | 

winter of 1987-88 came to naught. | 
However, America has been pursuing 

methanol less enthusiastically than etha- | 

nol, which is alcohol fuel made from | 

crops. Ethanol is more expensive than ei- | 

ther methanol or oil, but has a nice re- | 

newable air about it, and also has the po- | 

litical backing of America's farm belt. | 

Ethanol is easily distilled from fer- | 

mented maize (corn) or sugar cane. But | 

the bacteria that do the fermentation are 

slow and the distillation itself takes a lot. | 
of energy. Brazil's experience with etha- 

nol is not encouraging—to which the ad- | 

ministration' s riposte is that genetic en- | 
gineering will cut the cost sharply. 

Answer: not if it proves as disappointing | 

as in other fields. | 

lo overcome these disadvantages, | 

ethanol-based fuel gets a hefty federal | 

subsidy of 60 cents a gallon, a huge gov- | 

ernment gift to such companies as Ár- | 

cher Daniels Midland, which earns | 
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nearly half its income from ethanol. The . | 


raw material is also produced with a gov- 
ernment subsidy: about $5 billion is paid 
each year to maize growers. 

This week Mr Bush went to see an 
ethanol laboratory at the University of 
Nebraska and drove around in a car that 
burns ethanol to emphasise the support 
he has voiced for this project since hav- 
ing to campaign in the maize-growing 
state of lowa. His clean-air bill would in- 
crease the market for alcohol fuels by 
50% immediately, and calls for Detroit 
to be making Im cars a year that can run 
on pure ethanol or methanol by 1997, or 
excuse themselves by finding another 
way to make cars as clean. The last 
phrase disguises the choice he has made: 
in his view, the benefits of alcohol fuels 
are worth whatever they-cost. 
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oxide emissions for nitrogen-oxide emis- 
sions. The administration bill aims to re- 
duce nitrogen-oxide emissions by 2m tons a 


year (about 10% of the total—but most 
comes from cars, not power plants), which is | 
on the low side, compared with Congress's ^ 
targets. It calculated that going further 


would cost disproportionately more. 


-Nitrogen oxides are also the main in- 








* gredients of th arbi smog that grew espe- 
~ cially thick over American cities last sun 


mer. The main dangerous chemical in smog 
is ozone, which sunlight produces from oxy- 
gen and either nitrogen oxides or hydrocar- 
bons. (Ozone near the ground is bad for 
people; but perversely it is good for them 
high in the sky, where it blocks ultra-violet 
rays, whence the bans on chlorofluorocar- 
bon gases.) The emission of both these 
nasties has been dropping—by 8% since 
1978 for nitrogen oxides and 17% for hy- 
drocarbons. Ozone concentrations also 
shrank until 1988, when hot weather caused 
them to shoot up again. They will continue 
to rise because the earlier gains came from 
replacing older cars with ones using un- 
leaded petrol and catalytic converters. This 
replacement process is about over. 

As with acid rain, the Bush bill judges 
the nitrogen oxides too difficult to deal with 
cheaply and has only one simple propos 
that catalytic converters be improved 
about 30% by 2000. The bill is full of 
dirigiste ideas for dealing with hydrocar- 
bons, however. The oil companies would 
have to reduce the volatility of petrol by 
enough to cut emissions by 8%, petrol sta- 
tions would have to put special nozzles on 
their pumps and carmakers would have to 
reduce the emissions of their new cars by 
40%. Unless they can suggest a better way to 
reach the same goal, the worst-offending cit- 
ies would have to introduce large numbers 
of cars that run on alcohol fuels (see box). 

Bakeries, dry cleaners, paint makers and 
the like—which together are as big a prob- 
lem as cars—would also have to cut their 
emissions of hydrocarbons. Mr Bush asserts 
that all his reforms would cut hydrocarbon 
emissions by 4596 by 2005, at a total cost to 
industry and consumers of $8 billion-13 bil- 
lion. Mr Bush, at Mr Reilly's urging, put off 
pollution-trading experiments here. 

Mr Bush and Mr Reilly are keen to 
thought green, but they do not want to ~~ 
tarred with the Luddite tendencies of the 
environmental movement. Thus Mr Bush 
talks of "a new breed of environmentalism”, 
by which he means people who have learnt 
the lessons of the 1970s, or more curtly, who 
have abandoned "command and control" 
for.a (guided) invisible hand. Cynics might 


say the difference is that in the 1970s gov- 


ernment paid; in the budget-conscious 
1980s, the whole cost of the bill ($14 billion- 
$19 billion) will be presented to the con- 
sumer via the polluter. 

.. The idea of tradable permits to pollute 
has been gaining ground in recent years, es- 
pecially on Capitol Hill. But only one envi- 
ronmental organisation shares the enthusi- 


 asm—the Environmental Defence Fund, 


from which the acid-rain scheme was par- 


tially borrowed. Mr Reilly said he was disap- 


pointed more environmental organisations 


were not persuad 


he merits of trade- 
able p permits the 
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AMERICAN SURVEY 
“profiting from pollution’’—but they have 
mostly reacted to Mr Bush’s proposals with 
caution rather than opposition. 

_ The crucial debate on this issue was be- 
ween Mr Bob Grady of the Office of Man- 
agement and Budget and Mr Bill Rosenberg 
_of the EPA. When Mr Rosenberg was finally 
persuaded that a system of tradeable permits 
could work, Mr Reilly agreed to try them. 
Half the final bill will deal with enforcement 
mechanisms. Mr Reilly faces a trickier ques- 
tion next week: whether limited and declin- 
ing permits to produce chlorofluorocar- 
bons, the worst of the greenhouse gases, 
should be auctioned off or given away. To 
give them away rewards sin, but the produc- 
s have threatened to boycott any attempts 
to make them pay. 
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Now, where were 
we? 


INGTON, DC 


ù E EMOCRATS in the House of Repre- 
a sentatives have filled in the gaps in 
their leadership and are ready for a fresh 
start. On June 14th they elected a new ma- 
jority leader, Mr Richard Gephardt, and a 
new whip, Mr Bill Gray. Mr Gephardt's eth- 
ical cleanliness was certified by his survival 
of scrutiny as a 1988 presidential candidate. 
The question mark raised by an alleged rei 
probe of Mr Gray was lifted when the De- 
partment of Justice made clear that the in- 
vestigation did not involve the congressman 
himself. Mr Steny Hoyer is expected next 
week to take Mr Gray's former post as chair- 
man of the House Democratic Caucus. 
= Pessimists are nervous about Mr Gep- 
hardt, who established himself in the presi- 
dential campaign as America's best-known 
protectionist demagogue. They are probably 
wrong. Mr Gephardt's fair-trade crusade 
was inspired more by political opportunism 
than by deeply felt principle. In any case, it is 
the Speaker, not the majority leader, who 
sets the legislative agenda—and the new 
Speaker, Mr Tom Foley, is a far stronger ad- 
vocate of free trade than was his predeces- 
sor, the sometime-populist Mr Jim Wright. 
.. One immediate challenge to efforts to 
build a new bipartisanship will come over 
the minimum wage. On June 13th Con- 
gress's bill to raise it from $3.35 to $4.55 an 
hour over the next three years was sent to 
the White House. President Bush instantly 
vetoed it in dramatic style while aboard his 
aircraft flying from Wyoming to Nebraska. 
Although Democrats have insufficient votes 
to override a veto, there may still be room 
for compromise, since Mr Bush would ac- 
cept a smaller increase. 
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From the barrel of a fax 


Part three of our unintentional series on unsolicited “junk faxes” 


finds that they have their uses, too 


EN news of the massacre in 
Tiananmen Square reached the 
Chinese Communications Centre in 
Boston, a few hours after it started, the 
student staff began ringing their contacts 
in China. They met incredulity; few out- 
side Beijing could believe it. Many were 
soon persuaded by photographs pub- 
lished in the West and faxed back into 
China by the Boston students. Pictures 
worth a thousand words, indeed. 

The centre was established a month 
ago to offer support and advice to stu- 
dent activists. in China. It has now be- 
come harder and more dangerous to 
speak directly to the student leaders. So 
the centre has taken to faxing into China 
indiscriminately. In a “rumour society”, 
the students say, it does not matter who 
receives their photographs, summaries of 
news reports, and statements of support. 
The word will spread. 

The Boston students are also tapping 
into worldwide computer networks for 
information on China. They believe 
there are even some terminals on-line in 
Beijing. Hundreds of pages of electronic 
mail are being generated every day from 
Chinese all over the world. 

And there is always the telephone. 
Opinions are divided on why the Chi- 
nese government has not pulled the plug 
on its foreign telephone links. Some say 


Ice hockey 


Puck power 


EN Mr Mikhail Gorbachev an- 
nounced unilateral troop reductions 

in the Red Army last December, the de- 
mobbed servicemen included three of the 


best ice-hockey players in the world. Thanks - 


to glasnost, Vyacheslav Fetisov, Sergei 
Makarov and Igor Larionov, members of the 
Soviet Union's world-champion ice-hockey 
team, are now free to pursue jobs on teams 
in the West. All three were "drafted" by far- 
sighted National Hockey League teams some 
years ago, giving those teams monopoly 
rights to hire the players should the Rus- 
sians ever let them play abroad. This has 
now happened. Mr Fetisov is likely to end 
up with the New Jersey Devils; Mr Makarov 
is less certain to play for the Calgary Flames; 
Mr Larionov could play for the Vancouver 
Canucks, but is more likely to go a team in 
Switzerland. 





the government does not realise their po- 
tential; others say that it has bigger prob- 
lems to worry about and cannot be both- 
ered. Some even suggest that Chinese 
officials do not know how to shut down 
foreign lines without cutting off lines 
they want to keep open. 

Calling China is getting harder, 
though. It can now take several hours to 
get through because of the increased de- 
mand. It is also costly. The centre esti- 
mates that it is spending $1,500 a day 
and had run up a $30,000 bill by early 
June. It was hoping for a break from the 
phone company. Free speech is not free. 





From China and back again 





The three hockey players, unlike other. 
Soviet sportsmen in the West, may even b 
allowed to keep most of their capitalist loor. 
Tennis players on the world circuit, football 
(soccer) players in Europe and the one non- 
defecting Russian already playing in the 
NHL, Mr Sergie Priakin, have their salaries 
paid directly to sport federations back in the 
motherland. They get only a small fraction 
of what they have earned, a particularly gall- 
ing experience when surrounded by rich 
players from western countries. But a new 
Soviet law permits citizens to negotiate indi- 
vidual contracts with foreign companies. 
The three Russians, along with two other 
players and a coach, have signed contracts 
with Mr Mark Malkovich, an impresario 
who directs the Newport Music Festival. 
Their idea is to be paid directly and leave the 
teams and the Russian ice-hockey federation 
to argue about how much money, if any, is 
due to the Soviet authority. It is not certain 
whether they will get away with this. 

The coming infusion of Russian talent is 
more good news on top of a season's worth 
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You'll receive six exciting videos, filled with 
authentic, breathtaking action. Go on a 
mission aboard the finest reconnaissance 
aircraft built, the incredible SR-71 Blackbird 
in Spies in the Skies. Fly with dedicated 
spy planes like the ones used over Cuba 
and Vietnam. In Red Star see close-ups 
of the new Soviet MiG-29. See the Famous 
Hind and Halo attack helicopters in re- 
markable footage from Nicaragua and 
Afghanistan. Fly carrier launched air strikes 
against North Vietnam in Flat Tops, and 
search for Soviet submarines in the Hawkeye. 
In Eagles in the Sky, fire Phoenix 
missiles from the Navy's F-14 Tomcat, and 
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some library case and is priced at just 
$149.75! payable in convenient monthly 
installments. To order, simply return the 
attached coupon or call the Toll-Free num- 
ber. If you are not totally satisfied, return 
your set within 15 days for a full refund. 
Order today to avoid disappointment! 

' plus 475 shipping/handling per set. 


CALL TOLL FREE 1-800-367-4534 
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is available. 






Signature (All orders subject to acceptance) * 
Charge each of 6 equal monthly installments 
of $25.75* to my credit card: 

[2VISA OMasterCard American Express ODiners Clu) 





Credit Card No Exp 
(JI prefer not to use a credit card and will 
by check. Enclosed is my deposit of $50. 
| will pay the balance of $104.50" in th 
monthly installments of $34.83* each. 


*Conn. residents add 7% sales tax Tenn. residents add 739 


sales tax 
Allow 2 to 4 weeks for shipment 16a 
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goal is money 


for the 2l-team National Hockey League 
(seven of the teams are in Canada). Long the 
- poor cousin of American sport, professional 
ice hockey has quietly been prospering. The 
NHL has just completed its seventh season in 
a row of record attendance at its 840 regular- 
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‘Ignorance 


Y Y E MAY be thick, but at least Mr Dan 
A A Quayle knows who the vice-president 
of the United States is. One in four of his 
fellow-citizens does not. Three in four do 
not know the names of their senators. Faced 
with such questions, Americans might want 
to invoke the Fifth Amendment; unfortu- 
nately, half of them do not know what that 
is either. 

— Surveys revealing Americans’ civic igno- 
tance are an American tradition by now. 
The lastest survey, conducted by Mr Mi- 
chael Delli Carpini of Barnard College and 
Mr Scott Ketter of Virginia Commonwealth 
University, intentionally asked questions 
similar to those asked in surveys over the 
past 40 years, in order to see how Ameri- 
cans’ ignorance has evolved. The results are 
mixed. More respondents knew what the 
Fifth Amendment is (42% in 1957, 50% in 
1989), what a presidential veto is (80% in 
1947, 90% in 1989), and that the first ten 
‘amendments to the Constitu- 
tion are called the Bill of 
Rights (3396 in 1954, 4676 in 
1989). The vice-president is 
also better known. In 1952 
only 69% of those asked could 
name Alben Barkley, even 
though he had been in office 
for four years. But there were 
also some set-backs. In a 1945 
poll 35% of those asked could 
name both their senators, 
compared to 25% in 1989. 

[n general, the results were 
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season games. Several teams were sold out 
all season. None of the NHL's teams is in fi- 
nancial straits—a change from the past, 
when teams moved or had to be “saved” by 
fans in their home cities. There is talk of cre- 
ating more teams—possibly in Seattle, in 
Milwaukee and in Hamilton, Ontario. 

The key to football- or baseball-like 
prosperity is television coverage. NBC has 
agreed to broadcast the next two seasons' 
NHL All-Star matches. This would be the 
first appearance of NHL contests on an 
American network since 1980. 

In Canada ice hockey has long been the 
national sport. Now the passion for ice 
hockey is growing in the United States. One 
cause is the move last year of Mr Wayne 
Gretsky, the sport's best player, from his 
team in Edmonton, Alberta, to the Los An- 
geles Kings. The sport is also benefiting 
from young American players who became 
interested in ice hockey when, against all 
reasonable odds and amid jingoist fanfare, 
America’s Olympic team beat the Soviet 
Union in 1980. 


\ Nhen Quayle jokes are wasted 


similar to those of a National Geographic 
Society poll taken last year of changes 
in geographic literacy: little overall 
improvement, some decline among young 
adults. 

Today's respondents did score better on 
two economic questions. Some 59% of 
those asked in 1989 knew what an “eco- 
nomic recession" meant, compared with 
52% in 1947. The researchers say that about 
60% (up from 51% in 1947) answered “‘rea- 


sonably correctly" the question: "From 
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what you have heard, what kind of an effect 
do you think a high American tax on for- 
eign goods would have on our trade?” To 
get that one right, it helps to know what an 
economic recession is. 





Talk radio 


Lines are open 


BOSTON 


HE men and women who host Ameri- 

ca's numerous phone-in shows, in 
which ordinary citizens go on the air to vent 
their spleens on matters political and per- 
sonal, are riding high. A Hollywood film, 
“Talk Radio”, and a television programme, 
"Midnight Caller", celebrate and glamorise 
their profession. And they have made the 
invigorating discovery that they have politi 
cal clout. 

The most dramatic instance of radio 
power came last winter when talk-show 
hosts, in part at the behest of Mr Ralph Na- 
der, mobilised public opinion against Con- 
gress's proposed 5096 pay rise. Talk jockeys, 
as they are called, got their listeners to del- 
uge congressional offices with hostile tele- 
phone calls, nasty fax messages and tea bags 
(a witless reference to the Boston Tea Party). 

On June 9th-10th, about 45 of Ameri- 
ca's 225 talk jockeys (including one from far- 
away Guam) met in Boston to discuss talk- 
radio’s future. The two-day convention 
featured a live eight-hour talk-show broad- 
cast and a speech by Mr Jack Anderson, a 
muckraker. Talk-show hosts are usually 
identified as either left-wing or right-wing, 
but they tend to share certain populist pos- 
tures: they oppose big companies and gov- 
ernment bureaucrats and they like to side 
with the "little guy”. 

Few of the crusades launched since th 
pay-rise offensive have galvanised public 
opinion. A Seattle talk jockey urged a boy- 
cott of Exxon after the Alaska oil spill. An- 
other, in Los Angeles, ran a steamroller over 
recordings by Cat Stevens, now known as 
Yusuf Islam, after the singer said he sup- 
ported Ayatollah Khomeini’s death sen- 
tence on Mr Salman Rushdie. 

It is easier, apparently, to mobilise audi- 
ences on local issues that affect their every- 
day life, such as crime, rubbish collection 
and local politics. Three years ago Mr Jerry 
Williams, the Boston-based radio host who 
organised the convention, stirred public op- 
position to a state law requiring car passen- 
gers to wear seat belts. His campaign led to a 
successful referendum overturning the law. 

Most see the defeat of the congressional 
pay rise as their finest hour, claiming they 
created an outlet for the public’s outrage. 
But critics, including some within the busi- 
ness, say that what they created was the out- 
rage itself. Demagogues in search of high rat- 
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MARKS & SPENCER 


QUALITY AND VALUE WORLDWIDE 















GROUP PERFORMANCE FINANCIAL ACTIVITIES 
in the last year, Marks & Spencer Group sales for 52 weeks increased ncome from financial activities totalled £64.5 million, an increase 
by 11.9% to £5,121.5 million, compared with £4,577.6 million for 53 weeks | of 40.5% and contributed £114 million to Group profits 
in the previous year, Profits before tax increased by 5.496 to £529 million ) N 
: k inere are w 2.5 million Marks & Spence! cardholders, 15.596 > i 
and earnings per share were up 5.7% to 12.9p from 12 2t ; Ki À TJ 
e f our UK sales being made using card: 
The final dividend recommended t y the directors is 3 9p per share, " 
making a dividend for the vear of 5.6p In less than six months since the launch of the M&S Investment 
Porti 38.000 subscribers have invested £64.4 million | 
J Turnover (excluding Sales Tares) [m Sm Profit (before Tasstion) (m 
i-es SEU SA uns tees RARER, yg | 
mas GRIGG TT — 05718 ines RAE ke; INTERNATIONAL y 
1587 TESS. 42203 | tea; EARSMEDSNUNUEDSUQUNSESA ana sales in North America were £449 9 million and operating profit was 
| mes SES 1045 lens BE 345 * £15 9» million n tne USA we acquired Br OKS Brothers ind Kings 
ias SEMANUEOINNCNCXSUM ia; ias SN, ipu; Super Markets and their results are included for the first time, In Canada, 
ales and prohts were disappointing \ 
/ UK SALES We opened two new stores in the Republic of Ireland to make a) 
/ Our UK store sales increased to £4.425.0 million, up 8.3% against total of 13 stores in Europe excluding the UK. Sales increased in local 
| the comparable 52 weeks last year jrrency terms by 3.7% but profits decreased due mainly t ablic 
Our clothing performance was good, especially in ladies’ and men’ ector strikes in France 


tailoring and leisurewear, with overall sales of £2,134.3 million, an " 
| : in the rar East, we opened two stores in Hong Kong, both of which are 
increase of 8.19 
successiu! and we plan to open further stores there. Brooks Brothers 
The sales of homeware and footwear ini reased by 7.4% tc 
shops in japan had a successful year 


£512.6 million as expansion of the ranges continued 
Food sales increased by 8.9% to £1,778.1 million despite the recent 


public concern about food contamination 


We sold £4.2 billion of British made meri handise. £400 million 


more than in the previous year. The.retailing industry worldwide faces many challenges 


as it looks ahead to the 1990's. Our human, financial and 
STORE DEVELOPMENT technological resources, together with our loyal and com- 








During the year, our capital expenditure on expansion, mitted procurement base, allow us the confidence to | 


development and modernisation was £147 million plan for the continued development and growth of 
We increased our sales floor footage by our business at home and overseas for the next 
294,000 square feet and modernised 2 million decade and beyond. 
square feet 

We plan to add a further 300,000 square feet 


of selling space in the coming year with the develop 


à 2 e | tore ( iO né 5cations 4 , 
ment of 12 existing stores and two new locations If you would like to receive a copy of the Marks & Spencer ' 
Annual Report, please complete and send the coupor ! 
OPERATIONS 
The development of advanced systems in all E aah Gees. Sp mu L | 
Marks and Spencer p.l.c., C/o Springfield House, West Street. ; 


areas of our operations has been a priority of the À ; l 
' Bedminster, Bristol BS3 3NX 

ois: 

business . 

Please send me a copy of your latest Annual Report 


Through electronic links with suppliers, we are now 


able to replenish stores across the clothing and homeware 


i 
ranges on a weekly basis , Address — 
i ká 
We have again extended our trading hours in response to customer P j 
i E "Dstcoge 2 22 i 
convenience and changing shopping habits bah Fe ee ee i 
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Give me a call sometime 


À 
ings, they say, exploit the vague resentments 


of an anonymous, alienated audience by 
oversimplifying issues and anointing vil- 
— lains. 
A less pompus complaint came from Mr 
Paul Bicknell, a talk jockey in Baltimore, 
— who ridiculed his colleagues’ pretensions to 
- political importance when few of their 
shows actually deal with serious subjects. 
Many feature "soft talk": conversations on 
pleasant topics—the weather, sport—or in- 
terviews with authors, particularly those of- 
fering miracle solutions to persistent prob- 
- lems, such as losing weight and paying 
.. income tax. 
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Supreme Court 


Negative on 
affirmative action 


| HE civil-rights case of Wards Cove v 
Atonio had been going on for 15 years 
- by June 5th, when the Supreme Court sent 
- it back to a lower court for more rulings. 
- That may not top Dickens's Jamdyce v 
- Jarndyce, but it demonstrates that civil- 
_ rights law—largely an invention of the past 
- quarter-century—now rivals any other legal 
field for baroque complexity. 

| The court ruled, 5-4, that an employer 
does not have to prove that it has a legiti- 
— mate reason for its employment practices, 
- even when those practices have a seemingly 
discriminatory result, based on statistics. It 
is up to the complaining employees to prove 
that only illegal discrimination could have 
~ caused the disparity. 

This reverses an 18-year-old precedent 
that was one of the cornerstones of what is 
— called "affirmative action” (if you like it) or 
“reverse discrimination" (if you do not). 
The court has always maintained that statis- 
tical disparities alone do not prove illegal 
discrimination. However, the burden of 
proof makes a big difference. Proving the 
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necessity of every aspect of your hiring and 
promotion system is always costly and often 
impossible. To avoid or settle lawsuits, em- 
ployers have often agreed to hiring quotas 
and other forms of preferential treatment 
for minorities and women. Now they will 
not have to. 

On July 12th the court addressed a re- 
lated baroque aspect of civil-rights law, and 
dealt affirmative action another blow. The 
law, as it has evolved, both forbids and re- 
quires the same behaviour. Specifically, 
many employers have been required by 
courts, in resolving civil-rights lawsuits, to 
engage in reverse discrimination that would 
be illegal if they did it voluntarily. The fact 
that they were under a court order protected 
them from lawsuits by disgruntled white 
males, and those white males could not chal- 





ERE'S an idea: how about a special 

tax break for people who buy The 
Economist? This would undoubtedly in- 
crease (a) our readership and so (b) tax 
revenues from Economist readers, thus 
(c) reducing the deficit and (d) proving 
that reading The Economist is good for 
the economy. No? Why not? 

[n this example, the fallacy is obvious. 
Revenues from Economist-readers would 
go up; but revenues from non-Econo- 
mist-readers would go down. This reform 
would not reduce the deficit, and all it 
would prove is that people arrange their 
affairs to minimise their taxes—not the 
wealth-creating effect of reading The 
Economist (which, while intuitively obvi- 
ous, remains unproven). 

The same logic applies to the re- 
peated calls for a special tax break for 
capital gains (a break that was eliminated 
in the 1986 tax reform). You can in- 
crease capital-gains revenues this way, at 
least in the short run. But true believers 
in capitalism ought to want a tax code 
that is neutral between different forms of 
economic activity, not one that artifi- 
cially biases investment decisions in the 
hope of increasing prosperity (and tax 
revenues) by outsmarting the market. 

Yet President Bush sticks to his plan 
to increase government revenues by cut- 
ting capital-gains taxes to a maximum of 
1596 (which would affect only top- 
bracket taxpayers; the rest pay only 15% 
already). And now the Democratic chair- 
man of the House Ways and Means 
| Committee, Mr Dan Rostenkowski, has 
| indicated that he might go along. 

What Republicans and Democrats 
seem to be drifting towards is a particu- 
larly illusory version of the old tax-cut 
free-lunch. This one would cut capital- 
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. Can't keep a bad idea down 


lenge the court order because they were not 
parties to the original suit. In Richmond v 
Croson, the judges ruled that such court or- 
ders are not immune to subsequent lawsuits 
by disgruntled white males. 

Both of June's rulings were by votes of 5- 
4. They are taken as a signal that Mr Ronald 
Reagan's appointment of Justice Anthony 
Kennedy last year has completed the Su- 
preme Court counter-revolution that has 
progressed in fits and starts since Mr Rich- 
ard Nixon appointed Mr Warren Burger as 
chief justice in 1969. Combined with a rul- 
ing in March that forbade the use of pro- 
minority racial quotas by government agen- 
cies, the two June rulings have put 
"affirmative action” almost back where it 
started. 
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gains taxes, but only temporarily—per- 
haps for a year. Clearly this would bring 

in billions of dollars, as investors raced to 
take their gains before the rate went back | 
up. But virtually all the revenue would be 
from investments that occurred before 
the tax cut took place, mocking any 
Lafferite claim that the cut had paid for 
itself by stimulating new economic 
activity. 

And of course most of the revenue 
gained in the one-year break would be 
robbed from future years. Indeed, the 
government could wipe out this year’s 
deficit quite easily by offering a discount 
on future-year taxes paid in advance. Pér- 
haps it could throw in a subscription to 
The Economist to make the deal espe- 
cially tempting. 
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Say it ain’t so, Rosty 
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Underlying Strength. Amidst the shifting currents of today's financial at your goals with a long-range perspective. To 


markets, Bank of America stands on a solid see opportunities that may not be clear to others. 


foundation of experience. It enables us to look And to deliver the support you need to seize them. 
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The Golden Gate Bridge, | 
Bank of America 


photographed by Alan Ross. 


The (GY)SAMSUNG GROUP is Korea's largest producer of electronics, software 


technical glass, semiconductors, textiles, paper, fabric, food products, home appliances, 


pharmaceuticals, watches, cameras and aerospace products. 35 years ago, we only made suga 








IT’S ONLY THE BEGINNING. 


The investment required for a big, long-range business 
iet is enough to make most companies think twice 
about buying one. Amazingly, it's also enough to buy 
wo BAe 800s. The transcontinental capability of the 
300, more than 3,350 miles, matches the bigger jets. New 
Nork to San Francisco, non-stop, is all in a day's work. 
Yet, independent studies show the BAe 800 is as 
sost-efficient as much smaller business jets, even turbo- 
rops. Its ratio of maintenance hours to flight hours is 
significantly lower, thanks in no small part to the quiet, 
yowerful and eminently reliable Garrett TFE 731-5 
ngines supplying the power. 
No other business jet offers such efficiency for both 
he short haul and long-distance demands. Which is just 





one reason why, last year, the BAe 800 outsold its neare 
competitor better than two-to-one. 

For more information in North America, write 
Kenneth C. Spinney, VP Marketing-Corporate, British 
Aerospace, Inc., P.O. Box 17414, Washington-Dulles Int 
Airport, Washington, D.C. 20041. Or call 703-478-9420 

Outside North America write Corporate Aircraft 
Sales Department, British Aerospace Commercial A; 
craft, Hatfield, Hertfordshire, ALIO 9TL, England, or 
call (07072) 62345. 

You will discover that when it comes to business 
jets, thinking somewhat smaller can make an | 
enormous BRITISH AEROSPACEZ 
difference. BAe 800. THE 2 FOR 1 BUSINESS JET. ' 


AMERICAN SURVEY 
Larger small cities 


Of America, but not in it 


SAN JUAN, PUERTO RICO 


Not all American cities are in America proper. In our penultimate profile 
ofa larger small city, we look at San Juan, capital of the Commonwealth of 


Puerto Rico 
COMPARED with most of its 
neighbours in the Caribbean, 
San Juan is an up-to-date, all- 
American city. There are 
multi-storey office buildings, 
strips of fast-food restaurants, 
and even a super-modern 
shopping mall, Plaza Las Americas, that 
could have been airlifted from Atlanta. Be- 
cause Puerto Rico is a dependency of the 
United States—say "colony" with trepida- 
‘on—you can also sign up for the Marines 
: one of their handy recruiting offices. 

But there is no city in America-proper 
where fishermen cast nets from the main 
bridge leading into town, and where the 
governor lives in an mansion that has been 
the chief executive's seat for more than four 
and a half centuries. And there are few 
where the shops close at six in the evening 
sharp, even in the tourist-attracting, historic 
district of the city. 

San Juan is not really an American city, 
despite some glass-and-girder pretensions. It 
is the capital ofa country that, but for a brief 
burst of American jingoism in 1898, would 
today almost certainly be as independent as 
its Caribbean neighbours. The island was 
grabbed by the United States during the 
Spanish-American war, and remains an 
American possession voluntarily. But it is a 
decidedly Latin country. 

Juan Ponce de Leon, a Spanish explorer, 
founded the first settlement nearby in 1509. 
^an Juan became the colony's capital in 

521. It thrived originally because it sits at 
the entrance to San Juan Bay, guarding a 
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The tourists' view needs improvement 
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harbour that was colonial Spain's only real 
interest in the island. Lacking natural re- 
sources, the island was strategic to Spain, 
protecting the sea lanes for loot-laden galle- 
ons on the way home from Mexico. 

Today San ]uan protects loot-laden 
American companies attracted by tax 
breaks designed to bolster Puerto Rico's 
development. Under federal law, American 
companies that do business on the island do 
not have to pay federal income tax on the 
money they earn there, and can even trans- 
fer their profits back to the mainland tax- 
free. Serving as the host for such companies 
is one of San Juan's main businesses. Luis 
Munoz Marin airport is also fast becoming a 
hub for the Caribbean as a whole. 

But San Juan, with more than 430,000 
people and with a third of Puerto Rico's 
J.3m population living in the greater metro- 
politan area, is mainly a government town. 
Government is the largest employer 
(173,200 people in the region that includes 
most of eastern Puerto Rico), followed by 
trade (103,000), services (86,100) and manu- 
facturing (67,600). San Juan houses Puerto 
Rico's governor, the legislature and most of 
the government's agencies. It is also the 
centre for most of the island's financial 
institutions and the University of Puerto 
Rico. 

The city is divided, physically and eco- 
nomically, into four sections. The original 
part—the island of Old San Juan—was the 
fortress city protecting the bay. Tourists 
come here to see the narrow colonial streets, 
the 450-year-old governor’s-mansion, the 
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fortified Castillo del Morro, and even the 
birthplace of the Pina Colada. To the west 
and south lie the other sectors, incorporated 
into the city as it expanded: Santurce, the 
commercial district, Rio Piedras, the univer- 
sity quarter, Hato Rey, the banking centre. 

Puerto Rico's government essentiall 
runs the city, and is full of plans for civic self- 
improvement. One is the splendidly named 
Agua Gua-Gua. Literally meaning "water 
bus” (gua-gua is slang for bus, from the 
sound the tyres make on the road), the plan 
is for a regular boat service to link parts of 
the city which are now isolated by geogra- 
phy and traffic congestion. Construction of 
the system will happily require the demo- 
lition of slums around the Martin Pena ca- 
nal, which cuts across part of the city. Un- 
fortunately, there are other slums. A 
particularly historic, drug- and AiDsin- 
fected, one, La Perla, still hangs on the side 
of Old San Juan’s Atlantic seafront. There 
are also long-term plans for extending the 
Agua Gua-Gua system near to the tourist- 
hotel areas near San Jose lagoon. The com- 
monwealth government has a tradition of 
getting involved in tourism: San Juan's Hil- 
ton Hotel is government-owned. 

Except for a few adventurous souls who 
drive to the El Yunque rainforest in the east, 
or cross the scenic mid-island mountain 
range to Ponce in the south, San Juan is 
what most tourists see of Puerto Rico. This 
is especially so for nearly 1m people who ar- 
rive each year aboard cruise ships. Unfortu- 
nately, what most of the cruisers see at the 
moment is pretty ugly. The cruise-ship dock 
is in a run-down section of Old San Juan. 
However, a ten-year plan is under way to re- 
develop the dock area of San ]uan with 
trendy shops and restaurants like those in 
Baltimore's Harbourplace, New York's 
South Street Seaport, Washington's Old 
Post Office, and so on. 

The government promises one novel in- 
gredient in this familiar American stew: new 
homes that will be peopled in the 
sanjuanero way, with lower-middle class 
families living alongside the well-to-do. If 
that does happen, San Juan really won't be 
an American city after all. 
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Chissano says stop 


FROM OUR MOZAMBIQUE CORRESPONDENT 


TH his country in ruins and a third 

of his people near starvation, Mozam- 
bique's President Joaquim Chissano is try- 
ing to make peace. His FRELIMO party won 
ndependence in 1975, after ten years of 
var. Since then it has been fighting the 
rebels of the Mozambique National Resis- 
tance (RENAMO). Mozambique, bone-poor 
under Portugal, is now poorer still, with an 
average income in 1987 of $150 a year. Cor- 
ruption is spreading, prices soar and the 
army's morale is near rock bottom. Even 
hardliners on the ten-man politburo have 
accepted, however grudgingly, that military 
victory over the rebels is impossible. 

Is peace impossible too? Mr Chissano 
believes he has persuaded South Africa's 
government to drop its support for 
RENAMO, and to clamp down on the rebels' 
unofficial supporters. He may be right: the 
South Africans badly want to build on the 
goodwill they have earned by promising in- 
dependence to Namibia. It will be far more 
difficult to get the rebels' amórphous leader- 
ship to change course and stick to it. 
RENAMO was invented in the 1970s by the 
white government of Rhodesia to wreak 
havoc in the country, which it does with sin- 
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MAPUTO 


gular brutality. Some doubt whether it is ca- 
pable of doing anything else. 

So far Mr Chissano's overtures to the 
rebels have been indirect. With his ap- 
proval, Roman Catholic and Anglican cler- 
gymen have been meeting since November 
with RENAMO people in Kenya, to ask their 
price for peace. The talks move slowly, be- 
cause the rebel side is split into more than a 
dozen tiny factions. So far no RENAMO com- 
manders from inside Mozambique have at- 
tended the negotiations, which makes some 
Mozambicans wonder whether they will 
achieve anything. In the meantime the presi- 
dent holds public meetings in the provinces, 
to prepare opinion for national reconcilia- 
tion. At one such meeting—in the southern 
town of Manhica in April—he claimed to 
have received a message from the rebels say- 
ing that they accepted him as president. 

In December 1987, a year after he took 
power, President Chissano announced an 
amnesty for the rebels. It was extended last 
year, with moderate success: so far more 
than 3,000 RENAMO fighters have drifted in 
from the bush. But it has made little differ- 
ence to the ferocity of the war. Mr Chissano 
refuses to discuss RENAMO's grievances be- 


fore it lays down its arms, renounces vio- 


lence and accepts the Mozambican constitu- 
tion—which is still being revised. 

It looks like a stalemate. Yet many of the 
rebels’ grievances, in so far as they are iden- 
tifiable, are being attended to. RENAMO says 
it wants a multi-party system. Mr Chissano's 
promises in that direction are still vague, but 
his government has at least transferred 
power to elect the president from his party's 
central committee to the Popular Assembly, 
in which a few non-FRELIMO members al- 
ready have seats. The rebels also say they 
want more religious freedom and a free-mar- 
ket economy. The government has granted 
the first freedom and is seeking to establish 
the second. It has built strong relations with 
the West, and especially with Britain, which 


helps train its army. Most of Russia's mili- 


tary advisers are going home, along with 
their belief in central planning. 

The government's economic reforms, 
supported by the International Monetary 
Fund, have got the economy growing at 496 
a year. But much of the hope for recovery 
depends on Mozambique's southern neigh- 
bour. Last year South Africa promised to 
help repair the vast dam at Cahora Bassa, 
which would provide both countries with 
cheap electricity. It has also lent 6m rand 
($2m) to rehabilitate the port of Maputo, 
which serves South African citrus and coal 
exporters well. The South African trade 
mission in the capital is doing brisk work: 
Maputo's shops are full of goods, including 
Coca-Cola cans which say "Keep South Af 
rica Tidy” on the top. 

Still, little has improved for the four- 
fifths of Mozambicans who live in the coun- 


tryside. The previous president, Samora — 


Machel, herded peasants into communal vil- 
lages, caring nothing for their belief that the 
spirits of ancestors reside in the land. Mr 
Chissano is trying to win back their loyalty 
by offering families plots of land which they 
are not allowed to sell but which they can at 
least hand on to their children. Even so, 
many peasants seek refuge in the cities, 
where they discover that, thanks to the eco- 
nomic reforms, food is no longer subsidised. 

Meanwhile the war sputters on. The 
rebels are on the offensive in the southern 


province of Maputo, and for the past three - 
months the 30,000-strong army has per- 


formed miserably. A reorganisation in 1987 
failed to revive its fighting spirit: young offi- 
cers are frustrated by older generals, some of 
whom are accused of profiteering. Most sol- 
diers go hungry and short of the weapons 


they need to fight properly. Peace, still dis-- 


tant, is already long overdue. 
———— —— € —H———————— M: 
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North Africa 


he sun shines in 










OR more than a decade they swapped 
abuse and worse. Now Egypt and Libya 
are "on the threshold of a new era”’. That, at 
east, is what President Hosni Mubarak told 
journalists after he and Colonel Moammar 
Qa addafi kissed and made up at the Arab 
md it in Casablanca last month. The colo- 
nel used to berate Egypt for its peace with 
Israel. Now he says "Libyans and Egyptians 
are closer to one another than other 
Arabs . . . even from the political aspect”. 
a pro good to be true? Most Egyptian of- 
s say so, in private. They believe it was 
the B Anerian bombing of Tripoli and Ben- 
* zi in April 1986 and Libya's humiliating 
defeat in Chad in 1987 that made Colonel 
Qaddafi mend his ways. They remember his 
a mpts to assassinate Libyan exiles in 
airo and his arming of Egyptian terrorists 
\ who murdered Israeli and American diplo- 
mats. They wonder whether the colonel is to 
e trusted. 
. Still, for the moment, reconciliation has 
be e fruit. The frontier has opened for the 
first time since the neighbours fought a brief 
b order war in 1977. Direct flights now link 
airo and Tripoli, making life easier for the 
A ze numbers of Egyptians working in 
Libya. The colonel promises to compensate 
the tens of thousands of Egyptians he ex- 
pelled in 1985, and has invited them to 
come back. A restoration of diplomatic rela- 
tions looks imminent. 
— lt was Algeria’s President Chadli 
Benjedid who brought Libya and Egypt to- 
gether at Casablanca’s summit. He has 
helped to tame the colonel in another way, 
too, by overriding the doubts of Tunisia, 
AN DtOCCO and Mauritania and drawing him 


into the Arab Maghreb Union which the 
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Good-neighbour Qaddafi 





David Ben Trotsky 


OT much went right in the life of 
Lev Davidovich Bronstein. Things 
are going wrong still. 

Like most Jews born in the late 1880s 
in the "Pale of Settlement", the small 
part of imperial Russia where Jews were 

- allowed to live, Trotsky had to choose 
between Bolshevism and Zionism. He 
turned into a virulent anti-Zionist, de- 
nouncing Theodor Herzl, Zionism's 
founder, as "a repulsive figure" and 
fighting against all forms of Jewish "cul- 
tural particularism"', such as the ideas of 
the Bund party, which tried bravely to 
promote socialism and defend Yiddish 
culture at the same time. 

The old Bolshevik must now be mak- 
ing permanent revolutions in his grave. 


His great-grandson, Mr David Axelrod, 





a group of Israeli extremists wants to re- 
build the Jewish community driven out a 
few years after Palestinians massacred 67 
of their number in 1929. Israeli police ar- 


rested Mr Axelrod on June 11th, for ig- 


is not just a Zionist. He lives in the heart noring a summons to answer questions 
| of the West Bank town of Hebron, where about damage to Arab property. 


former "defence minister", Mr Brahim 
Ghali, have recently lost their jobs. If Presi- 
dent Benjedid is to be remembered as the 
man who spread a glow of peace from Mo- 
rocco to the Nile, a compromise in the West- 
ern Sahara will suit him nicely. 


five nations formed last February. Since 
then, Libya has ended its frontier disputes 
with Tunisia and Algeria and seems to have 
stopped meddling in its neighbours' affairs. 

The Maghreb Union hopes to foster a 
climate of co-operation throughout north 
Africa. Its five-country parliament (with ten 
members from each country) held its first 
session on June 10th, amid heady talk of 
joint enterprises, linked energy grids and gas 
pipelines running from Algeria to Libya and 
Spain. Only one big regional dispute, the 
14-year conflict in Western Sahara between 
Morocco and the Algerian-backed Polisario 
Front, continues to rattle on. And even that 
has become less noisy. 

Last August Morocco and Polisario ac- 
cepted a United Nations plan for a referen- 
dum on the territory's future. Mr Javier Pe- 
rez de Cuellar, the UN secretary-general, is 
about to visit the region to push the plan 
ahead. The warring parties agree on who 
can vote (74,000 people named in a Spanish 
census in 1974) and the question to answer 
("Do you want independence or integration 
with Morocco?"). In January King Hassan 
also met Polisario’s demand for direct talks, 
by meeting a delegation in Marrakesh. But 
the two sides disagree about what to do with 
Moroccan soldiers, settlers and officials 
while the referendum takes place; and King 
Hassan rejects Polisario's demands for an- 
other round of direct talks. 

Polisario is promising to release 200 Mo- 
roccan prisoners in a goodwill gesture, but 
also to resume fighting if Morocco does not 
budge. That is probably an empty threat. 
The Front's Algerian armourers are said to 
be pressing Polisario to accept autonomy for 
Western Sahara within the Moroccan state, 
and many Polisario hardliners, including the 





The Palestinians 
Nearly there, 
it only . 


LMOST imperceptibly, and against 
most expectations, things may be com- 
ing right between Israel and the Palestir 
ians. The Palestinians continue to scorn I: 
rael's refusal to talk directly to the Palestine 
Liberation Organisation; they mock Israel’s 
alternative offer to negotiate with Palestin- 
ians elected from the West Bank and Gaza. 
Yet, behind these public postures, the PLO 
may at last be within an inch of accepting 
the election plan. 

The PLO has not yet signed on the dot- 
ted line. On June 8th its officials spent more 
than four hours arguing with American dip- 
lomats in Tunis. The Americans are press- 
ing Mr Yasser Arafat to give permission for 
a group of Palestinians inside the West Bank 
and Gaza to start discussing the details of 
the plan with Israel. Besides elections, the 
plan provides for an “interim’’ period of 
self-government and, after a three-year 
pause, talks about the final status of the oc- 
cupied territories. But Mr Arafat says he will 
not go ahead until he is sure the final des- 
tination is Palestinian statehood. 

That is something the Americans can- 
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CABLE AND WIRELESS 1989 1988 % 

ANNUAL RESULTS £m £m growth 
Turnover (1988 restated) 1,534 1,244 23% 
Profit before taxation 420 356 18% 
Earnings per share 27.9p 24p 16% 





Recommended dividend 
per share 7.98p 6.65p 20% 


60 Turnover has increased by 23% to £1,534m. 


Profit before tax has increased by 18% to £420m. 


Trading profit has increased by 28% to £369m. 





Recommended full year dividend increased by 


20% to 7.98p. 


€ MERCURY REPORTS ANNUAL TRADING 


PROFIT OF £18M. 


-———————————————————————————————— 
PERFORMANCE 
SINCE PRIVATISATION (1981/82) 











Pre-tax profit increased by 371% 
Dividend per share increased by 263% 
Earnings per share increased by : 394% 
Net assets have increased by f — £1.156m 












Cable and Wireless 


THE WORLD TELEPHONE COMPANY 
"IN At DIVIOENO OF 5.1716p PAYABLE 2nd OCTOBER 1593559 
IF You HAVE ANY ENQUIRIES AS AN INVESTOR PLEASE CALL us ON 0 1 315 4455 


CABLE ANO WIRELESS PLC, MERCURY HOUSE. THEOBALDS ROAD, LONDON WOK BAX 
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Beating Par 


as 


For the handicap golfer beating par is a 
considerable challenge. As a golfer Martyn 
Arbib brings the same determination and 
concentration - so much in evidence on the 
golf course - to achieving better than average 
performance in the equally challenging field of 
fund management. 

Although October 87's Black Monday hurt 
private and professional investors alike, 
international stockmarkets have recovered 
much lost ground, and shares around the world 
are clearly moving in the right direction. 

Most commentators are agreed that, taking 
a two to five year view shares will provide 
excellent value for today's investors, and 
currently increasing volumes of business and 
rising share prices support this view. 

Martyn Arbib and his investment team, 
however, are not content merely to enjoy the 
benefits of more favourable investment 
conditions - they're out to beat par, to get as 
much performance as they can from 
international stockmarkets. 

Like the golf swing, it's difficult to get 
timing exactly right, but Martyn believes that 
investors who are running an historically high 
level of liquidity on that part of their overall 
assets that would normally be allocated to 
equities, should be looking to reduce that 
liquidity. 

And remember that offshore unit trusts are 
an especially convenient and potentially 
rewarding vehicle for equity investment. 

The value of a unitholding, and the income 
derived from it, can fall as well as rise and the 
realisable value of units is determined by 
reference to the ruling bid price. 

For details of the Perpetual range of unit trusts, 
simply write to: Perpetual Unit Trust Management (Jersey) 


Limited, P.O. Box 459, 19 Seaton Place, St. Helier, Jersey, 
Channel Islands. Tel: Jersey (0534) 68448. 


Member of the Jersey Fund Managers Association 


E Perpetual 


Independent Unit Trust Management 
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not guarantee: if they tried to, Israel would 
almost certainly withdraw its offer. Nor are 
they keen to compromise by backing a Pal- 
estinian right of “self-determination”, be- 
cause that sounds too much like the same 
thing. On the other hand, American talk of 
Palestinian “political rights’’ is too vague to 
satisfy the PLO, so both sides are consulting 
thesauruses in search of compromise. 
Oddly, Mr Arafat's other main demand— 
for Israel’s withdrawal before any election— 
looks as if it will be easier to fudge. Pride 
might be satisfied by a token thinning of Is- 
raeli troops on polling day. 

In truth, neither of these details is as im- 
portant as it seems. If Mr Arafat accepts Isra- 
el’s offer it will really be because he is con- 
vinced that America cannot make Israel 
improve on it. The evidence now points that 
way. Israel’s prime minister, Mr Yitzhak 
Shamir, already stands accused inside his 

wn Likud party of bending too far. In July 
— le faces a potential mutiny in the party's 
central committee, where his rivals will try 
to sink the election idea by stopping the Ar- 
abs of East Jerusalem (which Israel annexed 
in 1967) from voting in it. 

Mr James Baker, the American secretary 
of state, is also learning the limits of his in- 
fluence on Israel. In a recent arm-twisting 
speech to the American-srael Public Affairs 
Committee, nerve centre of America's Jew- 
ish lobby, he told Israel to forswear the 
“dream” of Greater Israel and "reach out” 
to the Palestinians. The lobby promptly did 
some rather impressive arm-twisting of its 
own: 95 senators have now written to Mr 
Baker, heaping lavish praise on Mr Shamir's 
plan and urging the administration to do so 
too. A similar letter is scooping up signa- 
tures in the House of Representatives. Time 
for that last inch, Mr Arafat? 


Palestinians: happy adversity 
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Nicaragua 


When contras 
come home 


FROM OUR CENTRAL AMERICA CORRESPONDENT 


ONTRA leaders are coming home. Mr 

Alfredo Cesar, a member of their di- 
rectorate, arrived in Managua on June 11th, 
to campaign alongside the internal anti- 
Sandinist parties for the general election 
next February. Foreign diplomats do not 
think such allies will necessarily help the op- 
position. Nor do the Sandinists: "Once a 
terrorist, always a terrorist," says one of 
their newspapers of Mr Cesar, although he 
renounced violence before his return. 

The government's newspapers and tele- 
vision programmes constantly associate all 
their opponents with murder. That tune will 
be played again, louder, when the contra 
leader Mr Adolfo Calero goes home; he is 
regarded as a hard man of the right. Mr 
Cesar, by contrast, opposed the former dic- 
tator, Anastasio Somoza, and served until 
1982, when disillusion overtook him, as 
president of the Central Bank under the 
new-born Sandinist regime. He has close 
connections with two social democratic 
presidents: Mr Oscar Arias of Costa Rica 
and Mr Carlos Andres Perez of Venezuela 


(who lent him a government aircraft for his 





FROM OUR SOUTH AFRICA CORRESPONDENT 


AM TSHABALALA is a devout 

Christian, with a ready smile and a 
kind word (in Afrikaans) for whites who 
have helped him along the road of life. A 
former railway worker, he epitomises the 
gratitude that many whites believe black 
people feel towards them; he is a wel- 
come antidote to black activism. The 
corrugated iron shack in which he lives 
with his wife and their seven children has 
no electricity or water-borne sewerage. 
Its walls are lined with newspaper against 
the cold. But, in his way, Mr Tshabalala 
stands for black power. 

On May 31st, when whites were com- 
memorating the founding of the South 
African republic, he became the first 
black man to win the gruelling Com- 
rades race, over 56 miles between Pieter- 
maritzburg and Durban. His triumph 
put the seal of black authority on long- 
distance running in South Africa, a 
country proud of its marathon champi- 
ons. The Comrades was opened to black 
runners in 1975. They have come to 


dominate it. Second place this year went 
to another black, Willie Mtolo; of the 
er ene 


Runners with a handicap 




















































Cesar ends his exile 


return). The American State Department 
likes his looks. 

Despite a formal ceasefire, other conti » 
are still fighting. Two days before Mr 
Cesar's return they attacked a big hydro- 
electric plant in the north of the country; 
the government said that about 100 guerril- 
las were involved, out of the total of 3,000: 
rebels still active in Nicaragua. The rest o 
the 11,000-strong contra army is in Hondu i 
ras, fed and clothed by the Americans. — — 

The peaceful opposition that Mr Cesar 
has now joined badly needs new blood. d - 
teen parties last week formed a loose coali: 
tion; two of them were immediately ex- 
pelled, and the largest opposition party 
never joined. The coalition complains that. 








gold medals for the first ten men home, 
six were won by black runners. 

Black hegemony in the classic mara- 
thon, which is run over 26 miles and 385 
yards, was established earlier. With one 
exception, the South African men's mar- 
athon has been won by a black runner 
every year since 1980. Several times - 
blacks have taken the first ten places. 
Some white runners jovially demand the 
reintroduction of apartheid "to give | 
whitey a chance." : 

The holder of the South African mar- | 
athon record, Mr Zithulele Sinque, is 
just over a minute away from beating Mr 
Belaynek Dinsamo’s world record. To 
close the gap, Mr Sinque and his black 
colleagues need the spur of competition. - 
But the sporting world boycotts all South 
African athletes, whatever their colour. | 
Another black runner, Mr Mark - 
Plaatjies, reckons there is double 
discrimination: by the South African 
government, then by the International 
Amateur Athletics Federation. He — 
should know. He was once banned from || 
the Boston marathon. 
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the election law is unfair, although others 
think it reasonable by Latin American stan- 
-. dards. As Mr Arias of Costa Rica has said, it 
_ ishard to run free elections in a country that 
has never had an electoral register. 
The Sandinists make much of the oppo- 
sition's reliance on American money, com- 
 plaining loudly about the work of the Na- 
tional Endowment for Democracy, which is 
backing opposition trade unions and news 
organisations with $2m of United States 
- government money; $3m more may be on 
- the way. The Sandinists seem to hope that 
the Bush administration will authorise co- 
. vert funds for the opposition (as in Panama, 
—. where $10m was involved), whose existence 
would promptly be leaked. It is one thing to 
want better relations with the United 
States—the Sandinists long for a restora- 
tion of trade and aid —but political subsidies 
from foreigners are another matter. 
The government's main weakness is the 
= economy. Early this year the annual infla- 
tion rate hit 20,000%. As soon as an auster- 
_ ity package slowed it down a bit, President 
-. Ortega authorised fresh farm subsidies and 
- loans to boost production, then went off to 
. Europe to ask for $250m in aid; he got 
— $50m, which has not yet begun to flow. 
— The subsidies could therefore be fi- 
.. nanced only by printing new cordoba notes, 
"Which promptly began losing their value at 
almost the old rate. In January one dollar 
- bought 1,000 cordobas. In mid-June the offi 
_ cial rate for one dollar was raised from 9,500 
= to 20,000 cordobas; on the black market a 
dollar cost 30,000 cordobas. The govern- 
ment had promised that food prices would 
- becontrolled, but within hours of the deval- 
uation supermarket owners were racking up 
- their prices. Nicaraguans face the election 
penniless. That will weaken the Sandinists 
- more than the opposition can. 



























. The Lockerbie bomb 


- Still dunno 
whodunnit 


TT IS six months since Pan Am's Flight 

. 4 103 blew up over Lockerbie in Scotland, 

killing 159 passengers and 11 people on the 

_ ground. In February Scottish investigators 

. said the bomb had been concealed in a ra- 

- dio-cassette player, and that it had probably 

been in a suitcase checked in at Frankfurt 

: rer Since then they have announced no 

- further clues. Nobody has been arrested. 

The West Germans deny that Frankfurt's 
responsibility is proven. 

Adding to this modest sum of informa- 

tion is no easy task. The British anti-terror- 

. ist squad is said to be working on the case; 

1 its press office refers callers to the constabu- 


| lary of Dumfries and Galloway, which refers 
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A jumbo enigma 


them to the specially established press office | 


at Lockerbie, which explains that Scottish 
law forbids it to comment. In West Germany 
the police apologise for saying nothing; 
newspapers must talk to the official prosecu- 
tor instead. The inquiry is divided between 
two of these, one in Frankfurt and one in 
Karlsruhe, and neither gives anything away. 
The American Federal Bureau of Investiga- 
tion says nothing, firmly. 

Private theories fill the vacuum. One 
maintains that an American secret agent 
carried the bomb aboard after it was slipped 
into his baggage during some dark business 
in Beirut. When a bag belonging to the 
agent arrived as lost luggage in New York, 
the theorists suggested that it had been 
switched for the lethal suitcase by a terrorist 
at Cyprus airport. A rival theory blames 
Heathrow airport for parking aircraft be- 
longing to Iran Air near to Pan Am's: per- 
fectly simple, it is said, for an Iranian terror- 
ist to dump an extra suitcase on the pile 
being loaded by Pan Am. 

When Scottish police said the lethal bag 
had come from Frankfurt, new suspects 
were found among passengers who boarded 
there. Two young American women who 
had been studying in Vienna seemed to fit 
the bill. Psychologists reckon that women 
aged 18-25 are prone to granting favours, 
such as taking parcels on to aircraft; and 
these particular Americans had made 
friends in Vienna with a man called Jamal, 
thought to be Jordanian. When Mr Jamal 
was tracked down and cleared, suspicion 
passed to a Jordanian passenger, Mr Khalid 
Jaafar. The police, say those who claim to 
have good contacts, think he may have been 
a drugs courier entrusted with a consign- 
ment more lethal than he thought. 
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If the terrorists had timed things right, 
the aircraft would have gone to the bottom 
of the Atlantic. As it is, the twisted metal 
scattered around Lockerbie has provided 
various clues. The front of the fuselage was 
blown off, so the bomb must have been for- 
ward of the wing. Further learned work has 
apparently proved that the bomb exploded 
on the aircraft's left side, in a cargo bay that 
contained no luggage from Heathrow, 
which would seem to implicate Frankfurt. 

The West Germans are touchy about 
this evidence, and about the Scottish claim 
that the bomb was hidden inside a radio-cas- 
sette player. Two months before Lockerbie 
German police found a similar bomb in a 
similar machine (same make, different 
model) in a car near Düsseldorf. They raide 
three flats and arrested 17 people. 

There is no link, say the Germans, be- 
tween those arrests and Lockerbie, but crit- 
ics blame them for not realising how danger- 
ous their prisoners might be. The 
Americans are said to be angry that all but 
two have been released, because the police 
could not make a case for holding them. 
Stern, a West German magazine, claims that 
one got off because he had been working for 
the German secret service. 

One of the two prisoners still held by 
the West Germans is Mr Hafez Dalkamoni, 
who has admitted to membership of the 
Popular Front for the Liberation of Pales- 
tine-General Command, a Palestinian ter- 
rorist group based in Syria. The Americans 
are said to think that the group was paid to 
do the bombing by Iran, to avenge the 
shooting-down of an Iranian airliner over 
the Gulf by the American navy in July last 
year. The plot coagulates. 
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EUROPE 


He came, they saw, 


he conquered 


FROM OUR BONN CORRESPONDENT 


E MUST wish he could visit West Ger- 
many more often. Leaving behind a 
mounting pile of problems at home, Mr 
Mikhail Gorbachev flew to Bonn on June 
12th with little new of substance to offer his 
$ hosts, and got an ecstatic welcome. The 
word "Gorbymania" was suddenly a euphe- 

—. 3ism. This was “Gorbasm”’. 

. Although surely aware in advance of his 
pop-star popularity, the Soviet leader 
seemed nonplussed at times by the fans 
chanting "Gorby, Gorby", the efforts to 
touch him, to get him to sign his 
best-seller about perestroika. Miss 
Annette Lang, aged 18, who pressed 
a pfennig and a kopek into Mr 
Gorbachev's palm and got a hug in 
return, promptly became a figure of 
envy nationwide. "A Kiss for An- 
nette", rejoiced the mass-circula- 
tion daily Bild on its front page, “A 
Kiss for Germany”. Old hands in 
Bonn claim that no visiting foreign 
leader—certainly not Leonid Brezh- 
nev nor, much more recently, Presi- 
dent Bush—has had so emotional a 
welcome since John Kennedy and 
Charles de Gaulle. 

Why the euphoria? Most West 
Germans are convinced that Mr 
orbachev is pressing boldly for a 
«iore open Russia and aims to end 
the division of Europe. Plenty of 
people in other countries think the 
same. But it is a far more vital con- 
cern for West Germans, who have 
been living for decades in one half 
of a divided nation, up against the 
armed border of the communist empire. 
Most of them no longer see Russia as a 
threat; many would like to build a new 
friendship to help bury memories of the 
Nazi invasion. Small wonder they cheered 
Mr Gorbachev’s first visit to their country 
as Soviet leader, and that West German 
politicians facing the Euro-election on June 
[8th have been ultra-keen to be snapped 
hobnobbing with the man from Moscow. 
In those circumstances Mr Gorbachev 
hardly needed to do more than turn up and 
smile to ensure that his trip would be a 
crashing success. But even sceptical western 
diplomats agree that he skilfully seized the 
chance to win still broader backing in West 
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Germany while giving virtually nothing new 
away. That goes above all for arms control. 

Mr Gorbachev welcomed the recent 
American plan for quick cuts in conven- 
tional forces in Europe (bringing relieved 
applause from the Germans), but criticised 
its emphasis on nuclear deterrence, saying 
he did not regard it as a major break- 
through. He called for early negotiations on 
short-range nuclear missiles, something the 
government in Bonn would have liked but 
which the NATO summit last month ruled 





Germany carried away 


out, And he stressed that the question of 
abolishing all nuclear weapons must stay on 
the agenda. Most Germans agree. It was left 
to the chancellor, Mr Helmut Kohl, to point 
out that NATO was prepared for talks only 
on a partial cut in short-range nuclear weap- 
ons. Amid all the back-slapping it sounded 
like a killjoy remark. 

A much-touted joint declaration signed 
on June 13th by Mr Gorbachev and Mr 
Helmut Kohl is long on generalities (such as 
the need to prevent war and guarantee all 
peoples the right to self-determination) but 
short on specifics (like urging free elections 
in East Germany or removing the Berlin 
wall). Both sides call the document "his- 





toric". Much the same was said of a similar — 
one promoting “detente and good 
neighbourliness" that was approved during 
Brezhnev's visit to Bonn in 1978, shortly be- 
fore relations turned sour over Euromissiles — 
and Afghanistan. West Germany's foreign | 
minister, Mr Hans-Dietrich Genscher, au- 
thor of the phrase that the West should : 
"take Gorbachev at his word", insists that 
the comparison is unfair. He stresses that 
the new declaration is far more comprehen- 
sive than the old one and that, moreover, 
“Gorbachev is not Brezhnev.” 
There's no denying that. Mr Gorbachey 
raced about the country as Brezhnev neve 
did, visiting high-tech places in Stuttgart, 
addressing steelworkers in Dortmund and. 
urging industrialists in Cologne to do a lot 
more business with Russia. Everywhere he 
was applauded and admired for his quick 
grasp, decisiveness and humour. 
But he also left questions about his - 
room for manoeuvre at home and - 
abroad, though few of those to 
whom he talked wanted to spoil the. 
party by raising them aloud. i 
For one thing, many people in | 
Bonn feared that the upset in Uz- 
bekistan and other troubles at - 
home would force Mr Gorbachev to — 
abandon his trip to the Rhine. He - 
didn't, but his programme was cut. 
heavily and he stayed at the Soviet 
embassy, not at a country castle - 
near Bonn as most visiting heads of — 
state do, to ensure constant contact — 
with the Kremlin. That caused fur- _ 
rowed brows among those Germans - 
to whom he spoke of ambitious - 
projects spanning decades. M 
Moreover, although no one. 
dreamed that Mr Gorbachev would 
offer a deal on German unity in re- 
turn for neutralism, many Germans - 
hoped he might spell out a bit the 
kind of role he foresaw for the Ger- 
mans in the common European house e 
says he wants. Mr Kohl sought to encourag 
(or provoke) him by talking about the con- 
tinuing division of Germany as an "open 
sore". Soviet officials said privately they de- 
plored the barbed wire and border shoo g 
and hoped that one day there would be two 
“comfortable German apartments with lots 
of doors between them” in the common 
house. Mr Gorbachev ruled out nothing, 
but cleverly avoided any commitment. 
Instead he threw in an oblique compli- 
ment to East Germany, whose anti-pere- - 
stroika leaders were surely glowering over 
the Bonn visit. With all his other problems 
he seemed determined to avoid extra fric- 
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Mob power 


OR the 160,000 or so Meskhetians in 
Uzbekistan, history repeats itself 
cruelly. First deported en masse from 
Georgia to Uzbekistan by Stalin in 1944, 
this week many Meskhetians have 
started a new exile in Russia proper. 
Somewhere between 30,000 and 50,000 
| died in Stalin's deportation. This week's 
| airlift of several thousand was designed 
to save lives, after refugee camps to 
which they had fled to escape rampaging 
mobs of Uzbeks were themselves at- 
tacked. The Soviet prime minister, Mr 
Nikolai Ryzhkov, and Mr Viktor 
| Chebrikov, a Politburo member and for- 
| mer KGB chief, flew to the region on June 
12th to lend their authority to the 12,000 
interior-ministry troops trying to quell 
the violence. 

The unrest has claimed about 100 
lives so far, though bodies are still being 
recovered from burnt-our buildings: 
hundreds of houses, sometimes whole 
villages, have been burned. Factories and 
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tion with the other Germany—still the best- 
performing economy in Eastern Europe 
and, for better or worse, relatively stable. 

— Mr Gorbachev's most sceptical listeners 
re probably the businessmen he most 
hoped to impress. True, there are some en- 
couraging signs. Trade with Russia is pick- 
ing up, though it is still less than 296 of the 
lest German total. Big firms like Siemens, 
_as well as more than 50 middling companies, 
- are starting to get involved in joint ventures. 
Daimler-Benz, the largest German industrial 
group, is holding talks on setting up a fac- 
tory in Russia. German business applauded 
‘anew agreement on protection of foreign in- 
'vestment in the Soviet Union (one of 11 
‘agreements signed during the Gorbachev 
visit), and a “house of the German econ- 
omy” with offices and a hotel is to be built 
‘in the centre of Moscow. 
— But most companies complain of extra 
"uncertainties under perestroika in addition 
to the familiar pre-perestroika red tape. 
any are smarting after seeing big deals 
ey expected to get from the Russians in 
the mid-1980s go to companies in other 
countries (evidently as punishment because 
West Germany allowed deployment of new 
‘NATO missiles on its soil). The German 
D gave their guest a big hand after he 
talked glowingly of co-operation in space, 
high-speed transport and so on, but they at 
- least are expecting no miracles. 
= As for the Soviet leader himself, he pre- 
— sumably enjoyed the Gorbasm and returns 
wishing that he could arouse similar 
. passions back home. 
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cars have been destroyed. Rapes, too, 
have been reported. 

Speaking in West Germany this week, 
Mr Gorbachev gave one explanation for 
the trouble when he said that "funda- 
mentalism has bared its teeth”. That is 
denied by  Meskhetian spokesmen. 
Meskhetians and Uzbeks alike are Mus- 
lims, though from rival sects. Some 
Meskhetians have blamed "social" ten- | 
sions, an oblique reference perhaps to 
high local unemployment and poor liv- 
ing standards. 

But officers commanding the law- | 
and-order troops have remarked on how | 
organised the mobs have been, and how | 
easily they have got hold of firearms. 
That may point to trouble-making by lo- | 
cal mafia bosses, some perhaps with | 
party or KGB connections. Uzbekistan | 
has been one of the main objects of Mr 
Gorbachev's anti-corruption drive. 
Nothing like a mob to hide a mob fight- 
ing back. 








Turkey 


Out of Bulgaria 


FROM OUR ANKARA CORRESPONDENT 


URY is mounting throughout Turkey 

over the forced exodus of ethnic Turks 
from Bulgaria, which is now becoming an 
unstoppable flood. The refugees have been 
crossing the border this week at the rate of 
about 2,000 a day, their essential belongings 
pathetically piled in cars, buses and even 
wheelbarrows. Many claim that the Bulgar- 
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Turkey's rulers are desperate too 
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ian authorities had given them only a few 
hours "to get out voluntarily". 

The migration, which virtually amounts 
to deportation, started in earnest on May 
26th. Not long before that Turkish activists 
in Bulgaria had openly challenged the Bul- 
garian policy of “forced assimilation’’ under 
which the Turkish minority is compelled to 
adopt Bulgarian names and all signs of Turk- 
ish or Islamic culture are suppressed. This is 
the root of the trouble. 

Despite brave words from the prime 
minister, Mr Turgut Ozal, that Turkey will 
take in all the Bulgarian Turks—there are 
nearly 1 m of them—his government is at its 
wits' end to know what to do. The immi- 
grants already number about 20,000. Many 
will probably move from the three reception 
centres hastily set up near the border to stay 
with relations. But if the exodus continues - 
at its present rate Turkey will have around 
100,000 immigrants on its hands by the en 
of July. Thus, despite its open-door protest: - 
tions, Turkey may have to close the frontier; 
the foreign minister, Mr Mesut Yilmaz, has 
even hinted at this. Turkish officials 
strongly deny press speculation that some 
may be resettled in Northern Cyprus—a 
move which would inflame the Greeks (and 
possibly put an end to the present talks 
aimed at a Cyprus settlement). 

The exodus has created a mood of fierce 
national unity among the Turks. All are no- 
tably agreed in their condemnation of West- 
ern Europe's slowness to react (Britain belat- 
edly did so on June 14th). In a bitter 
outburst the other day, Mr Ozal said that 
"the West gets excited over human rights in 
Turkey when Europeans are involved, but 
doesn't give a damn when Turks are the vic- 
tims.” He may have a point. The United 
States, by vigorously condemning’ the 
Bulgarians, has won some credit. 

Bulgaria has so far refused to talk about 
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a regulated system of repatriation. Mr Ozal 
hopes that pressure from third parties will 
change that. The Bulgarians, for their part, 
continue to pretend that the Bulgarian 
Turks do not exist: they are merely Bulgari- 
ans who were converted to Islam under Ot- 
toman rule. Officials try to excuse the expul- 
sions as a response to a rise in Islamic 
fundamentalism. But the real reason is the 
growing activism of the Bulgarian Turks. 

Some Bulgarians privately admit to wor- 
ries about the economic costs of the exodus. 
It will aggravate the shortage of labour, espe- 
cially in agriculture. Already there are re- 
ports of strikes in factories and farms, where 
Bulgarians are being asked to work harder to 
make up for the departed Turks. 



























Hungary 


Can they square 
the triangle? 


FROM OUR BUDAPEST CORRESPONDENT 


FTER the election in Poland on June 
4th, it is Hungary's turn to start the 
countdown towards a peaceful transition 
from one-party rule to democracy. The Hun- 
garian version of the round-table talks 
which began on June 13th is similar to Po- 
land’s, with one big difference: Hungary has 
no Solidarity. The eight main political 
groups opposing the communists, as well as 
the embryonic Democratic League of Inde- 


Choice of Italian sauces 


FROM OUR ROME CORRESPONDENT 


HE factions of the Christian Demo- 
cratic party are as fundamental to ltal- 
ian politics as pasta is to Italian cuisine. 
Factions, like pasta dishes, change name 
and shape. And factions, like pasta again, 
have regional variants. But the substance 
remains the same. Despite their in-fight- 
ing, there have been Christian Democrats 
in every government for 44 years. 
The first serious threat to their hege- 
mony has come from the small but aggres- 
sive Socialist party, on the rise since Mr 
Bettino Craxi was elected its leader in 
1976. That is why the Christian Demo- 
cratic factionalists are frantically but so far 
unsuccessfully manoeuvring to produce a 
substitute for one of their number—Mr 
Ciriaco De Mita, who resigned as prime 
minister on May 20th and on June 13th 
was invited by President Cossiga to try to 
form another government. 
The Socialist threat, and the Christian 
Democrats’ steady electoral decline, 
helped Mr De Mita persuade his party 
that it needed strong centralised leader- 
ship, by himself. He won an unprece- 
dented mandate as party secretary for 
seven years, during which the word 
corrente, or faction, was banned. Tradi- 
tion was restored with Mr De Mita's de- 
| feat at the party conference in February 
| this year, and the election of Mr Arnaldo 
Forlani as party secretary at the head of a 
broad alliance of old party barons. Five 
main forces were at work. 
The winner at the conference was the 
Grande Centro, which had 3796 of the 
: delegates. Last year the same crowd was 

called the Gulf faction, after the Gulf of 
Naples, around which Mr Antonio Gava, 
the interior minister in Mr De Mita's out- 
going cabinet, has his electoral roots. This 
year Mr Gava unexpectedly switched his 
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allegiance to Mr Forlani, whose base is in 
the Marche region, round his home town 
of Ancona. Mr Emilio Colombo, the un- 
disputed lord of Matera, in the poor and 
heavily Christian Democratic Basilicata 
region, was also prominent in the ma- 
noeuvres that ousted Mr De Mita (who, in 
last year's effort to buy off his main oppo- 
nents with cabinet posts, gave Mr Co- 
lombo the finance ministry). 

The Andreottiani were the centre fac- 
tion's main allies. They follow the star of 
Mr Giulio Andreotti, foreign minister 
since 1983, already five times prime minis- 
ter and a probable candidate to succeed 
Mr De Mita. Always an individualist, he 
mustered 18% of party delegates. 

Forze Nuove, the “new forces”, had 
7% of delegates. This faction is led by a 
Catholic populist of the far north, Mr 
Carlo Donat Cattin. He was a rebellious 
health minister in Mr De Mita’s cabinet. 


Pasta politics 


Strength of Christian 
Democratic factions, 








pendent Trade Unions, are represen ed by 
an improvised coalition, the Oppositior 
Round-table. For months these oppositior 
groups resisted the offer of talks. But the 
news from Poland and, especially, China ha: 
pushed them to the round (or, in this Hu 
garian variant, triangular) table. 

They will be trying to extract conces- 
sions from a ruling party which accepts that 
its time as monopoly power-holder is up. A 
multi-party election is due next summer a 
the latest, and the communists are a are 
that they will be lucky to win 30% of the 
votes, but that no other party is likely tc 
have a clear majority. Hence the urgency to 
ensure in advance that the transition i 
smooth. The opposition and the third side 
of the triangle—an array of communist-led 
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Mr Amintore Fanfani, aged 81; has - 
been prime minister six times, and was - 
budget minister in Mr De Mita's govern- _ 
ment. The votes of the Fanfaniani, 3% of — 
delegates, helped defeat it. " 

Mr De Mita's own Sinistra, or leftist, 
tendency found itself with 35% of dele- - 
gates, too few to control the conference. — 
The faction has strong roots in prosper 
ous Lombardy in the north. Its fief in the 
south is Mr De Mita’s home region of - 
Avellino. | 

The correnti bring favours to the vot- 
ers of their regions. Their roots run deep — 
through the state-owned industries, | 
which include banks and insurance com- _ 
panies as well as the telephone, postal, - 
railway and motorway systems. Faction — 
leaders have links with the Catholic - 
unions. Given control of the right minis- 
tries they can allocate air time on state- - 
owned television. Patronage is the key to | 
the system, electoral strength turns that 
key. But the muscles are slackening as the 
patrons grow old, and they have not 
reared a generation of successors. tA 
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Nagy's dignity resurrected 


where the communists' 


organisations, such as the official trade 
unions—will be able to raise any issue they 
like at the talks. Any agreement reached will 
be submitted to parliament for approval, 
75% majority 


‘should ensure safe passage. The talks are 


scheduled to last until the election. 
. Soa historic compromise is in the mak- 
ing in Hungary. This, if opposition spokes- 


— men are to be believed, will not consist of an 
- agreement similar to Poland's to guarantee 


_ any party a fixed number of seats or minis- 
- tries. Rather the unspoken deal contains the 
condition that the party shows repentance 
— for its past crimes and displays evidence that 


it has mended its ways. The first opportu- 


z 


nity for this comes on June 16th, when the 


Hungarians are due to rebury the leaders of 
the 1956 uprising. Among the large crowds 
expected to take part in a farewell ceremony 


- before the coffins are taken to the cemetery 
- will be leaders of the communist party and 
of the government. 

For Hungarians, the funeral of Imre 


- Nagy, the prime minister during the upris- 


‘ing, and four of his colleagues will be the 
most tangible evidence yet of the remark- 


- able changes taking place in their country. 
- For the past 32 years the five men have lain 
- jin unmarked graves in a cemetery on the 
outskirts of Budapest. Four of them were ex- 


-ecuted in 1958 for their part in the 
“counter-revolution”’: 


the fifth, Geza 
-— Losonczy, died in prison before he could be 
- executed. 

Now the events of 1956 are officially de- 


scribed as a "popular uprising" and Nagy 


and his colleagues as “victims of a political 
show trial". While the party has still not 
posthumously restored their membership, 


- the government has admitted that it was 
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wrong about them. There is to be a belated 
retrial. Suddenly, the official villains are 
heroes. 

The re-evaluation of the 1956 rebel- 
lion—still the only head-on confrontation 
between an East European nation and So- 
viet military might—has not been entirely 
smooth. When Mr Imre Pozsgay, the leader 
of the party's reformist wing, first described 
the events of 1956 as a "popular uprising” 
back in February, he came close to being 
sacked from the Politburo. Many party 
members returned decorations earned in 
the "struggle against counter-revolution”’ in 
disgust. 

Mr Pozsgay's definition opened a deep 
split at the top of the party. Mr Karoly 
Grosz, the leader, was against tampering 
with official history, while reformers, 
shocked by the strength of conservative re- 
action, stepped up their attacks on the par- 
ty’s murky past. Last month the reformers 
won the tug-of-war. Nagy's rehabilitation 
was speeded up, and Mr Grosz was forced to 
convene a party congress for later this year, 
at which everyone assumes he will be re- 
moved as leader. 





Romania 


Cloudsescu land 


FROM A SPECIAL CORRESPONDENT IN ROMANIA 


AN President Ceausescu's Romania 

really be as appalling as almost every- 
body, including Britain’s Prince Charles, 
now says it is? In a land where speaking to 
foreigners is a punishable offence, you don't 
find many Romanians willing to give an an- 
swer. Even so, a visitor quickly learns two 
things: first, that Romania's awfulness is in- 


"ww 


Romania’s beloved leaders 
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deed hard to exaggerate and, second, that 
the country is also full of little surprises. 

Food shops, one reads in advance, are 
bare. And so they are, but for pickled veg- 
etables and stale bread. This is mainly be- 
cause so much of the food produced is ex- 
ported, but also because the black market— 
perhaps the most comprehensive in Eastern 
Europe—controls distribution of every- 
thing left. Any ordinary Romanian knows 
that goods simply disappear from back en- 
trances. Although holding foreign currency 
is a criminal offence, the country is also 
awash with money changers who seem to 
have no trouble obtaining dollars (which 
they buy at ten times the official rate). Most 
transactions with foreigners involve not 
money but Kent cigarettes. No other ciga- 
rettes will do; no one knows why. 

Most western journalists are in effect 
forbidden to enter the country by having , 
their visa requests turned down again an 
again. Yet “tourists” can pick up visas at th 
airport, hire cars and enjoy complete free- 
dom of travel. Country roads are lined with 
militia checkpoints where no one bothers to 
stop. But the Securitate, Romania's famed 
secret police, is often around, usually as self- 
parody. When police goons decide to trail 
suspicious westerners, they sport Humphrey 
Bogart trench coats and sunglasses, what- 
ever the weather. 

The Securitate impressively guards the 
homes of the 30 or so Romanian writers and 
former party members who have made pub- 
lic protests. At the house of Mr Gheorghe 
Apostol, a former deputy prime minister 
who says he signed a recent protest letter be- 
cause he wanted to "die a decent man”, an 
English-speaking plainclothes policeman 
physically prevents visitors from entering 
the garden gate. Meanwhile a second snaps 
photographs and a third grabs a radio, pre- 
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. sumably to alert police headquarters. Z 

. ilar police team manhandled the British am- 
bassador earlier this year as he attempted to 
visit a dissident. 

The two most famous pieces of Mr 
Ceausescu's madness, his village-resettle- 
ment and debtrepayment programmes, 

. both do and don't live up to reports about 
. them. The "systematisation law”, which sets 


the aim of moving some 2m people into . 


apartment blocks (destroying more than 
6,000 villages), has been on the books since 
1974. When the systematisation propa- 
ganda suddenly sounded serious again last 
year, Hungarians complained loudly about 
the threat to Huagarian-speaking villages in 
Transylvania. In fact, it seems that only one 
or two of these villages have actually been 
razed, Yet nearly all the villages around Bu- 
charest have been destroyed, and the capital 
itself is certainly suffering, as streets of Art 

"eco houses give way to concrete apartment 
locks. Several observers attribute the focus 
- on Bucharest to the fact that Mr Ceausescu 
himself rarely leaves town. 

Mr Ceausescu's recent boast to have 
paid back all Romania's hard-currency debt 
was false: a few small debts remain. The 
claim was made at a time when Romania was 
under great western pressure to behave bet- 
ter on human rights. The declaration, and a 
new law banning future borrowing, were 
seen in Bucharest as Mr Ceausescu's way of 
proclaiming his independence from the 
West. Yet at nearly the same time Mr 
Ceausescu begged for restoration of most-fa- 
voured-nation status with the United States 
during a conference on Romanian-Ameri- 
can economic relations, despite the fact that 
he voluntarily relinquished the privilege last 
year. 
^ One Romanian exile 

Ceausescu's "the most artificial personality 
cult in the history of communism”. While 
iis portrait decorates every public building, 
~€ seems not even to inspire the grudging 
admiration given to Stalin by many Rus- 
sians (not to mention Georgians). À men- 
tion.of his name produces only grimaces and 
rolled eyes; even Central Committee mem- 
bers are seen reading magazines during his 
speeches. Westerners in Bucharest believe 
Mr Ceausescu and the other members of his 
clan continue to monopolise the top posts 
only with the help of the Securitate; when 
he goes, the Securitate will determine his 
successor. 

Is there a hope of better times ahead 
now that the crippling debt-repayment ef- 
fort is over? With a $2 billion current-ac- 
count surplus, Mr Ceausescu could attempt 
to repair infrastructure and raise living stan- 
dards. Instead, he has announced his inten- 

tion to boost exports to the third world. 
. This is strangely appropriate: some say he 
-has exported his entire country to the third 
world, and. beyond. 
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EEC democracy 


Dabbling with the deficit 


As EEC voters elect a new European Parliament, s 
12 national parliaments. How much influence do t 


sions, and how well do they use it? 


OX of Mrs Margaret Thatcher’s many 
complaints about the European Com- 
munity is that there is too little parliamen- 
tary scrutiny of its decisions. Once the EEC’s 
Council of Ministers has passed a directive, 
national parliaments have no choice but to 
follow suit. It is only before the ministers 
take a decision that the 12 national parlia- 
ments can exert influence. They have 
spawned committees which are supposed to 
monitor European legislation but make little 
impact. With the 1992 project bringing ever 
more Euro-decisions, British worries about 
scrutiny are growing. | 

The worries are widely shared by politi- 
cians in the EEC’s northern member-states. 
Southerners are more relaxed. Many Italian 
politicians, conscious of the slowness of 
their own processes, even welcome the EEC’s 
ability to take decisions without too much 
interference. Most southerners (joined by 
politicians in the Benelux countries) believe 
the best way to deal with the so-called dem- 
ocratic deficit" in the Community is to give 
more power to the European Parliament. 

It was the 1987 Single European Act 
that led north Europeans to fret about 
accountability. The act extended the Com- 
munitys competence into areas—tax, 
health, the environment—which had previ- 
ously been left to national governments. 
The new system of majority voting in the 
Council of Ministers on 1992 business 
means that laws tend to canter rather than 
crawl through the EEC machinery, leaving 





- the committee does not oppose the 1 





























members of national parliaments- 
Consider the none-too-convincing ef 
north Europeans to catch up. NK: 

Denmark is the most thorough a 
Euro-scrutiny. Its Folketing, or parl 
does influence the way Danish mi 
vote in Brussels—partly because of 
gility of the country's minority gover 
Every Friday ministers have to appear 
fore a Folketing committee and exp 
their position on forthcoming council 
ness. Ministers expect a grilling from w 
formed committee members. If a majo 


n 


ter's strategy, he may stick to it. Othe 
the committee may force the minis 
come back with a better presentation, 
sist that he consult the committee c 
the Council of Ministers meeting, or el 
mand that the government vote accordi 
tothecommittee's own wishes, — 

On big issues the government comp 
For although the committee's powers a 
strictly advisory, its composition re 
that of the whole assembly. A govern 
that alienated it would risk falling. : 

The committee agreed to the Single 
ropean Áct on condition that the go 
ment hold a referendum. Implemen 
the act was then accompanied by an 
in the committee’s powers. It now 
chances to examine draft laws on 19! 
ters, before the Council of Minister 
final decision. So Danish mini: 
sign 1992-related laws “subje 

















































































ntary approval". This can hold up the 
ption of a measure by a month. 

he Danish model would not suit every- 
xdy. Mrs Thatcher, for all her defence of 
iament, would be unwilling to have her 
inds tied when she went into a European 
mit. The Danish controls stop ministers 
m guarding a discreet bargaining posi- 
yand diplomats from striking tactical 
s—before a council meeting. Nor is the 
Danish system an antidote to the Single Eu- 


of Ministers: majority voting on 1992 
atters means that even a parliament which 
ces its government to follow its wishes 
till be over-ruled. In any event, a Com- 
ity of 12 Denmarks would find it almost 
sible to take decisions. 
Britain the current system of scru- 
lely regarded as inadequate. The 
ent feeds the House of Commons 
ommittee on European legislation 
xoposals published by the Euro- 
Sommission. The committee then de- 
es which matters merit debate. The gov- 
iment is bound by a resolution passed in 
30.not to take decisions in the Council of 
nisters before such a debate has taken 
ce. But ministers can wriggle out if they 
kon that it is crucial for the council to 


Power, almost 
ROM OUR BRUSSELS CORRESPONDENT 


BECOMING a Euro-MP may no 
LJ longer be second best to a career in 
national politics. The people in Stras- 
bourg actually contribute to the making 
-of laws. On matters relating to the cre- 
tion of a single market, between July 
[987 and October 1988, the commission 
opted in whole or in part 7296 of the 
yendments proposed by the parliament 
after it had voted once on the measure, 
d 42% of the amendments got 
rough the Council of Ministers. On 
questions that went before the parlia- 
ent for a second vote, the commission 
opted 5296 of its amendments, the 
:ouncil 21%. 


-extended its formal powers, the parlia- 
-ment had turned its "consultative" role 
into something rather stronger. The Eu- 
ropean Court ruled in 1980 that EEC leg- 
islation was valid only if the parliament 
ad given its opinion. The parliament in- 
rpreted this to mean that it could with- 
hold its opinion unless the commission 
seriously considered its amendments. 

— The commission seems to play along 
with this interpretation, which is one 
reason why it accepts many of the parlia- 
ment's amendments. It also accepts them 


Eat 


pean Act’s transfer of power to the Coun- . 


- Even before the Single European Act 
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have to explain why to the committee. 

The surge in EEC legislation means that 
the council is taking more decisions before 
the select committee and parliament have 
had time to investigate. Earlier this year, for 
example, the House of Commons debated a 
directive on trans-ftontier television broad- 
casting only after a final decision had been 
taken in Brussels. When debates do take 
place before a council meeting, they are usu- 
ally scheduled for 11 pm, when attendance is 
modest. 

The House of Commons is looking at 
several ways of strengthening scrutiny. 
These include giving the select committee 
drafts of EEC directives, which would give it 
more time to consider them; allowing the 
committee to call for debates on long-term 
EEC plans, such as the proposed European 
central bank; and reviving ministers’ ques- 
tion time on European affairs. The Labour 
party has proposed a more radical reform in 
its policy review: the creation of a grand 
committee similar to that for Scottish af- 
fairs, but made up of frontbench 
spokesmen. 

In France, too, all parties are concerned 
that the committees (one in both houses) 
that scrutinise the EEC have too little clout. 
They are mere parliamentary délégations, 
producing elegant reports but lacking the 





because it often believes them reason- | 
able. The parliament’s high-spirited, of | 
ten simple-minded resolutions on for- | 
eign policy have earned it a reputation | 
for irresponsibility. The detailed, dull | 
work of its committees wins little public- 
ity, though it absorbs the attention of | 
hundreds of lobbyists. | 
The 1987 Single European Act 
greatly increased the parliament’s sway | 
over laws relating to the single market, ! 
research, the environment and health 
and safety. On its second consideration | 
of such laws, the parliament's rejections 
or amendments—provided these have 
the backing of at least 260 votes and of | 
the European Commission—may be | 
overruled by the Council of Ministers | 
only by a unanimous vote. The latest ex- | 
ample was when the parliament wished | 
to tighten controls on the exhaust emis- | 
sions of small cars; the council was not | 
unanimous in opposing its wish, andon | 
June 9th gave way. | 
The parliament cannot introduce its | 
own laws, but it can ask the commission | 
to legislate. The origins of the single-mar- | 
ket programme lay in a report on Euro- | 
pean integration that the parliament ap- | 
proved in 1984. The reform of regional | 
funds, the Erasmus programme for stu- | 
dent exchanges and the directive on | 
cross-frontier television all began life as | 
parliamentary initiatives. | 
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status and muscle of parliamentar 


sions. The National Assembly is so : 
to approve a plan to reinforce the commit- 
tees. This would double the membership of 
each to 36, and allow them to question wit- 


nesses in public. A chunk of parliamentary SS 


question-time would be reserved for Euro- 
pean affairs, while closer co-operation be- 
tween French deputies and Euro-MPs would 
be encouraged. However, the délégations 
are unlikely to be upgraded into commis- 
sions: other parliamentary commissions are 
jealously guarding their right to discuss Eu- 
ropean legislation. | 


A federal case E 

In West Germany concern about the 
Community's "democratic deficit” is stron- 
ger in the state parliaments than in the fed- 
eral one in Bonn. A relatively feeble sub- 
committee of the Bundestag’s foreign-affairs 
committee competes with other committee 
to scrutinise EEC affairs; there is little pre: 
sure for its reform. The states, however, 
took fright at the Single European. Act, 
since it extended the competence of Brussels 
into areas which they regarded as their own, 
such as regional policy and training. 

The states reacted by setting up repre- 
sentative offices in Brussels, to lobby and to 
listen. And they persuaded the federal gov- 
ernment to give them a new consultative 
procedure. Last year the Bundesrat (the up- 
per house in Bonn) created a powerful com- 
mittee consisting of delegates from each of 
the 11 states. Its votes have the same force as 
those of a full sitting of the Bundesrat. The 
committee tries (and sometimes fails) to 
hammer out a common position of the 
states on EEC legislation. When the issue is 
one on which the states have decision-mak- 
ing powers within West Germany, federal 
ministers normally follow the committee's 
wishes in the Council of Ministers. 

Thus when the council considered tl 
broadcasting directive in March, the Bor... 
government thought the anodyne final ver- 
sion was unobjectionable. But the states ob- 
jected to the principle of the EEC pronounc- 
ing on a cultural matter, which they view as 
entirely their own prerogative. So the fed- 
eral government voted against the directive, 
reassured that majority voting in the council 
would push it through anyway. 

In areas where the federal and state gov- 
ernments share competence—for example, 
the environment and social policy—the 
Bundesrat committee and the Bonn govern- 
ment generally reach a compromise. The 
federal government is not obliged to listen. 
to the states, but seldom wishes to upset 
them. And it cannot be sneaky in Brussels: 
since 1985 the states have had observers at 
the Council of Ministers who can listen but 
not speak or vote. Politicians from Scotland 
and the Spanish regions are studying these 
procedures with interest and envy. | 





ENJOY THE FRUIT OF YOUR LABOURS. 
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INTER: CONTINENTAL 
HOTELS 


Its where you go when you ve arrived. 


FOR THE UNCOMPROMISING BUSINESS TRAVELLER WHO SEEKS A DISTINCTIVE HOTEL EXPERIENCE. 


FOR RESERVATIONS AND INFORMATION CALL: BANGKOK 253-0355/7. BOMBAY 202-3366 COLOMBO 21221. DAVAO 76051/61. HONG KONG 5-255-11] JAKARTA 374-967. MANILA 815-9711 NEW DELHI & 
PORT VILA 655-5418. SEOUL 553-8181. SHENZEN 236-333. SYDNEY 008-221-828 TOKYO 0120-455.655 





By the time you finish 
this sentence, a Boeing jetliner will 
take off or land somewhere in the world. 


a 


At any given moment of any day, This ebb and flow of passengers LAX. And hundreds of others. 
thousands of people are taking off and planes goes on around the clock It all adds up to nearly two mil- 
aboard Boeing jetliners. Thousands at major airports around the globe. lion people flying on Boeing airplanes. 
of others are just landing. At Heathrow. De Gaulle. Narita. JFK. Day after day. Every day of the year. 





In fact, every 2/2 seconds a Boeing jet 
takes off or lands somewhere on earth. 
Boeing. We dont just deliver a lot 


of airplanes. We deliver a lot of people. VAI Af fA 





HEN you first handle a Patek Philippe, you 
become aware that this watch has the presence 
of an object of rare perfection. 

We know the feeling well. We experience it every time 
a Patek Philippe leaves the hands of our craftsmen. 
You can call it pride. For us it lasts a moment; for you, 
a lifetime. 

We made this watch for 
you -to be part of your 
life — simply because this 
is the way weve always 
made watches. 

And if we may draw a con- 
clusion from five genera- 
tions of experience, it will 
be this: choose once but 
choose well. 

A Patek Philippe - 
because it's for a lifetime. 
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PATEK PHILIPPE << 
GENEVE (afm 


Sie et ties 


Patek Philippe S.A “Se 
4l. rue du Rhône - 1211 Geneva 3 - Switzerland 






| Voting 
: Labour defended two West- 


. | minster seats at by-elections 
- in Glasgow and London, and 
Britain went to the polls to 
elect its European parlia- 
. ment members. In the Euro- 
- election, ministers were jittery 
| about the Tories’ own perfor- 
. | mance—and that of the 
| Greens, who were expected to 
| have their best result ever on 
| election day, June 15th. 
















































Strikes on public transport 
went official. The National 
—— Union of Railwaymen voted 
-for a one-day all-out strike 
on British Rail and London 
. Underground on June 21st. 
The conciliation service ACAS 
. asked the unions in for a talk. 





Getting along 


Niceness broke out every- 

~ where. Mrs Thatcher was nice 

to Mr Lawson and Mr Heath, 

- who both returned her 

| compliments. The Queen 

< |: was nice to Ronald Reagan, 

<a {o who arose Sir Ronald in Lon- 
«|. don and said Mrs Thatcher 


| was magnificent. 


. |; Police in Kent are trying to de- 

< velop a version of Franglais 

they can speak directly to 
.. «their cross-Channel col- 

o. leagues. This should also make 
< it easier for French visitors to 

the jardin d ‘Angleterre to 

.| aider les flics avec leurs 

| enquétes, Jean. 


< Mrs Thatcher’s job-creation 
| scheme for social workers 
_ continues to flourish. 


Paddy Ashdown, the Demo- 
crats’ leader, returned from 
Hongkong, saying that Brit- 
ain owes a moral duty to 
British passport holders there. 
Sir Geoffrey Howe told a 
Commons committee that if 
things were really bad in 
Hongkong after 1997, the gov- 
ernment might think again 
about rights of residence (see 
page 74). 


Threatened standards 


The government watered 
down its plan to hand inde- 
pendent television franchises 
to the highest bidder. In "ex- 
ceptional circumstances" a 
franchise will go to a lower 
bidder, but it will be fined if it 
does not keep to promised 
standards. 


The Monopolies and Mergers 
Commission (MMC) is to turn 
its high-powered attention to 
egg boxes. À takeover bid has 
raised fears of a cosy cartel 
emerging in the hitherto cut- 


_ throat market for moulded 


pulp packaging. Plastic boxes 
will not be investigated. 


The Commission for Racial 
Equality was hoist with its 
own petard. One of the com- 
missioners accused his col- 
leagues of blocking blacks 
from senior posts. 





Britain came out top in a sur- 
vey of European divorce, with 
almost twice the average Euro- 
pean rate. It was third from 
top of the illegitimacy league, 
with 2396 of children born 


outside marriage. 





Shed by a E student’ $ 
walking stick 145 years ago, 
the Portland Vase (value 
£30m) has been stuck to- 
gether again for the third time 
and is back on show behind 
bullet-proof glass. 


More than 20 people fell ill 
with botulism after eating yo- 
ghurt containing contami- 
nated hazelnut purée. 


England lost the first test 
match of its summer series 
against the Australian cricket 
tourists by 210 runs and was 
roundly abused by the press 
for an abject performance. 


England has won only one test 


match—against Sri Lanka— 
since December 1986. 


. Shi, one of the top five party 














































aitracted bya ana tern 
the MMC's propó 


Abbey Nationals 
the details of its ock 
flotation, which will make | 
the first building society 1 
convert to a public compa 
A share price of 130p indi. 
cated a market value around 
£1.7 billion, making it Brit- 
ain's 58th biggest company. 





Jiang Xiaoming, son of Qiao 


leaders i in China, disappear 
from lesus College, Cam- 
bridge, where he is an unde 1 
graduate. 


Rush-hour traffic into inne’ 
London last year averaged 
than 12 mph, according to ¢ 
culations by the Transport 
Department. In 1968, the - 
same analysis found the f 
zipping along at 14 mph. 


ilts for the year 


Pre-tax profit up 19% to £198m. 


Earnings per share up 30% to 27.4p. 
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Toodcock was never a 


aset 


bogeyman; Scanlon loved being one; Todd was one once, but now isn't 


I'm all right, m'lud 


NE or two strikes do not make a sum- 

mer of discontent; but disputes are 
proliferating and bringing back memories. 
Some people mutter about the dark days of 
the 1970s. Others point further back, to the 
wildcat striker of the 1960s. The similarities 
and differences are instructive. 

None of the disputes so far is all-out. 
Partly-out, sometimes-out or soon-out are 
dockers, railwaymen, tube-drivers, bus-driv- 
ers, the BBC, passport-office workers, engi- 
neering workers, building workers and local- 

athority workers. 

Much of the disruption has been unof- 
ficial: it is this that has prompted compari- 
sons with the wildcattery of the 1960s. Some 
of the trade-union leaders of those days— 
men like George Woodcock, William 
Carron and Les Cannon—were seen by the 
shop floor more as government policemen 
than as workers’ representatives. Shop stew- 
ards often ignored their restraining hand 
and called the men out. 

Mr Ron Todd, general secretary of the 
Transport and General Workers Union, is 
plainly nobody's Uncle Tom, but he too 
sometimes appears as a "responsible" old- 
style leader. Faced with the sort of penalties 
inflicted on the miners’ and seamen’s 
unions, today's leaders are keen to show 
themselves to be law-abiding citizens. Mr 
Todd, told by the appeal court that his prop- 
erly balloted dock strike was illegal, sus- 
pended the strike. Some of his dockers 
raised two fingers and walked out. The 
courts decided that the tube-drivers' ballot- 
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paper was confusing, and their vote for a 
strike was therefore invalid. The drivers 
came out anyway, while union officials 
shrugged helplessly. 

The differences from the past, however, 
are more remarkable than the similarities. 
Today's law-abiding leaders are more in 
tune with their members than were the cor- 
poratists of the 1960s. When Mr Todd in- 
sisted on waiting for the House of Lords 
judgment on his union's appeal in the dock- 
strike case, many of his unofficially striking 
members went back to work. The tube lead- 
ers balloted their men again: the strike will 
now be official. 

Perhaps a better analogy is with the 
1970s. The successors to Mr Woodcock's 
generation—men of the left-wing like Mr 
Hugh Scanlon and Mr Jack Jones—ruled 
over an era of big, official, mainly public-sec- 
tor strikes that were infuriating. The scale of 
public inconvenience caused by today's 
strikes is what brings the 1970s to mind. 

Here again, though, parallels with the 
past should not be pushed too hard. Gov- 
ernment and employers alike can take some 
heart from a crucial change of motive. 
Strikes in the 1970s—as indeed in the 
1960s—were often about macroeconomic 
management: arguments over pay were 
brought on by a series of incomes policies. 

The big disputes of today are mostly in 
protest at the imposition of more flexible 
pay-and-working practices. The dock strike 
is about the abolition of the National Dock 
Labour Scheme; the train drivers are against 






decentralisation of the pay-bargaining sys- 
tem; the tube strike is partly about driver- 
only trains; the engineering workers are re- 
jecting flexible working practices and 
shorter hours. 

Part of the reason that current disputes 
are concentrated in the public sector is that 
the private sector has already been through, 
and won, many of these arguments. A lot of 
companies pushed through flexibility deals 
in the easier days of the early 1980s, when 
bankruptcies and job losses were a real 
threat. Public-sector bodies, with less money 
to buy agreement, are pushing for changes 
at a time when the labour market is tight, 
especially in the south-east. 

The unions, sensing this, have got some 
of their fighting spirit back. Their leaders 
have got used to the new legal climate, even 
using strike ballots as a useful threat in nego- 
tiations. And they realise that their deter- 
mination to stick within the law has lost 
them their old bogeyman status. 


Inflation’s hand 


Though most of the current disputes are 
over one-off micro-matters, there is a macro- 
similarity to the old days—and it grows as 
inflation rises. Doubts about the compe- 
tence of the government’s economic man- 
agement are not confined to the City. Infla- 
tion is biting into pay-packets. The long- 
term pay deals that have helped ease 
through changes in working practices dur- 
ing the 1980s look less and less attractive 
each time the mortgage rate goes up. 

The threat, or promise, of legislation to 
prevent unofficial strikes seems to be the 
best the government has to offer. It has not 
won much applause. A paper published by 
the market-minded Institute of Economic 
Affairs questions the morality of such legis- 
lation, suggesting that it would be "an arbi- 
trary interference in a relationship—of 
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ion n and union member—which ought to 
a free and voluntary agreement". 
. Employers think that a law which made 


icials responsible for their members’ un- 


{ficial actions might just place workers 
ck under union thumbs. And to impose 
ves on individual workers might lead to 

res of. sobbing families, turned out of 

ouses by the bailiffs. Bosses are no 

ner now than ever to see the government 
canonising their shop stewards. 


| ndon buses 


to » work chreughi London n next secl may 
nder why freely competitive buses cannot 
iove the strikers’ monopoly and thus 
ir own misery. Grandiose plans to im- 
we road and rail transport will take most 
he next decade, but new bus fleets could 
brought in within months. The entrepre- 
irs who have revived the bus in provin- 
| towns since restrictions on competition 
re lifted in 1986 keenly await deregulation 
London, in the early 1990s. 
Mr Harry Blundred has jumped the gun. 
ubsidiaries of his com- 
^. Transit Holdings Ltd, 
- already flooded Exeter 
d Oxford with minibuses, 
rning them into places where 


me by buses than the other 

y round. In March he 

inched a commercial mini- 

service in London’s Dock- 
s, despite opposition from 
al boroughs. He believes 
can operate unsubsidised 
s in London as he has 
“elsewhere: by running 
ibuses throughout the day 
oughly five-minute intervals. He is sure 
ere is a market for buses, once people 
ow they will not have long to wait. 

- Mr Blundred challenges many of the set 
deas of public bus operators. Seventy-seat 
double-deckers are unnecessary and under- 
used on most routes, he says; far better to 
have three times as many 16-seat minibuses 
and know one will turn up. The priority 
should be frequent services which passen- 
ets know they can rely on. The new Dock- 
lands Minibus service uses more vehicles in 


e rush hour, simply to maintain frequency 
- heavier trafic. But Mr Blundred also 


wants to redefine “‘off-peak’’—on some Exe- - 


r routes he runs eight buses an hour even 
on Sundays. One reason few Londoners 
catch buses on Sundays is that they assume 
they will not turn up. 

The Docklands service is identifying 


ew patterns of travel in a rapidly changing 


area. It is now i ossible for a cleaner from 


Stepney to get to an office on the Isle of 
Dogs i in a single bus trip. She got no direct 
service from London's double-deckers, 
whose routes date from the days of horse- 
drawn trams. Critics of a free-for-all say that 
constant change in routes and operators 
might make passengers use buses less, not 
more. Outside London the first year of de- 
regulation saw an increase in route miles but 
a 7% fall in passenger journeys, whereas in 
London bus use has gradually been rising. 
The preferred policy of London Re- 


gional Transport (LRT) is to put some routes . 


out to tender, but keep control of their fr 


nances. Grey-Oreen Coaches operates sixof 
these routes, including the number 24 from 


Hampstead to Pimlico, the first double- 
decker route to be run privately through 
central London in modern times. The com- 
pany is paid a fee for a given level of service, 
and hands over its takings to LRT. Grey- 
Green’s general manager is a former coach 
driver who knows how to cut costs. He buys 
his diesel on the spot market, keeps garage 
costs to a minimum, and has abolished 
sharp labour practices. 

The pickings are not huge. Even Mr 
Blundred’s Devon General, with 1,500 em- 
ployees, made only £447,000 before financ- 
ing costs in 1987-88. In London profits will 


depend on the removal of two barriers to 
competition: 

@ Travel passes must be usable on all oper- 
ations. At present, 65% of bus users have 
either a season ticket or a pensioners’ card, 
which can be used on both trains and tubes. 
LRT refused to allow Docklands Minibus to 
participate in the travelcard scheme. Result: 
many passengers wait for the buses on which 
they can travel free, while the private com- 
petitor struggles to get custom. 

e Garages should be leased to the highest 
bidder. At present, London Buses is hang- 
ing on to several redundant garages, while 
land for building new ones is desperately 
scarce. Absurdly, Grey-Green runs 93,500 
"dead" miles a year moving its buses be- 
tween their depot in Stamford Hill and the 
start of the number 24 route in Hampstead, 
five miles away. 


try increasingly 


Home, sweet 


Europe 


HE Eüropean Commission is sit- 
ting on an unpublished Gallup 
poll on British attitudes to the Euro- 


~ pean Community and the Single Eu- 


ropean Act. The poll suggests a coun- 
y comfortable in the 
Community—but its findings will not 
be formally revealed until after the 


| Europea election booths close. The 


mission ip not wish to be seen as 


Twice : a year since 1972, Gallup 
has asked. British respondents 
whether they think membership 


. the Community is a good thing, à 


thing, or neither. The 55% who now 
say that membership is a good thing is” 
the highest such figure recorded. A 
remarkable 58% think that foreign | 
policy should be decided within the || 
Community, rather than by the Brit- 
ish government alone; 47% think the 
same of defence policy. 

Ina separate exercise, Gallup has 
polled “top industrialists” on their 
attitudes to 1992. Of these, almost 
nine out of ten think that the comple- 
tion of the single market will be bene- 
ficial (only 48% of the general public 
take that view). The vast majority of 
businessmen—93%—also think that 
sterling should become a full member 
of the European Monetary System. 

Yet Britons have not become 
Euromantics. A clear majority of the 
public—61%—think that British 
members of the European parliament 
should put British interests first, even 
if that is not good for the Community 
as a whole. And there is some intrigu- : 
ing evidence that it is "Europe", 
rather than the Community, that at- 
tracts modern Britons. Asked 
whether they think it more important 
to bring about the single European 
market by 1992, or to bring Western 
and Eastern Europe together in a 
"common European house", 58% 
back Mr Mikhail Gorbachev's dream 
compared with just 2196 for that of 
Mr Jacques Delors. — 

In general, respondents were nota- 
bly relaxed about any supposed 
threat to Britain’s national habits. In 


--only a few cases, and then by tiny 
“margins, did the number of those 
who greatly fear for the health of a 
| cherished British | icon exceed those 


"it at all. So much 


for the supposed inviolability. of the 
pint, Ds pedi ish Pe tadien even 






















Successful asset management today 
hinges on the quality of securities ana sts 
and their research systems. Systems whict 
scrutinize equities and bonds in major 
currencies. E 


You're already familiar with 
one product of our securities analysis. 
It appears in your daily newspaper. 


Case in point: BHF-BANK. The BHF-BANK 
Bond Market Index, published daily in the 
financial press, is but one sign of the quality 
of our market assessments, performance 
ratings and technical analyses. Together with 
the pertinent performance indices, it pro 
vides an objective yardstick of trends on the 
German bond market. | 

This index, of course, is only the tip of the 
Iceberg — the visible sign of our analytical 
Systems' success in optimizing the return 
on investment of your securities portfolio. 

Innovative analytical instruments are only 
part of what it takes to make a bank a part. 
ner for the discerning investor. Equally 
important are a service-minded approach. 
and customized problem solutions — tl e 
style of a merchant bank, which BHF-BANK 
has cultivated for more than 100 years. 





= BHF-BANK 
Merchant Bankers 
by Tradition 


Head office: Bockenheimer Landstrasse 10, D-6000 Frankfurt 1, Tel. (069) 718-0, Fax (069) 718-2296, Telex 411026 (general) 
Branches and subsidiaries in Amsterdam, St. Helier/Jersey, London, Luxembourg, New York, Singapore, Tokyo and Zurich. 
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ompetition policy 


lies and 
job properly defined? 

r i HE only known joke about the Monop- 
. olies and Mergers Commission—why is 


there only one commission?—no longer 
ises much of a laugh among British busi- 
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suitable case for referral 


ues of | Luge commercial importance are regularly decided by the Monop- 
Mergers Commission (MMC). Criticism is mounting of its struc- 
ture and procedures, both unchanged for years. Is it still up to the job? Is its 


nessmen. They have watched it produce 
more reports in the 1980s than in its previ- 
ous three decades put together. And too 
many of the reports have been, for them, no 
joke at all. 

- This might not matter if all the unsmil- 
ing faces belonged to businessmen upset by 


the MMC—or just alarmed at the prospect of 


having to deal with it. A thumping 500-page 
report on the beer market has caused foam- 
ing indignation among brewers since 
March, which might be prima facie grounds 
for believing that the MMC is doing its job. 
But management consultants, lawyers and 
academics are also increasingly rude about 
the commission. 

The gist of their criticism is that the 
MMC is operating as a Wilsonian quango in 
Thatcherite clothing, attempting to regulate 
complex business matters that are better left 
to the markets. It is dealing, they say, with 
more and more subjects in less and less time; 
and it is interpreting antitrust law too gener- 
ously, using it not simply to eliminate obvi- 
ous evils but also to fine-tune entire indus- 
tries. The MMC can exercise life-or-death 
powers over huge commercial interests; yet, 
to get to the critics’ punch-line, why have a 
commission at all? 

Adam Smith gave the short answer two 
centuries ago. As the great man warned, 
"people of the same trade seldom meet to- 
gether, even for merriment and diversion, 
but the conversation ends in a conspiracy 
against the public, or in some contrivance to 
raise prices." Potential contrivances are ten 
a penny in modern business, where 1992- 
struck company directors can hardly meet 
without talking of economies of scale or the 
need for vertical integration in one area or 
another. 

Mergers have reached unprecedented 
levels in Britain (as in other big economies). 





Spending on domestic mergers and acqui- 
sitions jumped from £5.5 billion in 1984 to 
£15.4 billion in 1987 and £22.1 billion in 
1988. The deals underpinning these num- 
bers generally result in an increased con- 
centration of power in the hands of produc- 
ers. Somebody has to protect consumers 
against possible abuses of dominant market 
power—and the MMC’s workload has grown 
accordingly. Between July and September of 
last year it embarked on 14 fresh investiga- 
tions. Its chairman, Mr Sidney Lipworth, 
says 1988 was the MMC's most strenuous 
year to date. In 1989 it is looking positively 
hyperactive. Following close on the heels of 
the beer report are others on credit cards 
and petrol: the first is now with Lord Young, 
the trade secretary, the second is due later 
this year. 

The MMC's critics worry whether it can 
really handle this volume of work. Of even 
greater concern, perhaps, is the range C 
subject matter. The MMcC's franchise ha 
widened dramatically. Set up in 1949 with 
only a modest charter—to investigate 
monopolies and restrictive practices in the 
production and supply of goods—it went on 
to collect more and more watching briefs: re- 
strictive trade practices in 1956; service 
monopolies and mergers in 1965; and re- 
strictive labour practices in 1973. Mrs Mar- 
garet Thatcher took warmly to the MMC, 
finding it an ideal vehicle for bashing vested 
interests. In 1980 the government asked it 
to investigate anti-competitive practices and 
to undertake efficiency audits of the 
nationalised industries. 


The gerontocracy disposes 

Despite this wider role, the commission still 
makes extensive use of part-time workers. 
The MMC's three deputy chairmen work 
half-time and the 26 commissioners work 
for only 1!2 days a week. The Commission- .. 
ers are often semi-retired, in the twilight o 
their careers, with an average age of 58. 
Bankers in the City mutter darkly about the 
MMC as a gerontocracy of closet corporatists, 
bemused by the pace of modern business 
and locked into the mentality of the 1970s 
or—still worse—the 1960s. 

Part-time commissioners are supported 
by a permanent staff of uneven quality. 
Most experts on competition 
policy prefer to work in the pri- 
vate sector. As lawyers with ex- 
pertise in the economics of 
competition or economists 
with a detailed knowledge of 
competition law, they can at- 
tract glamorous salaries. And 
working for the commission 
would involve not just the mis- 
ery of civil-service furniture 
and an heroic sacrifice of pay, 
but more work as well: a sup- 
_ port staff of about 100 has not 

. expanded to cope with the 
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commission's towering in-trays. Arguably 
the only people in London who look more 
harassed than businessmen preparing to go 
before the MMC are the members of the MMC 
themselves. 

The men from the commission are be- 
ing tugged hard in different directions. On 
the one hand, the MMC is being compelled 
to speed up its work. Today’s capital mar- 
kets clamour for the quick decision. Lord 
Young is also impatient to get things done, 
to the point where he strikes some on the 
commission as a never-mind-the-quality- 
feelthe-width operator. In 1987 the com- 
“mission halved the normal time taken for a 
merger inquiry from six months to three 
months; and in 1988 it began to do the same 
for monopoly inquiries. The commission 
completed its inquiry into British Gas in 
nine months and plans to finish off its work 
on the supply of petrol within 12 months. 

The targets of its inquiries are, however, 
tting harder to pin down. Companies now 





employ top management consultants, ^ 


lawyers and economists to draw up elab- 
orate presentations. Against MMC staff 


restricted to civil-service salaries, the W 


companies and their advisers often prove 
formidable. And where they do not win, 
they increasingly resort to litigation. In most 
cases this is still more of a threat than a real- 
ity, but the chance of lawyers crawling over 
their work is already causing the commis- 
sioners some concern. 


The victims attack 


Corporate victims of the MMC have re- 
cently shown a greater readiness to at- 
tack its procedures in public. Mr Paul 
Nicholson, chairman of Vaux Brewer- 
ies and a leading voice in the beerage, 
complains that the procedure is wor- 
thy of Kafka: the MMC is prosecutor, 
judge and jury in a trial in which the defen- 
ints do not know what they are being 
xaiarged. with. The commission would con- 
test this: once it has weighed up the initial 
evidence, it sends out a lengthy letter, which 
it regards as the fullest possible statement of 
where its inquiries are likely to lead. Too 
full, perhaps. The one sent to the brewers 
was. 150 pages long—which Mr Nicholson 
says left him and his competitors hopelessly 
foxed about the real interests of the MMC. 
Incredibly, this monster of a document ar- 
rived a full year into the investigation. 
Throughout the lengthy early stages of the 
work, says another leading brewer, the pro- 
cedures of the commission remained re- 
markably opaque—a word which comes up 
constantly in conversations with MMC-savvy 
‘businessmen. The same men stress the para- 
lysing distraction of the MMC for any com- 

; pany caught up in its work. | 
“MMC’s problems are more than a 
Xf procedure (which could be modi- 
d workload (which could be re- 
y stem from the nature of its 
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brief. The MMC is lumbered with a defini- 
tion of a monopoly constructed by lawyers 
rather than economists. Thus, a “scale mo- 
nopoly" exists where a company has a share 
of at least 2596 of what is deemed to be the 
relevant market; a “complex monopoly" ex- 
ists where two or more companies with a 
joint market share of that size are thought to 
be acting so as to restrict competition. 
Again, the MMC has to make its deci- 
sions in the light of "the public interest”: 
only if a monopoly or merger is against the 
public interest will the MMC recommend ac- 
tion. But the public interest is broadly de- 
fined. Section 84 of the 1973 Fair Trading 
Act enables the MMC to take into account 
any factors that it judges to be relevant in 
determining the public interest. It lists five 
in particular: effective competition, con- 
sumer interests, innovation and entry into 
the sector by new competitors, the balanced 















regional distribution of industry and em- 
ployment, and the international competi- 
tiveness of British producers. Even in small 
investigations, the Commission has to go 
through the rigmarole of the public-interest 
test. | 

This combination of a legalistic defini- 
tion of monopoly and a vague concept of 
"the public interest” has exposed the MMC 
to further brickbats from economists. They 
have three main criticisms of the commis- 
sion's work. 
e It does not concentrate sharply enough on 
competition—and particularly on barriers 
to market entry or expansion. A market 
share of 2576 does not necessarily imply mo- 
nopoly power: a firm which is not using such 
a position to restrict competition may thus 
be inappropriately subjected to a full-scale 
monopoly reference and public-interest 
evaluation. 
€ The "public interest" is a woolly con- 
cept—and an unsatisfactory basis for com- 
petition policy. It confuses different issues— 
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improving competition and promoting 1 
gional balance. E EN 
@ The boundaries of relevant produ 
kets are difficult to define, esp 
companies consider Europe to b 
market. Some recent takeover b 
bly those by the Swiss firms Ne 
Suchard for Rowntree—have raise 
sue acutely. Even before the comp 
the European single market in 1992 
ally defined markets may already be a ris 
anachronism. 


The vagaries of politics — 
The vagueness of the MMC's. bri 
businessmen and bankers no 
omists. In their view, it prom 
sion to take far too sweep 
jurisdiction and leads directly 
tent judgments. This critici 
prevalent in the City, where: 
not had a good track record 
its rulings. The recent decis 
bid of Elders ix. for Scottish 
Breweries astounded most . 
and cost some investors dear. 

Finally, and perhaps worst. o 
MMC's brief leaves it open to chi 
politicisation. Here it is sometimes h 
distinguish criticism. of the comm 
from criticism of the government's coi 
tition policy. But this is the point: a.b 
commission would allow businessmen t 
clearer where they stood—and might 
prompt a more useful debate of the p 
being applied. bed 

As it is, the MMC is something of a gi 
send to politicians. lt enables ther 
offload the burden of decisions on co 
tition policy onto a neutral body, which 
then take the blame for any unpopular j 
ments. To the extent that they actually i 
ence those judgments, while posing as he 
less bystanders, politicians have.their c: 
and eat it. gs 

Politicisation can cut both ways. Fr 
the right, free-market enthusiasts fret. 
the MMC's monopoly-busting brief give 
disturbing freedom to intervene in the: 
ket. Better not to regulate economic ai 
ties at all and suffer the unpleasant conse- 
quences of monopolies, they say, tha 
regulate economic activities and suffer th 
even more unpleasant consequences 
litical intervention. From the left, ch 
ons of government intervention in the 
omy view with envy the powers of the: 
to investigate companies, cross-exami 
businessmen and order the whol 
restructuring of industries. Interesti 
enough, Mr Bryan Gould, the shadow t 
secretary, promises that a future Lal 
government will extend the role of the 
It seems unlikely that if Labour leai 
love the commission, businessmen 
for a trenchant rethink of. 
denly cool. 



















































































The water’s edge 
VISITOR who closed his eyes in the 


LA Grand Committee room of the 
"House of Commons on the morning of 
-June 14th might have thought he had 
avelled through time. Members of the 
House were gravely discussing imperial 
- policy. The raucous divisiveness of mod- 
- ern politics had drifted away. Simply by 
|! listening to their words, it would have 
- been impossible to tell (except, on occa- 
“sion, by accent) that one speaker at the 
"meeting was Mr Dennis Canavan, a mem- 
ber of Labour’s hard-left wing; another, 
Mr Ivan Lawrence, a right-wing Conserva- 
- tive lawyer. 

.' The meeting was that of the Com- 
< mons’ foreign affairs committee. Their 
witness was Sir Geoffrey Howe, the for- 
eign secretary; the subject, Hongkong. 
Since Sir eens s handling of the 
Hongkong crisis has been unconvincing, 
committee members had a chance to press 
their own views of policy—and, on the 
right of settlement in Britain of the 3.28m 
Hongkong people entitled to British pass- 
ports, this they did. Sir Geoffrey con- 
eded that should the Chinese ever be as 
pressive in Hongkong as they have been 
n Beijing, Britain would accept as politi- 
al refugees those who were able to leave. 
* Yet this victory was curiously blood- 
ess. In Hongkong itself, the rights of pass- 
ort holders raise deep and infectious 
motions. They were absent from the 
3rand Committee room. That was not— 
‘or not just—because of the thundery 
heat, or the duvet-like quality of Sir Geof- 
frey's mien. The reason was deeper: mat- 
ters of foreign policy rarely summon up 
he blood, because they rarely divide the 
wo main parties—which gives the smaller 
'arties an opportunity. 

A Mrs Margaret Thatcher has held from 
he outset that there is no chance of grant- 
Ang Hongkongers the right of abode in 
Britain as a sort of "insurance policy" 
"against the chance of repression when 
“their home reverts to Chinese rule in 
- 1997. She thinks that no responsible gov- 
= ernment could make such an offer unless 
|. it meant to honour it to the letter; and 
that, as a practical matter, no British gov- 
< ernment could so do. At last week's 
"Dragon reception, a three-yearly dinner 
- hosted in London by the Hongkong Asso- 
'ciation, she told a fellow guest, "I have 
never been in the habit of writing IOUS 
and I’m not starting now.” Mr Gerald 
Kaufman, Labour’s shadow foreign secre- 
tary, agrees with her. 

His agreement fits the British tradi- 
tion. It was an American senator who said 
that "politics HS at the water s edge", 








| and for most of the time since Suez, Brit- 


ain's political leaders have shared that be- 
lief. Items agreed: that the Atlantic alli- 
ance should be the bedrock of Britain's 
security; that the colonies should be freed; 
that membership of the European com- 
munity is a necessity. The main differ- 
ences have been within parties, rather 
than between them. The Conservatives 
were split over their leadership's aban- 
donment of support for the white minor- 
ity regime in Rhodesia; Labour was once 
split over its leadership's commitment to 
Europe. Ín so far as Ulster is a matter be- 
yond the water's edge, Labour remains di- 
vided on that, too. 





A 
Geoffrey Howe, the nation’s duvet 


Only once in modern times have the 
country’s political leaders differed on a 
central element of foreign policy. Under 
Mr Michael Foot, Labour appeared to re- 
pudiate Atlanticism in the early 1980s. 
That policy was electorally disastrous. 
Since Mr Neil Kinnock is anxious to ap- 
pear a responsible potential head of gov- 
ernment, he has dumped it. Now this 
same search for ‘ ‘responsibility’ has led 
Mr Kaufman to disappoint Hongkong 
passport holders. _ 

Notwithstanding agreement on Hong- 
kong, the summer’s other political issue 
does look like a foreign-policy rupture be- 
tween the parties. Labour and the Conser- 
vatives have fought the elections to the 
European parliament on the claim that 
they have different visions of Europe. Yet 
to a large extent, these differences are the 
stuff of the advertisers’ trade. 

Labour’s European manifesto says 
nothing about the need to guard the is- 
land kingdom from drugs, terrorists and 


rabid dogs—Conservative policies all. 
When pressed, though, Mr Bryan Gould, 


the author of Labour's document, con- 


cedes that his position is the same as Mrs 
Thatcher’s. Labour, like the Conserva- 
tives, is wary of anything that smacks of a 
surrender of national ' 'sovereignty ; it 
would grant no more powers to the Euro- 


pean Parliament itself. And Labour is not 


a whit more committed to full member- 
ship of the European Monetary System 
(ems) than is Mrs Thatcher. Indeed, the 
conditions that it has set before it would 
take sterling into the EMS are, if anything, 
more onerous than hers. 

The true breach in the wall of a com- 
mon foreign policy has come not from La- 
bour, but from the Democrats. Their Eu- 
ropean policy is genuinely distinctive; its 
manifesto slammed Mrs Thatcher’s “‘irrel- 


evant and ‘outdated notions of sover- . 


eignty' and openly favoured a "federal 
European Union”. 

Now Mr Paddy Ashdown, the Demo- 
crats’ leader, has carved out his own posi- 
tion on Hongkong, where he studied at 
university, and where he has excellent 


contacts. He believes that the passport 
holders should be given the right of 


abode. At question time on June 13th, 
Mrs Thatcher said that his line was "easy" 
because he has "no responsibility what- 
ever", and, privately, this is what the new, 


| responsible Labour leaders say about Mr 


Ashdown, too. No matter. When Labour 
and the Conservatives agree on so much, 
they give him an opening for his own poli- 
cies. On the rights of Hongkong passport 
holders, he has taken it. In doing so, he 
has done more than distinguish himself 
politically from other party leaders. He 
has isi himself morally, too. 
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the passions are similar: the British 
dog lobby and the American gun lobby 
have much in common. Half of all Ameri- 
cans keep a gun, 28% of all Britons a dog. 


Both nations become passionately irratio- | 


nal at any suggestion that what they do for 
their own protection may endanger oth- 
ers. Try telling a Doberman owner (froma 
safe distance) that his pet should always 
be on a leash when out in the park. 

True, the American gun lobby op- 
poses registration of their weapons, while 
the British dog lobby very much wants 
it—though the government announced 
on June 14th that registration was “bu- 
reaucratic", and prefers to make it easier 
to kill savage dogs. True, the number of 
people savaged by Rottweilers (17 re- 
ported attacks this year, only one of them 
fatal) is puppy-feed compared with the 
number of Americans blown to bits on a 
quiet evening in Washington, DC. But 
both groups make much the same excuse 
when things go wrong. Compare ' There 
are no bad pets, only bad owners" with 
"Guns don't kill people; only people kill 
diio 
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BUSINESS THIS W 


Out of the East 


On his triumphant visit to 
West Germany, Mikhail Gor- 
bachev signed a dozen new ac- 
cords and called on industri- 
alists to bolster Russian 


trade. 


In the wake of the Tiananmen 
Square massacre, China be- 
gan to wind up its propaganda 
machine to try to lure back 
foreign businessmen. 





Oil prices fell to their lowest 
levels since February as traders 
realised that OPEC's new agree- 
ment to limit its 13 members' 
oil production was a fudge. 
The cartel is pumping over 
2]V2m barrels a day—some 
2m over its new quota. 


Dealing with debt 


The International Finance 
Corporation, the private-sec- 
tor arm of the World Bank, 
launched its first public issue 
in the Eurobond market. The 
$200m issue was given a triple- 
A rating. The IFC says that 
most of its market borrowing 
of around in the next 
year will be Euroissues. 


In its first debt-for-good-works 
swap, West Germany's Deut- 
sche Bank has converted 
$2.9m of its Sudanese debt 
into local currency. The pro- 
ceeds will be donated to UNI- 
CEF which is running an aid 
programme in the country. 


The World Bank agreed to 
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lend Mexico $1.5 billion, a 
quarter of which can be used 
to reduce its foreign debt. The 
country also launched a 
$100m bond issue, its first 
since 1982. 


Down on the farm 


The American wheat harvest 
is likely to be 1096 lower than 
last year's crop after another 
bad drought in the farm belt. 
The Department of Agricul- 
ture forecasts a winter-wheat 
crop of 1.4 billion bushels, the 
lowest for 11 years. 


Masstock, an Irish milk com- 
pany, is trying to revive door- 
to-door deliveries in America. 





Aquaculture—the farming of 
fish, lobsters, crabs and such- 
like—is starting to boom. The 
estimated annual world pro- 
duction of 10m tonnes could 
double in the next decade, ac- 
cording to an OECD report. 


In the air 
America’s Lockheed agreed 


to co-operate with France’s 
Aérospatiale after being 
dropped from a consortium of 
European aerospace compa- 
nies hoping to build a new 
military transport aeroplane. 


All 33 of Boeing's 737-400 air- 
liners fitted with an uprated 
version of the CFM56 engine 
were grounded. In a number 
of recent incidents, fan blades 
have broken off inside some of 
the engines. They are built by 
a partnership of America's 
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General Electric and 
France's Snecma. 


Rothschild Inc, investment 
bankers to Rupert Murdoch, 
said the Australian-American 
media magnate may join the 
bidding for Time Inc. 


New directions 





Japan's Canon paid $100m for 
16.696 of NeXT, a Californian 
computer company started by 

Steve Jobs, co-founder of Ap- 
ple Computer. 


Saatchi & Saatchi is going 
back to its advertising and 
marketing roots. The com- 
pany said it is putting its man- 
agement consultancy up for 
sale. Saatchi also rehired John 
Sharkey as deputy chairman 
of its international advertising 
division. He had joined Blue 
Arrow, a British employment- 
services group, where he was 
involved in a management 
coup. 


Market troubles 


Smith New Court and 
James Capel, two leading 
British stockbroking firms, 
pleaded guilty at a London 
court to charges of failing to 
disclose interests in the shares 
of Consolidated Gold Fields, a 
diversified British mining 
group, in 1986. 


Brazil's stockmarkets closed 
temporarily after the value of 
shares plummeted. The crisis 
was sparked by Naji Nahas, 
one of the country's leading 
investors, who failed to pay 



































































$30m owed to his brokers. 


Motoring 


General Motors plans to | 
launch fixed-price drive-in ser- |. 
vice centres across Europeto | 
win back some of the $750m- 
a-year parts and service busi- - 
ness which its dealers have 
lost to independent “quick- 
fit” operators. 


Britain's Jaguar followed the 
pack and began discounting in 
America to boost sales. It is of- 
fering Jag owners $5,000 off a 
new $44,000 xje. 


Bust, boom 


The brassière is 100 years old. 
It was first produced in 1889 
by Herminie Cadolle, a Pari- 
sian boutique owner. Despite 
some liberated burning, bras 
still account for more than a 
quarter of France’s FFr8 bil- 
lion ($1.2 billion) underwear 
business. The underwired ver- 
sion was invented in the 1950s 
by Howard Hughes for Holly- 
wood's Jane Russell. 


Mitsubishi Corporation, 
one of Japan's biggest trading 
companies, increased its net 
profit by 4896 to a record Y46 
billion ($359m) in the year to 
March. 


Despite rotten conditions in 
the financial markets, S.G. 
Warburg, one of Britain's 
biggest investment banking 
groups, managed a £400,000 
increase in pre-tax profit to 
£111.5m ($197m) in the year 
to March. 









































Although still relatively 
small, West Germany’s aero- 
space industry is extremely 
dynamic. In terms. of job 
creation and productivity 
growth, it outperforms most 
of the country’s other sectors. 


is attributable to its very high 
level of R& D spending, its 
modern plant and equipment, 
and its exceptionally well- 
: rained labour force—all of 


Worldwide, aerospace 
- companies are merging to 
i tont gia Kilo eds units. 


‘facilitate. the B olication of 
advanced technologies to 
other non-military products. 
The new patterns of com- 
-petition thatare emerging on 
“a global scale are also chang- 
_ ing the structure of the Ger- 
man aerospace sector. Even 
now, the industry is domi- 
nated by two firms, Mes- 
a serschmitt-Bólkow- Blohm 
 (MBB) and the Dornier 
Group, in which Daimler- 
Benz has a majority holding. 
The aero-engine manufac- 
turer MTU, also owned by 
Daimler-Benz, and a number 
of smaller firms have carved 
out niches in the West 
German market as suppliers 
of components and as pro- 
ducers of high-quality gliders 
and light aircraft. 

If Daimler-Benz succeeds 
in its efforts to take over 
MBB, the German partner in 





VIEWPOINT 


The industry's success to date - 


The Commerzbank reporton German business and finance 


the Airbus consortium, the 
firm's global competitiveness 
will presumably be enhanced. 
In any case, the Government 
might then be able to phase 
out its subsidies to MBB 
in the not-too-distant future. 

Whereas many industries 


have only recently begun to 


gear up for the. Single Euro- 











German aerospace industry: 
the challenge of global competition 


cess of Airbus that Europe 


now accounts for over a third © 


of world civil aircraft sales. 


In addition, Italy, Spain, 


West Germany and the UK 
are cooperating to produce 
the European Fighter Air- 
craft, the successor to the 
Tornado. The European air- 
craft sector believes that, as 
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West Germany’s aerospace industry 


Turnover in DM bn 


Workforce in “000 


j R&D spending in DM bn 





Source: DIW economic research institute; 1988 estimated 





pean Market, Europe's aero- 
space companies are already 
operating in what is virtually 
an integrated market. Due 
to the industry's extraordi- 
narily highdevelopmentcosts 
and the push by EC member 


countries to remain competi- 


tive in key high-tech indus- 
tries, several large-scale Eu- 
ropean projects have been 
initiated in the aerospace 
sector. Foremost among 
these is the Airbus. consor- 
tium, which has now become 
a serious rival of the US air- 
craft industry. Indeed, it is 
primarily thanks to the suc- 
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in the US, the development 
of a new fighter will keep the 
companies involved at the lead- 
ing edge of aerospace technol- 


ogy. However, the German 


industry is not relying solely 


on such European joint ven-- 


tures. For instance, in view of 
the substantial growth that is 
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projected for regional air 
travel worldwide, Dornier and 
MBB are designing new 
short/medium-haul jets, in- 
cluding one to be built in co- 
operation. with the Chinese. 


Joint space ventures 
In space exploration and 
research, though, German 


- firms are either involved in 


exclusively European proj- 
ects, suchas Ariane 5 and the 
space shuttle Hermes, or in 
joint European-American 


ventures like the Columbus 


manned space station. 

In this way, West Germany 
is ensuring that it will benefit - 
from the commercial use of 
space technologies, whichare 
already being exploited in a 
variety of applications, tang- 
ing from remote sensing for- 
environmental monitoring 
and telecommunications to 
space manufacturing in zero 
gravity. . 

Given its highly developed 
technological base and its 
good competitive position in 
the international market, 
which will surely be rein- - 
forced by the steadily ex- 
panding cooperation be- 
tween EC countries on air- 
craft and space projects, the 
future looks brightfor the West 
German aerospace industry. 


Indeed, the momentum gen- |}. 


erated by two factors alone— | 
buoyant demani worldwide | 

for civilaircraftand the g | 
ing interesti in | the commercial 





be sufficient to guarantée that 


the aerospace sector remains 
one of West Germany's most 


dynamic growth industries. 
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PAY, power and prestige have always 
K been the rewards of big-company bosses, 
but never in such a breathtaking way as to- 
day. America’s highest-paid executive in 
1988, Walt Disney’s Mr Michael Eisner, 
iade a cool $40m. The average 1988 pay of 
- se bosses of 350 of America's biggest com- 
panies surveyed by Business Week was over 
32m. Along with unprecedented money, 
some bosses have also gained unprece- 
dented power to remould corporations in 
their own images. But, as European execu- 
tives’ salaries take off in pursuit of Ameri- 
cans’, even the bosses are beginning to won- 
der whether giving so much to so few will 
save big firms—or tear them apart. 
‘The new plutocrats say they need both 
pay and power if they are to save big compa- 
nies from corporate raiders and enable them 
-to compete with entrepreneurs. After all, if 
the boss cannot take big risks on his per- 
sonal initiative and be rewarded accord- 
ingly, why should anybody else stick their 
head up out of a committee or aspire to the 
top job? The ‘snag, however, is that too 
much pay and power for the boss can be 
ore discouraging for emplovees than too 
/hen chief executives’ salaries soar 
sphere, more and more bosses 
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become an irritation rather than an inspira- 


tion for underlings. With still-higher pay 


ahead, the boardrooms are inviting a back- 
lash. 

Over the past decade bosses’ pay in 
America has increased by an average of 12% 
a year while production workers’ pay has in- 
creased by only 6%, according to a survey of 
both large and medium-sized companies by 
Sibson & Co, a firm of compensation con- 
sultants (see chart on next page). In 1960 
the average boss of a big American company 
earned about 20 times as much as the engi- 
neer who designed his products. Now the 
boss earns over 40 times as much. As com- 
petition becomes more global, American- 
style pay is working its way across the Atlan- 
tic. In 1988 the top 10% in Britain's 
executive-pay league table earned 50% more 
than their predecessors of a year earlier. 

Copying American-style compensation 
is one thing, understanding its logic is some- 
thing else. Mr Graef Crystal, a compensa- 
tion consultant and professor at the Univer- 
sity of California at Berkeley, analysed the 
pay of top executives at 170 of America’s 
biggest corporations. He found that a com- 
pany's size, its recent performance and the 
riskiness of its business all helped to predict 








a boss's pay—but only in 
the variation in pay, in 
no explanation but boa 





will climb still: of i 
the changing | jobs. Headhunt- 
corn ly surveyed 1,500 
ives he qualities they 
would expect Cessors to have. 
Though there: ations in the 
i id ous nationalit 


















































rate “vision” to 
ers. And, to ma 
of today's bosses: 
have more direct ; 
deploy” subordinates. ^^ — 
Several factors promote the powe 
profile of the boss. Informa 
enables individuals to run 
without a hierarchy of 
sift data and transmi 
and other financial 
shortages of capital n 
even the most megalomanic lead 
profile, higher-powered executives ha 
benefited from several quirks of the e 
tive job market. They include, — 
@ Leapfrogging. Nobody wants to pay 
top executives less than the average pa 
their peers. But as each firm outdoes the 
erage (which is carefully tracked by c 
pensation consultants such as Saate 
Saatchi’s Hay International), the a 
goes up. The next firm has to pay stil 
and so on. | 
@ Poaching. In part because increasing 
national competition has forced some ec 
panies to poach local talent to organise t 
drives into foreign markets, companies h 
become more used to bringing in executive 
from outside. In Britain, long a bastion 
grow-your-own management, chief execu 
tives of medium-sized companies are now ; 
likely to be brought in from outsid 
home-grown. Inevitably, poached execu 
tives must be paid more. = 
€ Personnel management. To ensure tha 
they have a supply of would-be bosses, bi 
companies are paying more attention to [ 
man resources and to "succession pl. 
ning" (ie, mapping who will step into w 
shoes and when). In doing this, some 
panies have cut the lists of those on th 
track from over 1,000 to a few h 
idea is that by lavishing more 
tention on fewer sprinter 
can best assure a suppl 

















i| leaders for tomorrow. But that cre 
divide between the superstars and the 
and focuses would-be poachers' atten- 
n just a handful of fast-trackers. 

erican accounting. Stock options 
up the bulk of the most massive Amer- 
compensation packages. Boards of di- 
ors now hand these out like sweets—en- 
ged by the fact that they do not appear 
anything. So long as the striking 
of the option is at or above the market 
of the firm’s shares when the option is 
nted, the firm does not have to give op- 
s a value in its accounts. That obscures 
ue of some very big hand-outs—often 
he executives who get them as well as 
oards who give them. Mr Graef Crystal 
ed the complicated equation which fi- 
iers use to value traded options to those 
d to Warner Communications’ Mr 
Ross in his proposed contract with the 
firm that will be formed if his company 
es with Time Inc. Mr Crystal reckons 
options are worth about $150m. Share- 
ders, who but for Mr Crystal would not 
known, will no doubt be astounded. 
A backlash against higher executive pay 
dy beginning. However much execu- 
s declare they want to be entrepreneur- 
ics say that only a few really take risks 
big as the rewards they are now getting. 
would begrudge the successes of those 
do. Disney’s Mr Eisner has fixed his sal- 
-at $750,000 a year; the really big money 
es from stock options and from bonuses 

give him a share of profits in excess of 

pecified (and rising) return on equity. Mr 
r has made shareholders even richer 
in himself. 
That is not always true. Many top execu- 
` have negotiated contracts with little 
risk. And no matter how many stock op- 
s he has, a chief executive working on a 
e-vear contract with a multi-million dol- 
den parachute (a pay-out in case of a 
e takeover, say) is hardly taking the 
e sort of risk as an employee who can be 










































































Average Hourly-paid Chie! executives’ 
annual production totai 
workers — compensation 


“4968 








| $6370 $157,000 
3978. $12,962 $373,000 
“4988 $21,735 $773,000 















Myopic high-fliers 


Y HAT does it take to get to the top 

/ of a big corporation? Brains, luck 
and ambition certainly help. But much 
also depends on the priorities of the big 
company in question. A recent survey by 


Korn/Ferry, a headhunter, and Colum- 


bia Business School found intriguing 


variations in what is expected of future 


them and weep. 


Contrary to recent experience, 


American bosses think that foreign com- 
petition will pose much less of a threat in 





| 
| 
| 
| 
| 
| 
chief executives. Americans will read 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
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pushed out of the door with two weeks’ pay. - 


Many top executives who took risks 
have managed to avoid the consequences 
when things went wrong. As Northrop's 
share price fell, its chief executive, Mr Tom 
Jones, found his 1.2m options at $46 a share 
to be worthless. Fortunately, his board ex- 
changed Mr Jones's worthless options for 
new ones at $30 a share—thus giving other 
bosses a new reason to keep up with the 
Joneses. 

Tougher boards of directors are the best 
hope for getting top executives’ pay under 
control and for insuring that risks match re- 
wards. In America boards do indeed seem to 
have increased their power over bosses. 
Though most American firms combine the 
jobs of chairman and chief executive, Mr 
Edward Bowman, a professor at the Whar- 
ton School of Business in Philadelphia, 
points out that outside directors have in re- 
cent years come to outnumber executives on 
the boards of big American firms (though 
they remain a small minority in Britain). 
Nominating committees are beginning to 
usurp the power of a boss to pack the board 
with buddies. But one snag is that, buddies 
or not, many big-company board members 
are also chief executives of other compa- 
nies—and thus have little incentive to get 
tough on pay. 

If boards do not get a grip on runaway 
bosses, there is a chance that governments 
will. America's has already imposed puni- 
tive taxes on the largest golden handshakes. 





to need much international experience. 
Instead. they are grooming high-fliers 


expect international competition to be 


Or, most dangerously, employees may begin Saat 






the twenty-first century than will domes- 
tic rivals. Thus today’s American chief 
executives do not expect their successors 


with experience in marketing and fr 
nance. And they are hoping to add some 
grasp of production technology to the 
skills of tomorrow's chief executives, be- 
cause they reckon their firms will in fu- 
ture compete hardest on price. 

. Japanese and Europeans, in contrast, 


intense. Europeans expect more than 
half of their revenues to come from for- 
eign markets. So international experi- 
ence will be crucial for tomorrow's Japa- 
nese and European bosses. Instead of 
competing on price, Japanese and Euro- ~ 
peans expect to compete on product 
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quality and innovation. Predictably, the | - 





Japanese stress products the most. They: | 
want chief executives with technical and | 
R&D skills, not marketing. Given the dif- | 
ference irr emphasis, whose products do | 
| 
| 


you expect to be buying in ten years? 








to vote against over-indulged bosses with 
their feet. There are already signs that the 
patience of middle-ranking executives may 
be wearing thin. Mr John Hunt, a professor 
at London Business School, regularly polls 
3.000 European managers about their goals. 
A few years ago, most said their goal was to 
climb to a higher rung on the corporate lad- 
der; today most are focused on "indepen- 
dence" and family life. Those are rewards 
more easily found outside big companies. 
Bosses beware. : 





Saatchi & Saatchi QC LIE 
Back to basics 


HE Saatchi brothers are just "ama 
teurs": that was the verdict of Mr Bob 
Jacoby when the former chairman of Ted 
Bates sold his New York advertising agency 
to Saatchi & Saatchi in 1986 for $500m 


(about a fifth of which he collected person- 


ally). Until recently, that comment seemed 
like just another example of ungrateful 
bitchiness in adland. But on June [4th 
Saatchi & Saatchi, now the world's biggest 
advertising group, announced that its in- 
terim pre-tax profits for the six months end- 
ing in March had fallen to £20.2m ($36m), 
less than a third of the profits in the same 
period of 1988, Its much-trumpeted consult- 
ing division is now up for sale and the whole 
aatchi group is valued at a miserable 
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We doubt it For the time being, international 
companies like yours will continue to suffer the 
inconvenience of separate currencies in every major 
market in the world. | 


o: t^s Position: 
Companies operating in multiple countries face - | re een 
‘significant currency conversion problems, like when it 
comes to consolidating accounts from New York, 
‘Tokyo and London. How great an obstacle this is 
depends on your choice of financial management 


Telephone: 


s On: P 
IBM Mid Rangel ] DECMini[ ] UNIXSupermicroL ]. PC or Network [: 


g "gi us Mail to our nearest SunSystems office: | 
To. receive a report on the financial : management ^A Northampton Lodge PO Box 57 244 East 48th Street 
coe nom i ie du pe I c ydg uw j . Canonbury Square. Crows Nest New York. | 
alternatives tried by international companies, just clip London NÍ 2AN NSW 2065 NY 10017 
p RN tA ee ee PM Adeo "PN England - Australia USA —— p s 
R business card m the de n It could change FONE Teh (01) 354 4131 Tc (029906 3012 Tc (212) 753 7777 
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i Unequalled ec 





onomic failures 


Latin America’s vast income ine ualities generate social conflicts that 


make economic success much harder to ac 






T HOUGH many of Latin America’s 
& economic woes can be blamed on the 


—]' rise in world interest rates or weak com- 
| modity prices, governments must bear 

^]. most of the responsibility for their eco- 
| nomic mismanagement. Last year the four 
-J- countries in the world with triple-digit in- 
|) flation were all in Latin America, One 
|] conclusion might be that Latin American 
| economists and politicians are less compe- 
j| tent than those, say, in East Asia. A recent 


| study* by Mr Jeffrey Sachs of Harvard 





acum aH 


^ University offers an alternative explana- 


tion. He argues that economic success in 
Latin America is impeded by social con- 


F- flict over vast income inequalities: eco- 


nomic policy becomes the battleground of 
competing interests, 

The distribution of income in Latin 
America is more unequal than ín most 
parts of the world, especially compared 
with East Asia. In Brazil, for example, 
where the poorest fifth of the population 
have just 296 of all income, the richest 


fifth have 67%, 33 times as much. In Tai- 


wan, by contrast, while the poorest fifth 
have 996, the richest fifth have just four 
times that, or 3796. On average, the rich- 
est 20% are 21 times as rich as the poorest 
2096 in Latin America, but nine times as 
rich in East Asia. 

Mr Sachs looks at the link between in- 
equality and economic performance. As 
the upper chart shows, middle-income 
developing countries with the biggest in- 
equalities are more likely to have had to 


reschedule their debts in the 1980s than 


“more equitable countries. He argues that 


political pressures arising from large in- 
equalities encourage imprudent policies 
such as fiscal expansion to tackle poverty 
and over-valued exchange rates to prop 
up the real wages of urban workers, In 


| particular, Mr Sachs examines the “popu- 


list" policy cycle which has been re- 








Real wages 


* change on previous year 


leve 





peated—and has failed—so often. 

First, some theory. Assume for simplic- 
ity that there are just two sectors: the ex- 
port sector based on primary commod- 


ities, and a labour-intensive, non- 
tradeable sector of manufacturing 
(shielded by import barriers) and services. 
Now suppose the government prints more 
money to pay for bigger food subsidies. 
The demand for non-tradeable goods, and 
hence the demand for labour, will rise, 
pushing up wages. If the exchange rate is 
fixed, prices will rise by less because prices 
of imported goods remain unchanged. 
Real wages therefore rise, while profits 
earned by (richer) owners of resources in 
the export sector are squeezed. 

At this stage the government basks in 
popularity: real wages and employment 
have both increased. Not for long. The 
consequent rise in the real exchange rate 
squeezes exports and boosts imports, 
pushing trade into deficit. The govern- 
ment is forced to run down its foreign-ex- 
change reserves or borrow abroad. But 
eventually these run dry, forcing a big de- 
valuation. Real wages, output and employ- 
ment tumble. Moreover, because the 
country’s net foreign assets will have de- 
teriorated and some of its export capacity 
will have been lost, the real currency 
depreciation will need to be bigger than 
the original appreciation. Real wages may 
easily end up lower than they were to start 
with. Meanwhile, the devaluation sparks 
off an explosive inflation. 

Populist policies are attractive in coun- 


tries where workers in the export sector 


are dominated politically by those in the 


non-tradeables sector. In Latin America - 
agriculture is concentrated in the hands of 









a rural oligarchy. In Asia, by contra 
based on millions of smallholders, 
number gives them political clout, w 
explains the greater resistance to ¢ 
overvaluation. : 
Mr Sachs looks closely at four p 
cycles where a government came to pe 
intent on improving the standard of livi 
of workers: Argentina in 1946-49 u 
Juan Peron, Chile in 1971-73 under Sah 
dor Allende, Brazil in 1985-88 under Jose 
Sarney, and Peru in 1985-88 under Alar 
Garcia. All four follow a common ec 
nomic and political pattern. All ende 
disaster, sometimes tragedy. - be 
The lower charts show hox 
economies followed the same: 
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Countries in bold ty 
rescheduled their debt 
the 15505 








































the four years after populist policies wer 
implemented. In their early stages all en 
joyed a boom in output, increases in real 
wages and reasonably stable prices— 
thanks to the fixed exchange rate. Th 
bad news: real exchange rates appreciate 
by 25-30% and the volume of exports fel 
20-40%. Once reserves ran dry, exchangt 
rates collapsed, resulting in recession, fall 
ing real wages and inflation. Althougt 
Argentina's inflation reached only 30% 
under Peron, which was low in relation to 
later years, it was high compared with 
stability of the 1930s and early 1940s 
wages rose 1676 in Brazil in the first tv 
years, then slumped 2796. In Chile t 
rose 29%, then fell 39%. | 
Such economic failures do not invali. 
date the goal of income redistribution in 
Latin America. The mistake was to use ex 
pansionary policies for this purpose. But. 
likewise, unfettered orthodox polici 
which completely ignore the problems of 
income distribution also risk defeat. 



































“Social conflict and populist policies in La i 
J. D. Sachs. NBER paper no. 2897 c 
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£700m. At one point in 1987 it was worth 

twice that. 

= Given their capacity for lecturing the 
- world about their industry and their often 

4 arrogant attitude towards shareholders, 

- Messrs Maurice and Charles Saatchi de- 
serve some of the criticism now coming their 

- way. Failing to turn up to your company's 


m. 


^ 
Lz 


annual general meeting, as Mr Charles 
Saatchi regularly does, may strike some ad- 
men as creatively hip. But it is rude to the 
- people whose money you have spent and ill 
- befits a "communications" company. 
— Separating the hype from the reality has 
- always been the key to understanding ad- 
= vertising. Paradoxically it was Mr Maurice 
— Saatchi's ability to do just that which first 
attracted City of London investors to ad- 
- vertising in the 1970s. Underneath all that 
- glib talk of creativity, he explained, there lay 
a business with a strong cash flow and a sta- 
- ble client base. He also saw that shrewd fi- 
nancial management—ie, collecting debts 
— quickly and paying creditors slowly—could 
. turn the enormous flow of advertisers' 
money that passes through an agency into a 
bonanza. Saatchi & Saatchi's 17 years of ris- 
. ing profits proved the point handsomely. 
The company still has that core busi- 
- ness. Its two agency networks, Saatchi & 
Saatchi Advertising Worldwide (ssaw) and 
_ Backer Spielvogel Bates Worldwide, are like 
“oil wells", according to one senior em- 
ployee. He argues that the brothers’ mistake 
= was to fritter away the cash the agencies pro- 
= duced on two projects that sounded (and 
- still sound) intellectually interesting, but 
- which do not make financial sense. 
The first of these two dazzling concepts 
- was the idea of a services conglomerate that 
—— could stretch from advertising to consulting. 
~ This proved too big a leap for clients to 


make. Saatchi & Saatchi has persuaded 








+ 








Brothers at bay 
82 


some advertising clients to use other market- 
ing services in the group, such as its design 
firm, Siegel & Cale, but its consulting busi- 
nesses have picked up few cross-referrals. In- 
terestingly, Mr Martin Sorrell, Saatchi & 
Saatchi's one-time finance director who is 
now head of wer Group, its closest competi- 
tor, has avoided consulting altogether. 

The other concept was “globalisation”. 
Because more and more big companies 
hawk their wares worldwide, the Saatchi 
brothers reasoned that the secret of success 
was to grow like fury and to offer big clients 
a global service. In its thirst for such growth 
the group often paid too much for acqui- 
sitions, the most notable example being Ted 
Bates. Many of its purchases entailed de- 
ferred payments to the old owners that are 
now sapping the group's cash flow—and 
will continue to do so for some time. James 
Capel, a London stockbroker, estimates 
that Saatchi & Saatchi will have to shell out 
£60m this year on such deferred payments. 
Going global also led to mistakes, such as 
opening an SSAW office in Japan without lo- 
cal help: some insiders say that it has been 
losing $1m a year. 

Saatchi & Saatchi now appears to have 
put these two ideas behind it. Some of the 
old cost-cutting zeal is back and it has pro- 
moted two new chief operating officers, Mr 
Roy Warman and Mr Terry Bannister, who 
successfully ran SSAW’s flagship agency in 
Britain, to run day-to-day operations for all 
Saatchi & Saatchi's advertising businesses 
worldwide. The duo, who share the same of- 
fice, belong to the close-knit "family" that 
has controlled the company since its foun- 
dation and, even better, they enjoy the re- 
spect of City analysts. All the same, some o 
their American colleagues would have pre- 
ferred to see an outsider with experience of 
running an international business brought 
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in as chief operating officer. 

Once Messrs Warman and Bannister 
have shed the consulting business, their 
main challenge will be to prove that they can 
make the two ad-agency "oil wells" pump to 
their full capacity. In particular they need to 
improve SSAW’s image in America. SSAW has 
recently picked up a batch of American ac- 
counts but its reputation is still considerably 
lower than it is in Britain. The other task is 
to tidy up the two agencies’ straggling opera- 
tions in smaller countries. 

And after this clean-out? Some analysts 
think the brothers may want to take the 
company private. But Saatchi & Saatchi 
could become a takeover target itself. One 
New York adman claims that several invest- 
ment banks have offered to back him if he 
were to mount a bid for the company. So far 
he has refused because he “‘still isn’t sure 
what unseen problems the company may 
have.” After Saatchi & Saatchi complet 
its summer cleaning, he says he will thir 
again. At the right price and with a guaran- 
tee that their name remained above the 
door, the Saatchi brothers just might ac- 
cept, reckons this potential bidder. 





Soviet oil and gas 


Exploding exports 


Ror sprawling oil and gas industry 
needs perestroika, which meant simply 
“rebuilding” before Mr Mikhail Gorbachev 
turned the word into a political rallying cry. 
The explosion in a four-year-old gas pipeline 
in the Urals earlier this month, which killed 
more than 500 passengers travelling in two 
passing trains, is the latest and most devas- 
tating of a series of mishaps to befall Russia's ` 
energy businesses. Mr Gorbachev put the 
blame on negligence and mismanageme! 
A leading Soviet energy expert, Mr P... 
Borodavkin, went further: he said that ele- 
mentary safety precautions had been ig- 
nored in the country's rush to expand its 
vast network of oil and gas pipelines. 

This looks like bad news for West Euro- 
pean countries, which already depend on 
Russia for a quarter of their gas supply. The 
Soviet Union is blessed with nearly two- 
fifths of world gas reserves, and 7% of the 
world's oil. More than 80% of the country's 
hard-currency earnings flow from exports of 
these two commodities to the West. This de- 
pendence has proved troublesome since oil 
prices collapsed in early 1986: the fall in en- 
ergy prices has lost Russia some $30 billion 
of hard currency. Its race to compensate for 
lost earnings by raising production—es- 
pecially of natural gas—is straining a 
creaking infrastructure. That is how acci- 
dents happen. 

By relying doggedly on energy exports, 


Russia may be doing its economy more harm 
| BUSINESS continues on page 87 > 
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Our BRIEF TO THE CHOCOLATIER: 


* 


"MAKE THE CHOCOLATES AS GOOD AS 
THE VIEW”. 


As the rich, creamy centre of 
a Regent chocolate melts in 
your mouth, you might well 
ask yourself a question our 
chocolatier faces every day. 
Are the chocolates as good as 
the view of Hong Kong? 
Perhaps one more will help 
you decide. 
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E Continuity and Commitment for the Future: 
j WestLB's Balance Sheet for 1988. 











Our promise is in markets. WestLB's WestLB group 1988 1987 national clients and bank of the savu 
our performance. results show con- (million DM) enhanced European banks, as the state 
sistent performance status through addi- bank of West Ger- 
Fiercer competition coupled with evi- Business tional bases in Milan many’s industrial 
oninternational mar- dence of a bank on voume 209.850 197,315 and Madrid. heartland of North 
kets. Higher ambi- the move: increased TOtal assets 165,002 152,504 Our acknowledged Rhine-Westphalia 
tions in financial and = investment in new Capital placing power Is à and as a streamlined 
corporate strategies. trading technology. and reserves 4,140 4,061 solid foundation for all-round supplier of 
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than good. In the five years to 1990 the So- 
viet Union plans to increase gas output by 
almost one-third to 850 billion cubic metres 
a year, and oil production by 796 to 12.7m 
barrels a day. To achieve this, it is investing 
on a vast scale. According to Cambridge En- 
ergy Research Associates (CERA), a Massa- 
chusetts-based consultancy, total energy in- 
vestment during the first half of the 1980s 
absorbed-9096 of the total growth in Soviet 
industrial investment, starving other indus- 
tries of extra capital spending. CERA esti- 
mates that this effort produced an increase 
in energy output of just 1396. Between 1986 
and 1988, energy investment has grown by a 
further quarter, as Russian planners worked 
to increase energy output by 1696 during the 
second half of the decade. 

Russia is running to stand still. As en- 
ergy prices have fallen, Russia's resources 
have become harder and costlier to 

ploit—a consequence of extracting oil 

d gas reserves almost regardless of their 
economics. Even shaky Russian statistics 
suggest that oil and gas investment will have 
to rise by 5096 every five years in real terms 
simply to keep output at its present level. 
Worse, a growing proportion of Russian oil 
is becoming more expensive to produce 
than to sell. And gas, apparently still cheap 
to exploit (though some Soviet economists 
have questioned the simplistic way its ex- 
traction cost is calculated), will become ever 
costlier as Russia struggles to meet ambi- 
tious export targets with marginal reserves. 

The Soviet Union wants more joint en- 
ergy ventures with western companies. Such 
ventures have two attractions: they reduce 
the demands on Russia’s resources by cut- 
ting investment costs, and they give Russia 
access to superior western technology. Meet- 
ing this goal is proving difficult, because 
Russia is being squeezed by low oil prices for 
its energy exports and the now-rising cost of 

stern energy technology. CERA reckons 
it the purchasing power of every barrel of 
Russian oil, in terms of the (for example) 
West German machinery it can buy, is now a 
uarter of its 1985 level. Little surprise, 
then, that imports of energy-related equip- 
ment from the West have stagnated. Except 
for some gas-transmission equipment, Rus- 
sia relies on domestically produced technol- 
ogy of elderly design and suspect reliability, 
together with imports from low-tech Roma- 
nia. In 1988, Romania provided over half (in 
rouble terms) of Soviet imports of oilfield 
equipment. 

With few joint ventures in oil and gas 
exploration and production in the pipeline, 
Russia's energy industry is likely to plod on 
inefficiently, while attempting to raise ex- 
ports to the West whatever the cost. Gas ex- 
ports to Western Europe are the key to this 
strategy. Soyuzgazexport plans to lift ex- 
ports to Western Europe by 4096 by 1995, 
which could leave the Soviet Union with a 
third of the market, Russia's pipeline capac- 
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End of another Russian pipe-dream 


ity to Western Europe is about 40 billion cu- 
bic metres a year and, in winter, it operates 
close to capacity. Compressor breakdowns 
in the harsh Siberian climate now cause oc- 
casional supply cuts, so expansion to beat 
seasonal bottlenecks will be a priority. 

This may revive American worries 
about Western Europe's dependence on 
Russian gas. Those last came to a head with 
the trans-Siberian pipeline row in the early 
1980s. To defuse this, West European coun- 
tries hazily offered to limit Russian gas sup- 
plies to around one-third of their total; but, 
already, West Germany has breached that 
limit while France and Italy are close to it. 
So Russia will concentrate on markets, like 
Spain and Portugal, which are not bound by 
the one-third limit—and, when a cross- 
Channel pipeline is built (probably by early 
next century), on Britain. 

Life would be made easier for Russian 
oil-and-gas exporters if their country was 
not using so much energy itself. While the 
amount of energy America consumes per 
unit of GDP has fallen by more than a quar- 
ter since 1970, Russia's energy intensity has 
risen by 1896. With energy prices set to re- 
main low for years, increasing the pressure 
on Russia to raise oil and gas exports, energy 
conservation will be high on the Gorbachev 
agenda for the 1990s. 





American TV shopping 


Couch-potato 
paradise 


NEW YORK 


OME Shopping Network is American 
television's master of the hardest of 
hard sells for 24 hours a day, seven days a 
week. The 62m households that regularly 




















































BUSINESS 
tune in to the network's rapid-fire patter 
buy everything from jewellery to telepho es. 
that look like tomatoes to teddy bears that 
play "Love Me Tender" when prodded. But 
Home Shopping has not been such a hit 
with investors, primarily because the com- 
pany has found it much easier to sell to 
couch potatoes than to make a profit. : 

Many of those who thought they would 
get rich quick investing in a company that 
was changing the way America shops are 
nursing painful capital losses. Shares in 
Home Shopping soared after the company 
went public in mid-1986, reaching a high of 
$47. On June 14th they were trading on the - 
American Stock Exchange at a mere $514. 

Home Shopping is the market leader in - 
the electronic-retailing business, accounting 
for about half of all sales. It purchases much. 
of what it sells from manufacturers’ bank- 
ruptcy sales and from over-stocked wholesal- 
ers and retailers. When Home Shopping. 
went public one analyst predicted that telly 
shopping could account for one-quarter 1 o 
one-third of all American retail sales by the 
mid-1990s. Such forecasts set off a stampede 
for the shares. Home Shopping's chief exec- 
utive, Mr Roy Speer, a born salesman, did 
little to quell the ebullience, bragging in an. 
annual report that his company had "cre-- 
ated a whole new industry”. a 

Home Shopping’s growth would satisfy - 
most companies, but measured against the - 
astronomical expectations for the firm its 
sales look disappointing: up from $160m in. 
1986 to $582m in 1987 to $730m in 1988. - 
And its net profit looks earthbound: $17m. 
in 1986, $30m in 1987, $18m in 1988. In the 
six months to February 28th, the first half of 
its current financial year, little improvement 
is discernible. Even the sceptics expected. 
much more from a company that has in- 
creased sevenfold the number of television — 
households it reaches, from the 9.1m it had 
when it went public. 

Is electronic retailing a fad, like hula 
hoops, as many on Wall Street and in the 
shopping business now believe? Answer: ir1 
has not yet had a fair test. It takes time for- 
consumers to accept a new idea that in- 
volves a change in their habits—and the 
corporate hares that bring the idea to mar- 
ket are often overtaken by the corporate tor- 
toises that perfect it. ^ 

Americans spend about $35 billion a 
year on shopping through mail-order cata- 
logues. Many may switch to television shop- 
ping when it offers a competitive service. 
This is not Home Shopping's strategy. It e 
courages impulse buying, rather than offer- - 
ing an array of choices for customers to se- 
lect from. So it fails to satisfy the person. 
interested in buying, say, a blue shirt. He 
wants to be able to inspect at his conve- 
nience the quality and price of shirts on of- 
fer—as he can do by going to a store or, aca 
least partially, by leafing through a mail- 
order catalogue. The potential of electronic 
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retailing will not be tested until an experi- 
enced retailer with deep pockets enters the 
business in a big way (not gingerly as J.C. 
Penney has done) and commits its best and 


brightest, backed by hundreds of millions of 


dollars, to make it a success. 





Japanese space industry 
Listless lift-off 


TOKYO 


FTER steel, cars and semiconductors, is 
Japan tooling up to take over the com- 
mercial space business? Many in the United 
States think so, hence America’s decision to 
highlight satellites as one of three Japanese 
products on its recent “Super 301” list of 
markets closed to foreign competition. Yet 
this is misleading; Japan’s ban on purchases 
of foreign satellites began to crumble about 
four years ago because of the cost and ineffi- 
ciency of domestic models—just one sign of 
how far behind the country remains in space 
technology after years of trying to catch up. 
Why are the Americans worried? 

Japan's engineers have used more imagi- 
nation than megabucks to get into space. 
Twenty years ago, when America's National 
Aeronautics and Space Administration was 
spending an annual $4 billion to put a man 
on the moon, the Japanese government be- 
lieved $25m a year was more than enough 
for its budding rocketmen. Japanese spend- 
ing has risen since, but America's has in- 
creased by far more (see chart) and still 
dwarfs the Japanese effort. 

This year the Japanese government ex- 
pects to spend Y155 billion ($1 billion) on 
space. The money is for a string of commer- 
cial satellites and an ambitious rocket devel- 
opment programme overseen by the Na- 
tional Space Development Agency (NASDA), 
together with a separate space-research pro- 
gramme carried by the Institute of Space 
and Aeronautical Science, as well as odds 
and ends undertaken by other government 








Mission improbable 


agencies. 

Space research on the cheap has meant 
the Japanese still rely on under-powered 
launchers. Their workhorse is the three- 
stage H-I rocket. Like its predecessors, the N-1 
and Nt, this is based on a 25-year-old Thor- 
Delta built by McDonnell Douglas in the 
United States. Japan's main contribution to 
the H-4 is the motor that drives the rocket's 
second stage: a shiny new design that burns 
a powerful brew of liquid hydrogen and liq- 
uid oxygen. 

Though only three years old, the H- is 
still a decade behind the times. With its pair 
of strap-on boosters, it can lob half a tonne 
of payload into geostationary orbit (the 
commercially valuable orbit in which a satel- 
lite is “parked” over one spot on the equa- 
tor). That is not nearly good enough. Com- 
mercial payloads are more like two tonnes. 
America's space shuttle and its new Titan 
rocket, Russia's old Proton rocket as well as 
Europe's Ariane-4 can all put two tonnes 
into geostationary orbit. Anything less 
means using satellites offering nothing like 
enough voice circuits or television channels 
to be commercially viable. 

Lack of oomph has also grounded Japa- 
nese hopes of grabbing a large share of the 
growing business of space "applications" — 
manufacturing and processing up in the sky. 
The principal activists—Mitsubishi Heavy 
Industries, Nissan and Ishikawajima-Harima 
Heavy Industries with rockets; NEC, 
Mitsubishi Electric and Toshiba with satel- 
lites—talk about cornering 20% of the 
world market for space applications by 
2000. How big a business that will be is any- 
body's guess. America’s Centre for Space 
Policy puts it at $25 billion a year by then, 
with spaceborne drug-making offering the 


biggest slice. Japanese experts plump for $35 
billion a year within a decade. Either way, 
the space business could add up to roughly 
the same volume of worldwide sales as con- 
sumer electronics does today. 

Yet much of it, for some years to come, 
is destined to lie tantalisingly beyond Ja- 
pan’s reach. Even when Japan has technol- 
ogy to offer, it is still too expensive. Space 
analysts in the Tokyo office of W.I. Carr, a 
stockbroker, reckon that Mitsubishi Elec- 
tric's Sakura communications satellites, 
with their 8096 Japanese content, set the 
customer back $190m apiece after being put 
into geostationary orbit by an H-I rocket. A 
comparable satellite like the one the govern- 
ment-owned broadcaster NHK has recently 
bought from America's General Electric is 
expected to cost barely half that when 
launched by Europe's Ariane-4 from French 
Guinea. 

The biggest reason for the difference i 
costs is the Japanese rocket's much small 
lifting ability, which explains the urgency at 
NASDA to press on with the H-I's successor. 
The Ht should be able to deliver two-tonne 
satellites into geostationary orbit by the 
mid-1990s for $120m a shot. Even then, 
American and European rockets will be at 
least a third cheaper. 

But the Japanese may be willing to un- 
derwrite the difference. The real significance 
of H-Il is that it gives Japan the freedom to go 
touting for space business. Having at last a 
rocket of its own that is completely home 
made, Japan will be free of the technology 
agreement signed with America in 1969 that 
allows the United States to veto any deals to 
launch satellites for other countries. The 
prospect of Japan's new commercial free- 
dom in space, not a handful of lost Ameri- 
can satellite sales in Japan, is what is really 
bothering the Americans. 





European charter airlines 


In for the 
long haul 


F THEY become too fat and happy, even 
officially sanctioned cartels are not im- 
mune to competition from aggressive up- 
starts. Witness the inexorable growth of Eu- 
rope's independent charter airlines, which 
have outpaced the continent's dominant 
state-owned flag carriers. | 
Confined to what was considered a mar- 
ginal and cut-throat market—cheap holiday 
flights—independent charter airlines have 
managed to win about half of all intra-Euro- 
pean passenger traffic measured in revenue- 
passenger kilometres (the number of passen- 
gers on each flight multiplied by the 
distance of the flight). That is despite being 
treated as second-class citizens by European 
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Investing in our strong suits 
is bringing rewards 


[n the last year, Unigate has continued its 
policy of concentrating on those activities which 
it knows best and which show the greatest 
potential for growth - food and distribution. 
This strategy is now bringing rewards, with 
profits up 7% over 1988 at £100.5m. Sales have 
increased by a healthy 9% to £2,355m, and our 
progressive dividend policy is maintained by a 
1096 increase on 1988. 

Following the sale of part of Unigate 
Dairies in early 1989 for £152 million, our de- 
pendence on the mature market for liquid milk 
for profit has been reduced from 30% to 20%. But 
food remains the Group's major business and 


accounts for 7596 of our total sales. 


The contents of this statement have been approved for the purposes of section 5 





KEY RESULTS 
1989 1988 


£2,355m £2,165m 
£100.5m  £94.0m 
29.6p 27.6p 
13.90p  12.65p 


Turnover 


Pre-tax Profit 


Earnings per share 
Ordinary Dividends 


The continuing success of St Ivel's strong 
brands, Gold, Shape and Real, rewards their 
commitment to the needs and changing tastes of 
health-conscious consumers. 

In America, our Frigo and Gardenia cheese 
brands achieved record sales and the Blac k-Eyed 
Pea restaurants enjoyed their best year ever. 


Our Wincanton motor and transport 


business showed a top gear performance with 
brisk acceleration to record profits. 

The single-minded pursuit of excellence 
in those fields we know best will, we are sure, 


continue to pay handsomely in the years ahead. 








FOOD AND DISTRIBUTION |] 
For a copy of the 1989 Annual Report, please write 

| to: Public Affairs Department, Unigate PLC, 
Unigate House, Western Avenue, London W3 08H 
Name 


| 
| Address 
| 
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7 of the Financial Services Act 1986 by Peat Marwick McLintock, which is authorised by the ICAEW to carry on investment 


business. Past performance is not necessarily an iridication of future performance 
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E governments. Not content with humiliating 
— Europe's pampered scheduled carriers on 
their home turf, charter airlines are now us- 
ing the same low-price strategy to challenge 
scheduled carriers on long-haul routes be- 
tween Europe and the rest of the world. 

Europe's charter operators once oper- 
ated only crowded low-cost summer flights 
as part. of a pre-arranged package holiday: 

typically two weeks in Spain with a hotel 
Bo: meals included in the price. Flying holi- 
— daymakers to Mediterranean resorts is still 
- the bulk of their business. But some charter 
airlines now operate aircraft fleets as mod- 
ern as any in the industry, with levels of ser- 
vice as as, and in some cases better 
than, those offered on an economy-class 
- journey with a scheduled carrier. 

As Europe's holidaymakers get more ad- 
= venturous, the charter airlines are launching 
. services to the remotest destinations. A few 
. years ago most long-haul holidaymakers 
. would fly on seats block-booked by tour op- 
 erators with scheduled carriers. But new 
| types of aircraft allow charter airlines to 
move into the long-haul market without 
buying a 500-seat jumbo jet. Boeing's ex- 
_ tended-range version of the twin-engined 
— 36i for instance, is capable not only of shut- 
! . tling 250 or so passengers between London 

. and Corfu, but also of flying them economi- 
- cally across the Atlantic. 
. This flexibility has enabled the charter 
airlines to offer the kind of low prices that 
- have helped them grab so much intra-Euro- 
pean traffic. Thomson Holidays, Britain's 
— biggest tour operator, has been offering two- 
— week holidays in Orlando, Florida, with a 
hotel and a hire car for around £450 
.. ($680)—barely £100 more than for a typical 
-. fortnight in Spain without a hire car. Last 
- year Thomson sold some 25,000 long-haul 
holidays. This year it expects to sell about 
- 150,000. Of those, 116,000 will be put 
x -through Thomson’s sister company, Britan- 
nia Airways, and other charter airlines. 
Er Britannia is Europe's biggest indepen- 
— dent charter airline and aims to carry some 
7.5m passengers this year. It has placed $1 
- billion-worth of orders and options for 16 
extended-range 767s. lt already operates 
.. eight 767s in its fleet of more than 40 aero- 
. planes. Britannia recently launched a char- 
— ter service to Australia, stopping in Bahrain 
and Singapore, with prices starting from 
£699 for two weeks—complete with an 
apartment in Perth. A British Airways 14: 
= day economy return ticket to Perth in June 
= €osts £795. Britannia will also start charter 
. flights to New Zealand this winter. 

Similar long-haul bargains are available 
elsewhere in Europe. LTU, the second-big- 
gest airline in West Germany after 
Lufthansa, is a privately-owned holiday and 
charter group. Last year, with 16 aircraft 
(now 22 and with others on order), it flew 
3.5m passengers, about 60% of them to 
Spain. But LTU also flew 13% of its passen- 







1 


! 














Time gentlemen, please 


GENEVA 


HE Swiss watch industry, which al- 

most went belly-up when quartz 
movements swept the world market 15 
years ago, is facing a new challenge—for 
diametrically opposed reasons. There are 
simply not enough qualifed watchmak- 
ers to fill the demand for luxury, me- 
chanical watches. 

Since quartz watches began to sport 
conventional analogue faces (ie, with 
hands) rather than just the original digi- 
tal read outs (most unmodish), custom- 
ers have caught on to the idea that there 
is little difference between the guts of a 
$30,000 gold-encrusted quartz watch 
and that of a SFr50 ($19) plastic Swatch. 
Because people who buy expensive 
watches want to be different from the 


The man to watch 


gers far outside Europe and these long-haul 
flights accounted for some 3096 of its DM2 
billion ($1.1 billion) sales. 

LTU recently added destinations such as 
Nassau and Honolulu to its charter services. 
On its American services—the only routes, 
so far, where it is allowed to sell tickets just 
for the flight instead of a flight-hotel pack- 
age—it is picking up business travellers. On 
some flights up to a third of the passengers 
are Americans. 

Even in France, a difficult country for 
any airline which dares to compete against 
state-owned Air France, charter operators 
are making headway. French tour operators 
have been offering holidays to Brazil for less 
than FFr5,000 ($730) on flights provided by 
Minerve, a privately-owned airline founded 
12 vears ago. 

The charter airlines often have to clam- 





crowd, they now want to wear an old- 
fashioned, mechanical timepiece. But 
these snobs are having to wait months, 
and sometimes years, before they get to 
fasten the fanciest mechanical models 
around their wrists. 

In 1970 the Swiss watchmaking in- 
dustry employed 90,000 people, a major- 
ity of them qualified specialists. By 1984 
watchmaking employed only 30,000, 
many of them unskilled. Until recently | 
the reservoir of ex-watchmakers made it | 
possible to fill specialists’ jobs as they fell | 
vacant. Now there are almost no special- 
ists left who are ready or willing to go 
back to watchmaking, and almost two 
decades of doom and gloom have dis- 
couraged young people from entering 
the profession. No wonder. Trainee 
watchmakers attend one of five special- 
ised Swiss schools for a minimum of four 
years and then serve an apprenticeship 
of three-four years. That is almost as 
long, observe proud ex-watchmakers, as 
it takes a doctor to qualify. 

For customers who do not like wait- 
ing, one way of getting around the delays 
is to bid at auction. In April a Swiss 
watchmaker, Patek Philippe, put a 
brand-new mechanical watch on the auc- 
tion block for the first time, a hyper-com- 
plicated pocket model that can do every- 
thing from displaying the time of various 
spots around the globe to identifying the 
date of Easter in 2138. Although bare of 
diamonds or other decorative gems, the 
watch sold for SFr4.5m. Not long after 
purchasing this ticking paragon, its 
anonymous buyer claimed to have re- 
ceived an offer of SFr8m for it from ar 
American investment syndicate. 


ber over official hurdles before they can get 
going. Minerve had to send passengers by 
coach from Paris to Brussels for flights to the 
French West Indies before it finally won per- 
mission to operate a scheduled service direct 
from Paris. 

Air 2000, a British charter airline which 
started in April 1987 with a fleet of brand- 
new aircraft, also faces some silly official ob- 
stacles. It operates a service between Glas- 
gow in Scotland and Orlando, Florida. But 
Prestwick is officially designated by the Brit- 
ish government as the "gateway" for Scot- 
tish transatlantic services. So Air 2000 flights 
are forced to take off from Glasgow and 
then land at Prestwick—just 24 miles 
away—before continuing on to America. 
The airline is fighting this anti-competitive 
nonsense in the courts. 





y 


T | |. THE ECONOMIST JUNE 17 1989 












ae 





ying to deregulate, which means breaking the power of its 


ks. D don’t hold your breath 








C yUSHED by the country’s antitrust au- 
CK thorities, an evangelising president of 
the central bank and competition from 
overseas, Switzerland's capital markets are 
inching into the real world. Last month the 
: federal cartel commission called for the dis- 
tling of most of the 20-odd conventions 
yewiss for cartels) which for 50 years have 
fixed prices and practices in the country’s 
banking and. securities markets. What is 
more, these cartels have set in concrete the 
-power of the three big banks—Union Bank 
of Switzerland (uss), Crédit Suisse and 
; Swiss Bank Corporation. 
>o. There is hardly a nook in Swiss finance 
mot. dominated by the big three banks. 
Many of the smaller Swiss banks and the 
246 foreign financial firms in Switzerland 
have to be satisfied with crumbs from the 
table of the big three. Together they control 
d half of Switzerland's SFr1.2 trillion 
(00 billion) of private-banking funds— 
seful to soak up new issues in Switzerland's 
apital markets (essentially Swiss franc 
ids) which the three banks dominate. 
ast year they launched over three-fifths of 
ll Swiss franc bond issues. 
ups, Crédit Suisse and Swiss Bank Cor- 
tion also hog Switzerland's stockmarket 
g, accounting for perhaps four-fifths 
























of all commission business in stocks and 
bonds in Zurich, the largest of the seven- 
bourse federation. In more than half of all 
their orders, the big three banks match 
buyer and seller from among their own cli- 
ents, and take to the bourse only such busi- 
ness as they cannot match. 

The big banks, through one of the con- 
ventions, impose fixed commissions for 
share deals worth less than SFr2m. And, 
through their power on the admissions 
board (which vets listings of stocks and 
bonds), the big three can veto applications 
for new issues. This makes it harder for 
smaller banks to launch the shares and 
bonds of small and medium-sized firms in 

























































Switzerland (and easier for the big 1 
banks to carry on lending to tho 
companies). j 

Yet rivalry is already straining the cl 
biness of the big three. Take the Swiss fr 
bond market, which is dominated by a 
member syndicate, marshalled arounc 
big three. banks. Until the begin 
1988, the big three took rurns to la 
sues, setting tiny quotas for othe 
members of the so-called. “big” 
such as Banca della Svizzera ltalia 

Two years ago a grey market fo 
sprang up in Zurich's neighbouri 
of Zug, in which new issues are a 
the end of their public subscripti 
A grey market, forbidden under 
the Zurich stock exchange, emerged beg 
the big syndicate was launching issues 
overblown prices. The Zug market expl 
the gap between the cartel price and wh: 
traders thought would be the free ma 
price of the bonds once they were launche 
That undercut the cartel. ; 

Another thing that helped strain 
cartel was the behaviour of Crédit Suisse ut 
der the free-wheeling Mr Hans-Joe 
Rudloff, a member of the bank's execu 
board. He had made his name in the bank 
investment-banking joint venture, Cred 
Suisse First Boston, building it up in th 
early 1980s into a power in Lon 
Euromarkets. He was brought to Switze 
land by Mr Rainer Gut, the e $ chai 


UBS off the top of the Swiss a Heisa 
league for foreign bonds, which domina 
the market. 

This happened last year (see table 
Crédit Suisse started to trade in the gri 
market, shocking its two big rivals. Th 
helped the bank to price its issues mor 
finely and gave it extra distribution powe 
By pinching clients from other syndica 
members and refusing to participate in some 
deals because he did not like the terms, Mr 
Rudloff at least forced the big syndicate to 
rewrite its rules, even if he failed to make 
them (including Crédit Suisse's domestic 
nanciers) scrap it. Foreigners can now joi 
any member can lead-manage an issu 
members are no longer obliged to join eve 
underwriting; and all bonds can be returned 
to the lead manager if other banks can 
distribute them. The result: profit margi 
have slumped. | 

Competition will remain intense b 
cause the big banks have the power to tal 
huge issues onto their books when they ca 
not be sold. At any moment, the thr 
might each have SFr4 billion-8 billion wort 
of such issues lying on their balance sh 
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(coyly referred to as "client facilitation”). 

How long will the big syndicate survive? 
Pressures to dissolve it (and two smaller syn- 
dicates which live off its crumbs) might 
come from a secessionist Mr Rudloff. Or 
they might come from those buccaneering 
banks which currently form their own ad 
hoc syndicates. The most notable is S. G. 
Warburg Soditic, a Geneva-based bank half- 
owned by S.G. Warburg, a British invest- 
ment bank. It has come closest to challeng- 
ing the dominance of the big three, mainly 
by wooing new borrowers. 

Yet as long as the Swiss National Bank 
insists that Swiss franc issues be handled in 
Switzerland, some form of syndicate looks 
set to remain. Mr Markus Lusser, the presi- 
dent of the bank, says he wants to scrap the 
rule as soon as the Socialist finance minister, 
Mr Otto Stich, scraps the stamp duty 
charged for issuing and trading securities in 
Switzerland. If the Swiss National Bank al- 
lowed Swiss franc bonds to be issued by 
banks outside the country, it says, stamp 
duty (of up to 396) would drive the whole 
new-issue business to London. 

Allowing direct competition with over- 
seas markets would be no bad thing even if 
the hated stamp duty remained, if only be- 
cause it is happening already in a less visible 
way. Foreign borrowers who want to raise 
Swiss francs can do so by launching, say, a 
dollar issue in London or New York and 
swapping the proceeds into Swiss francs. 





That has become easier as a weak franc and 
higher Swiss interest rates have closed the 
gap with American rates in the past few 
months. The Swiss National Bank, as well as 
moneymen in Zurich, are waking up to this 
swap-driven threat. 


Fortress Switzerland 


Though Mr Lusser preaches a good sermon 
on the iniquities of stamp duty, he is at his 
most fiery on the creakiness of the Swiss 
stockmarkets. These seem to be designed to 
keep investors—especially foreigners—out. 
And they make Japan seem positively 
inviting. 

For a start, companies have the right, 
granted through the Swiss commercial code, 
to choose their shareholders. That is why 
Nestlé, a food giant, last winter caused an 
uproar among xenophobic Swiss corporate 
managers. It allowed foreigners to buy its 
registered shares, which are those with the 
most voting rights. Nestlé complained that, 
by forbidding foreigners to own registered 
shares, these languished at prices that did 
not reflect the true value of the company. 

If foreigners find it hard to invest in 
Swiss shares, domestic institutions (ie, insur- 
ance companies and pension funds) do not 
even like to do so, complaining of poor re- 
turns, high risks and a foggy stockmarket. 
By law Swiss institutions cannot hold more 
than 3096 of their portfolios in equities. Yet 
most invest 10% or less, compared to 





around 6096 for British instutions. 

Mr Lusser fears that, as Europe move: 
towards a single market in goods and ser 
vices, with capital flowing to the freest mar 
kets, Swiss companies will be left out 


Nudged by the Swiss National Bank, the big 


- gest three stock exchanges (Zurich, Genev; 


and Basle) are moving away from an open 
outcry floor-trading system for shares anc 
bonds towards adopting a screen-based 
market-making system. Since the big thre 
banks currently match so much stockmarke 
business in-house, and since regional rival 
ries between the bourses fragment wha 
business is left, liquidity in Switzerland’ 
stockmarkets is dire. 

The Swiss National Bank, the self-ap 
pointed overseer and saviour of the capita 
markets, would like to see more transpar 
ency; greater investment in equities by Swis 
institutions; and decartelised markets. All o 
which means taking on the big three- 
easy or swift task. 

The Swiss bankers' association must re 
ply by July 11th to the cartel commission’ 
calls for the dismantling of the price-fixin; 
conventions. Next stop is the Federal Coun 
cil, Switzerland’s government. Yet finan 
ciers can argue that breaking with these con 
ventions will hurt small banks more than bi 
ones—and even reinforce the big three’ 
grip. So expect horse-trading. Switzerland i 
a country of consensus, which means com 
promise and delay—in other words, cartels 





American mortgage lending 


Hey Mac, spare a dollar? 


NEW YORK 


OULD the American taxpayer find 

himself again digging into his pocket, 
this time for federally sponsored mortgage 
agencies’ These are in the business of mak- 
ing home ownership more widely available. 
They are private companies with a stock- 
market listing. Yet, because they have a so- 
cial role, they enjoy the implicit backing of 
the federal government. 

The agencies are the Federal Home 
Loan Mortgage Corporation (Freddie Mac) 
and the Federal National Mortgage Associa- 
tion (Fannie Mae), which buy mortgages 
made by other institutions (eg, banks, and 
savings and loans). These mortgage origina- 
tors are less concerned about the credit 
quality of the loan if they know that Freddie 
Mac will buy the mortgage. The mortgages 
are held in Freddie Mac’s portfolio as loans 
or pooled into securities, both implicitly 
backed by the government. 

Freddie Mac sees itself as a socially re- 
sponsible institution with a role to play in- 
vesting in depressed areas. One example is 
the Bronx, a low-income district of New 


York where Freddie Mac has made 857 
92 


loans (mainly for apartment buildings) for a 
total exposure of $663m. But the Northwest 
Bronx Community and Clergy Coalition, a 
big tenants’ association, says that Freddie 
Mac has been taken for a ride by slum land- 
lords who buy buildings on the cheap and 
then refinance them with Freddie Mac up to 
a maximum of 85% of their appraised (ie, 
inflated, say the tenants) value. 

- The tenants say that landlords often use 
Freddie Mac refinancing as a downpayment 
for another building. They say that the easy 
availability of government-backed credit in 
the Bronx has allowed landlords to engage 
in speculation while all the risk is borne by 
the taxpayer—and the mortgages are not 
privately insured. As a result, the Bronx has 
turned from an area where banks will not 
lend into one that is overfinanced. The ten- 
ants see an unsustainable speculative bub- 
ble, where prices have increased from an his- 
toric average of three times the rental yield 
of a building to six times. They worry about 
a bust leading to foreclosures, abandonment 
or even arson, with a hard-up landlord set- 
ting fire to a property to collect insurance 





Bronx-side story 


and pay off the mortgage. 

In April the tenant group asked the Se 
curities and Exchange Commission (SEC) t« 
investigate whether hundreds of apartment 
building mortgages in the Bronx were dan 
gerously inflated, putting taxpayers at risk 
It was told firmly (and correctly) that th 
SEC's job was to protect investors, not tax 
payers. Their campaign has, howevet 
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ares in small, go-go companies are attracting fund managers 


E year to the end of May, the 
nty NatWest/Wood Mac global 
companies index (see chart) rose 
6.1% compared with an 11.8% rise in 
the Morgan Stanley Capital International 
world index. A short-term phenomenon? 
In Britain the Hoare Govett Smaller 
;ompanies index, which comprises about 
1,200 stocks, outperformed the Fra All- 

share index between 1955 and 1988 by a 





















| healthy 6% a year (after reinvesting 
|. dividends). 
| Until recently, only a handful of 
|] firms—including Dimensional Fund Ad- 
] visors, Ivory & Sime and Rowe Price- 
M Fleming International—invested in small 
F companies worldwide. Now more are do- 
ing so. Schroders, a British merchant 
bank, already has several regional small- 
company funds; another merchant bank, 
Morgan Grenfell, is about to launch 
| something similar. 
- . ln theory, these funds should all con- 
X centrate on the same kind of securities. In 
- practice, there are almost as many defini- 
— tions of a small company as there are fund 
managers. But, broadly, small means com- 
panies capitalised at less than $500m. For 
] example, the County NatWest index in- 
| cludes companies from the indexes of 
» Stockmarkets around the world but only 
those which fall in the bottom 1096 by 
capitalisation of any domestic index. That 
usually trawls up companies with a market 
capitalisation of less than $500m. 
^. However, County and Goldman Sachs 
plan jointly to launch a new index in the 
j. next two months containing about 1,130 
| stocks which appear in the bottom quar- 
r ter of their home-country index. Included 
| in the benchmark will be firms such as 
| Teijin, a Japanese polyester manufacturer, 
~ and LASMO, a British oil company. Those 
two had market capitalisations at the end 
| -of 1988 of $5.9 billion and $1.4 billion re- 
. spectively. Confused? So are small-firm 
= specialists who trade stocks too tiny even 
to make their home-country index. 
|. Haggling over definitions, though, has 
- not dampened enthusiasm for small-firm 
tocks among their main buyers—invest- 
ng institutions. According to Mr Car- 
ine Grigoli, who is in charge of portfolio 
strategy at First Boston, a New York in- 
A vestment bank, the bottom of the market 
- for smaller issues was reached in Decem- 
= ber 1987. Since then, it has rallied as in- 
vestors unhappy with the performance of 
ome blue-chip investment portfolios 
have caught on to the growth potential of 
market minnows. 
























MARKET FOCI 


ROTONDA 

At the end of September 1987, the av- 
erage price-earnings (p/e) ratio of small 
firms in the Hoare Govett Smaller Com- 
panies index was about 23, compared to 
an average of around 17 on the Fra All- 
share index. The average p/e ratio of 
stocks on the Hoare Govett index is now 
15 compared to the market average of 


about 13.5. 





Investing in small(ish) companies has 
risks. Five firms in the Hoare Govett in- 
dex went bust in 1988. The shares of an- 
other 33 dropped to less than half their 
value at the beginning of the year. 

In contrast to London, Tokyo has not 
been a happy hunting ground for small- 
firm stocks. For more than a decade the 
securities of smaller companies on the sec- 
ond section of the Tokyo Stock Exchange 
have generally lagged behind those of 
firms on the first section, though individ- 
ual companies enjoy their day in the spec- 
ulative sun. This trend continued in 1988 
when the Nikkei 225-share index rose by 
almost 40% compared to an 18% rise in 
the second section. 

Though investors remain wary of 
smaller Japanese companies, they have 
piled into continental European markets. 
Mr Friedrich Nagler, an investment off- 
cer at ABD International, a West German 
fund manager, attributes this to the 1992 
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-likely to find winners. 


effect. Money has been flowing into: 
shares of banks and insurance compan 
which are most likely to see a wave 
mergers and acquisitions. In its West Ger: 
man portfolio, ABD has equity stakes 
two small, independent insurance compa- 
nies, Mannheimer Versicherung and Hel- 
vetia Feuer, which it believes will be 
snapped up by larger groups. E 
Mr Nagler has also constructed h 
own global index of about 2,100 sma 
companies in 18 markets around ` 
world with market capitalisations. 
$30m-400m. By comparing the Europ 
components of this with the | 
Stanley Capital International Eur 
index, he reckons that small-firm sto 
Europe outran the market by nearly 
centage points in the first four mont 
1989. West Germany was the star’ p 
former, outpacing the Morgan Stanley ir 
dex by nearly 13 percentage points à 
smaller companies benefited from a capi- 
tal-investment boom. E 
Now that the tide of leveraged an 
management buy-outs that drove up th 
stock price of big companies has begun te 7 
ebb, fund managers are showing renewed: 
interest in the securities of smaller Ameri 
can firms. Ms Isobel Hunter, an invest- 
ment manager at Ivory & Sime, reckons. 
that small-firm stocks will benefit from 
better earnings growth than their bigger 
counterparts over the next two years. One: 
of her best-performing stocks, Cast 
America, an acquisitive Texas-based 
pawnbroker that wants to become th 
McDonalds of the pawnbroking industry 
has already seen its share price rise by 
50% this year. | 
Why do small-firm stocks do so well! 
There is not one but several possible ex: 
planations of this "smaller company ef 
fect". Firms on the bottom rungs of the 
stockmarket are often young and fast- 
growing; they are often tempting takeover 
candidates, too. Another argument for 
the smaller-company effect is the lack of x 
information available on these stocks. Be 
cause investors have to do their own 
(more thorough?) research, they are more 













































































































But while such whizzy stocks may seem 
attractive, for small investors especiall 
transaction costs are higher than for blu 
chip issues. So it does not pay to rejig 
small-firm portfolio too often. In addi 
tion, the market in these stocks is much 
less liquid than for bigger companies—as. 
investors discovered in the aftermath o 
the October 1987 stockmarket crash. Tr: 
ing to unload them in a falling ma 
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AST week we asked readers to guess 
the 12 words that were lost from our 
leader on European exchange rates (June 
3rd). The final sentence had begun 
And psychology suggests that EMS cur- 
rencies should”, before it was brutally 
cut off. 
-. ^ Suggestions came from across the 
- world. Among them were the inventive: 
“be aligned to The Economist’s Big 
Mac  index—the true prosperity 
measure.” | 
: And the lyrical: 
"be subjected to group therapy to 
minate the distortion of sibling 


“be seen by Community businessmen 
o be like Caesar’s wife, above 
uspicion.” 

^ And even the political: 


." “appear to be sensible. They won't. 
- Mrs Thatcher will see to that.” 

^ “therefore equate with each national 
leader's ego, giving instant Anglo- 
ench parity." 
_ But the winner, from Mr Milward- 
Oliver of Sandhurst in Kent, was: 
= “be given a last fling on their way to 





sed an eager-to-please Freddie Mac to in- 
yect 35 buildings in the Bronx, the results 
' which will be reviewed by Congress's 
eneral Accounting Office. 

. The Bronx campaign is not just of paro- 
hial interest. Freddie Mac and Fannie Mae 
oy ultra-low capital requirements. At a 
when the Bush administration is seek- 
o force much-stricter capital standards 
thrifts (which this week reported com- 
ed first-quarter losses of $3.4 billion), the 
ral mortgage agencies have huge gear- 
ng. Freddie Mac only had equity of $1.6 bil- 
to support credit risk on mortgages of 
3.2 billion at the end of 1988, of which 
26.4 billion was securitised. Fannie Mae 
at the end of 1988 had $2.3 billion of equity 
jn order to support mortgage lending of 
$278.1 billion, of which $178.3 billion was 
'securitised. | 

*- There are two reasons why gearing is 


lude mortgage-backed securities in their 
capital-to-asset ratios because technically 
hey are not considered part of their balance 
heets. By contrast, under new risk-based 
apital guidelines a bank would have to treat 
mortgage-backed securities as assets for the 
purposes of calculating its capital ratio. 

Second, the agencies are allowed by law 
o include subordinated debt as regulatory 
capital. So whenever Fannie Mae or Freddie 
Mac decide it needs more money, they can 


high. First, the agencies do not have to in- 








finding true harmony." | 
This, we reckoned, was closest in 
spirit and style to the words omitted: 
"have one last shift, the better to stay 
fixed for ever more." 
Thanks to all entrants, and apologies 
for our muddle. 






raise their regulatory capital by borrowing in 
the markets. Borrowing is easy as the mar- 
kets perceive their subordinated debt as im- 
plicitly guaranteed by the federal govern- 
ment, which also means that the agencies 
pay less to borrow money. By contrast, their 
thrift and bank competitors in the mortgage 
business have to borrow at higher rates. 
They also have to pay insurance premiums 
for having their deposits guaranteed by the 
federal government. The agencies pay none. 
The ability to enjoy federal guarantees 
and yet grow quickly has made the mortgage 
agencies attractive investments in the stock- 
market. At their current rates of growth, 
they will be trillion-dollar institutions in ten 
years' time. Fannie Mae's share price has 
risen around 15096 in the past year. Wail 
Street expects the mortgage agencies to be 
beneficiaries of the thrift crisis, exploiting 
any shrinking of the industry caused by 
tougher capital standards and wholesale 
dumping of insolvent thrifts' assets. 
However, the frenzied growth of the 
mortgage agencies and their effective lack of 
regulation is beginning to cause concern. A 
Republican congressman, Mr Jim Leach, re- 
cently proposed in the House of Represen- 
tatives banking committee an amendment 
to the thrift bill now before Congress. He 
wants to increase the capital requirements 


of Fannie Mae and Freddie Mac. It was over- _ 
-whelmingly defeated, reflecting these agen- 
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until recently regulated both the thrift in- 


dustry and Freddie Mac) and now a securi 
ties analyst at First Boston, a New York in- 
vestment bank, thinks higher capital 
standards are extremely unlikely to be im- 
posed on the agencies. He argues that three 
vested interests—mortgage bankers, estate 
agents and homebuilders—will oppose any 
effort to curtail the- flow of funds into 
housing. | ds | 

So the American taxpayer is exposed to 
escalating credit risk backed by wafer-thin 
capital. That risk is concentrated exclusively 
in America’s residential property market. 
How serious is the risk of falling house 
prices? Quite, according to a September 
1988 study of America's housing market by — 
two Harvard academics. Mr Grege | 
Mankiw and Mr David Weil argue tł 
housing demand will grow more slowly in 
the 1990s than at any time in the past 40 - 
years as the post-war baby boomers pass into 
middle age. As a consequence, they predict 
(with absurd accuracy) that real house prices 
will fall by 47% by the year 2007, which 
would mean that the housing boom of the 
past 20 years would more than reverse itself 
in the next 20. It would also reverse the 
growth of Fannie Mae and Freddie Mac. 





French savings o 
Free atlast - 


AVING painted itself into a corner 
A over taxes on savings and exchange 
controls, the French government thinks it 
has found a way out. France taxes inco 
more fiercely than most of its Europeu. 
partners. Yet it is to allow French residents 
to invest in foreign unit trusts and invest- 
ment funds after September and to hold for-. 
eign bank accounts from July 1990. ! 
France naturally does not want a flight - 
of savings that could put the French franc’s 
new reputation as a serious currency at risk. 
Rather than lower taxes on savings, France 
cockily asked its European partners to raise 
theirs. At first, West Germany obliged— 
with a 10% withholding tax—and savings 
flooded out. When Mr Theo Waigel became 
West Germany’s finance minister in April, 
he scrapped the tax. 2 
Many people thought France would 
back-track on its promise to lift its one re- 
maining exchange control. Not so, says Mr 
Pierre Bérégovoy, the French finance minis- 
ter; who has the words franc fort—a strong 
 franc—-engraved on his heart. Keen to show 
confidence, the treasury now takes the view 
hat the risks are exaggerated. Businesses 
ECONOMIST JUNE 17. 



















Life is what we make it. 
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Making a beautiful quilt takes patience, imagination and hard work. 
In the same way, life is what we make it. 

At Komatsu, we build tools for a better life. Around the globe, Komatsu 
robots, excavators, bulldozers, presses and laser machines are working to create 
the world of our dreams. Carefully. Patiently. Piece by piece. 

We don't know how the world will look in a century, or even a decade. 
But we hope that Komatsu can add beauty to the great pattern of life. 


Tools for a Better World 


ete KOMATSU 


Head Office: 2-3-6, Akasaka, Minato-ku, Tokyo 107, Japan 
Telex: J22812 Phone: (03) 584-7111 Cable: KOMATSULTD 
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For those who will not settle for second 


best, there is only one name. 


Twenty years ago, Audemars Piguet 





created a watch so unique that it has been 
admired and envied the world over: the 
Royal Oak. 

Today, the Royal Oak remains 
unchallenged. And so it will be in the years 
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The ultra-thin Royal Oak for Ladies and Men and the Roval Oak Perpetual Calendar 
mechanically programmed until the vear 2100 





Audemars Piguet 


———————— ——— Audemars Piguet & Cie S.A., 1348 Le Brassus. Switzerland 
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Kidder, Peabody Italia, S.r.l. LAT 20> WU, ~ 
Milan, Italy ENIS FRANCS 02,4 S. 





Kidder, Peabody S.A. 


"ans, France 








Kidder, Peabody International Corporation 
y , I 
New York, New York 
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Kidder, Peabody & Co., Limited. 
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Kidder, Peabody International Corporation Kidder, Peabody (Suisse) S.A. 
Sydney, Australia Geneva & Zurich, Switzerland 


AT KIDDER, PEABODY 
. THERE ARE NO FOREIGN COUNTRIES. 


We're strategically located to meet our clients’ financial needs in any market. 
Last year, our worldwide expertise resulted in international financings valued at 
more than $23 billion. Our Investment Banking Group is ready to help you take 
advantage of new opportunities, wherever they are. Contact Messrs. Robert Berle, 


30-2-72-1041, or Richard Colker, 441-480-8419. Kidder Pe abody 
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and banks can already move money 
in and out of France as they please: 
there has been no run on the franc. 

Anyway, of FFr6 trillion ($870 
billion) in household savings, some 
FFrl trillion is in tax-free accounts 
and another FFr2 trillion enjoys some 
sort of tax-relief. On top of that, peo- 
ple shifting money abroad take an ex- 
change risk, and foreign savings 
opportunities are not well known to 
most French savers. 

That could change once televi- 
sion advertisements tout, for exam- 
ple, Luxembourg unit trusts or Chan- 
nel Island life insurance. French 
households have FFr560 billion in- 
vested in unit trusts and investment 
funds. How much is at risk? A worst- 
case estimate of capital flight was 
made in a report last summer to the 


iseil National du Crédit by Mr 


525 
t 
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Quaint French customs 


—Ael Lebégue, director-general of the 


Banque Nationale de Paris: to staunch a cap- 
ital flight of FFr100 billion, the government 
would need to push interest rates up two or 
three percentage points. 


| 











Yen and women 


TOKYO 


RS SATO is back doing what she 

likes best—squirreling away spare 
household cash in all sorts of savings and 
investments. At the end of March, per- 
sonal savings in Japan had soared to ¥641 
trillion ($4.8 trillion), up 10.2% on the 
previous fiscal year and equivalent to 
¥17.3m for every household. 

In Japan, the purse strings are tightly 
held by the financial whizz of the home— 
the wife. Husbands, domineering outside 
the home, are packed off to work with 
barely enough pocket money for 
lunch and a beer with the boys. All 
important investment decisions are 
taken by wives—whether to buy a 
home and when and where; and 
whether it is time for a new car. Af- 
ter the big bites swallowed by rent, 
groceries and school fees, what is 
left over from the pay cheque is 
stuffed into bank deposits, postal- 
Savings accounts, investment 
trusts, life-insurance policies and 
shares. 

New figures from the Bank of Ja- 
pan show how financially savvy 
these savers are. Best guesses by the 
central bank suggest that personal 
savings over the past four years 
have risen by about ¥200 trillion— 
a 47% increase. 

The figures mask a dramatic 
switch from stuffy banks and postal 
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So the French government is quietly 


taking steps to do what Britain and Luxem- 
bourg thought it should do from the start: 
lighten its savings taxes. First, it is thinking 
of cutting the basic rate on investment in- 





savings to go-ahead brokerages, reflecting 
the rise in share prices, the slow deregula- 
tion of deposit interest rates and the aboli- 
tion of maruyu tax breaks on small sav- 
ings. During the four-year period, the 
balance of individuals’ bank deposits and 
postal savings went up by only 33%, but 
their savings with investment trusts in- 
creased three-fold and direct stock invest- 
ments rose by 250%. 

Funds in life policies doubled. The in- 
crease in stock-related investments ac- 
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come from 27% to 17% or 15%. This 
could come into effect next January, 
six months before exchange controls 
finally go. 

Second, the parliament has ap- 
proved a new tax rule for unit trusts 
and investment funds. Until now, in- 
vestors had to pay tax on income 
from the funds even if it was 
ploughed back. Henceforth, savers 
will be taxed only on realised capital 
gains. Third, the government is 
thinking of scrapping tax on life-in- 
surance policies. This is 5.15% in 
France, compared with a maximum 
of 2% in most other European Com- 
munity countries. 

All told, these cuts would cost the 
treasury some FFr4 billion-6 billion in 
the coming budget year. Some Social- 
ists are annoyed that their govern- 
ment, as they see it, is kowtowing to 








the rich. To appease them, wealth tax may 
be raised and some value-added taxes low- 
ered. Wealth tax raised? The end of ex- 


change controls will be popular indeed. 








counted for a net ¥70 trillion of the X200 
trillion overall rise in personal savings 
over the past four years. 

Small wonder that bank managers 
have been wooing Mrs Sato with all kinds 
of new deals. Their latest wheeze is small- 
lot money-market certificates (MMCs). Un- 
like the interest rates on savers' bank de- 
posits, those on MMCs are not regulated. 
The finance ministry has now agreed to 
lower the minimum denomination from 
¥30m to Y3m, putting MMCs well within 
most household budgets. On June 5th, a 
dozen of Japan's largest banks, plus the 
post office, started selling the new instru- 
ment, whose rate was fixed for this month 
at an attractive—for Japan—4. 1496 
on 12-month certificates. 

Mitsubishi Bank, one of the five 
biggest commercial banks, has Min- 
nie Mouse singing the praises of 
their small-lot MMCs. Others have 
their own gimmicks aimed at 
housewives. The banks scarcely be- 
lieved their eyes when they saw the 
clamour on the first day for the new 
family-sized MMCs. 

Exhausted but delighted bank 
clerks estimated that they had sold 
close to 110,000 small lots of MMCs 
for a total of Y427 billion. Mean- 
while, the post office's 19,000 sav- 
ings branches had taken Y208 bil- 
lion across their counters for small- 
lot MMCs. Proof, if it were needed, 
that Mrs Japan is not just the big- 
gest private saver in the world, but 
the most sophisticated. 
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-lexible mystique 


F.A European central bank ever comes 
about, the doyen of multilateral institu- 
‘tions will lose a limb. At present the joint 
activities of the Community's central bank- 
ets take place at the Bank for International 
Settlements (Bis) in the solid Swiss town of 
Basle, far from the political pressures of any 
national capital. If these are removed, will 
-he Bis again have to fight for survival? 


posite Basle's railway station, the BIS's 
iginal brief was to promote central bank 
operation, to maintain the gold standard 
id to solve German reparations problems 
er the first world war. The bank's glory 
as brief; the depression years, abandon- 
ent of the gold standard and the second 
orld war crippled it. In 1947 it had fewer 
aff, a bare 100, than when founded. With 
ye arrival of the International Monetary 
und (ime), the Americans wanted to close 
e Bis; the Bretton Woods conferees in July 
944 passed a resolution to do just that. 

- -Jt was never put into effect. Marshall aid 
xr Europe allowed the BIS to stage a spec- 
icular recovery. The bank acted as agent 
xr intra-European payments and subse- 
uently for the European Payments Union 
1950-58), which gave the Bis 
s first big postwar job. 

Then came the crisis 
rone 1960s. Central banks 
ropped up each others’ f 
ances, nannying the dollar 
nd protecting the pound 
gainst speculative attacks. 
te Bis frequently acted as 
o-ordinator and  partici- 
ated financially. The bank 
also monitored the infant Eu- 
Todollar market, being big 
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This week the Bank for International Settlements, the central bankers' 
'entral bank, held its annual meeting. 


: history, the bank's future could be in doubt 


Not for the first time in its 59-year 


enough in a tiny market to smoothe opera- 
tions. And from 1961 to 1968, the so-called 
gold pool was operated from Basle on the 
basis of directives issued by the Group of 


^ Ten (G40) central bankers. 


In today's floating-rate currency regime 


and with capital markets now able to 


mobilise huge amounts of private money at 


"short notice, the Bis's role as a shock ab- 


sorber has all but disappeared. True, it lent 
to the IME in 1981-84 and could do so again. 
It has also helped third-world countries sur- 
vive debt crises by providing bridging loans, 
usually linked to IMF programmes. But even 
this role has diminished. 


An agent for Europe 


In the past 25 years, the functions that the 
BIS performs for the European Community 
have grown, even though (perhaps because) 
the bank is based outside the Community. It 
provides the small secretariat for the com- 
mittee of EEC central-bank governors. Ít acts 
as agent for the European Monetary Co-op- 
eration Fund (EMCE), which was set up in 
1973 following the creation of the currency 
"snake", and now has bigger responsibilities 
under the more sophisticated European 
Monetary System (EMS). 

BIS has also taken on 
the agency job for the pti- 
vate clearing and settle- 
ments system in the Euro- 
pean currency unit, the 
ecu—a rare instance of a 
service for which it gets di- 
rect payment. These activi 





. Delors, president of the Eu- 








strong advocate of mone- 
tary union, has his way. 
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9 ^ tiesare at risk if Mr Jacques - 


ropean Commission and a 





The pis does much more than service 
the Community. It offers opportunities for 
bankers to think, providing intellectual in- 
put to meetings generated by its own re- 
search. It also acts as banker for central 
banks. Some 80-85 of them have money and 
gold on deposit with the Bis. Currency de- 
posits have risen from $39 billion to $68 bil- 
lion in three years (see chart over page). 
That the Bis is thought of as essentially a 
European institution is partly due to the 
odd way it has developed. Its founders were 
the central banks of Belgium, France, Ger- 


many, Britain, Italy and Japan. There was 
also an American contingent of private 


banks (J.P. Morgan, National Bank of New 
York and First National Bank of Chicago), 
because the Federal Reserve was unwilling 
to participate. Neither of the two non-Euro- 
pean members of its group of seven 
founders, America and Japan, is today rep- 
resented on the bank’s board. 

Japan was thrown out after the sec... 
world war. Other than that each foundet 
member has two seats, taken up by its cen 
tra-bank governor and, usually, his prede 
cessor. America, though regularly repre 
sented at Basle, has never exercised it 
privilege to join the board because it want 
to avoid the sort of political interferenci 
that Congress likes ta exercise over Ameri 
can voting in such institutions as the IM 
and World Bank. The rules allow nine mor 
central-bank governors on the board bu 
usually only those from Holland, Sweder 
and Switzerland have served. 

Housed since 1977 in a cylindrical build 
ing in Basle, the Bis holds board meetings ev 
ery second Tuesday morning of the month 
They are usually run-of-the-mill affairs, tak 
ing 15 minutes, 30 at most. As a matter c 
convenience, more important forums hav 
gathered round these meetings—eg, th 

. meeting of the governors of the G-10 ind 
trial countries, chaired now by | 


. Bundesbank president, Mr Karl Otto Pon 


which Mr Alexandre Lamfalussy, the Bis 
general manager for the past four years, a 
tends; and the get-together of EE 
governors. - 


. Who needs them? 


‘Some reckon that central bankers have b 
come less important, especially now tł 
Group of Seven finance ministers arranj 


_ currency pacts. Mr Lamfalussy disagrees. 


First, he says, they still have the shor 
term running of foreign-exchange r 
gimes. True, in some countries mini 
ters are looking over their shoulde 
and giving the orders, but tl 
Bundesbank and the Swiss, Belgi: 

.—  — and Dutch central bank 
fot instance, are in tl 
front. line, intervening 
their own right. Secon 
the management of sho 


term interest rates: is mo 








KfW — established in 1948 to lend Marshall Plan 
funds for the reconstruction of the German economy — 
today is an instrument serving public policy obje 

of the Federal Government. 


Main activities (loan commitments in DM billion). 


Smali and Environmental 
medium-sized protection a PNE. tries 
enterprises ] 5 | ibe gran 


KfW's long-term loans and grants help create more 
jobs i in Germany's small and medium-sized enter- 
prises, support environmental protection and further 
the export indusiries. In its capacity as the Federal 
Republic's s development bank, KfW channels 
Government assistance to developing countries. 


Highlights of KfW’s Balance Sheet 
(DM billion) 


Balance sheet | total 

Loans granted 

Banking liabilities 

Bonds | 

Capital and reserves 

Net income (DM million) 





As a major source of funds KfW issues hi 
bonds and notes. KfW’s long-term debt has bx 
“Triple A" by the leading international. rating agencies j 


A copy of KfW’s 1988 Annual Report is available 
upon request. 


Kreditanstalt 
fur Wiedera 


P.O. Box 11 11 41 
D-6000 Frankfurt/Main 
Federal Republic of Germany 














important than ever, often being the only 
macroeconomic tool available. Third, the 
prudential security of international banking 
has become more complex. 

It is in this last area that the Bis is devel- 
oping fastest. It is not just that it provides 
the secretariat for the Basle supervisors' 
committee drawing up international capital- 
adequacy standards, nor that it also has a 
Eurocurrency standing committee that 
meets about four times a year. The Bis also 
harbours working groups on many technical 
- subjects—eg, the payments system, comput- 
— ers and data banks. | 
* In February the bank published a paper 
from the experts on payments systems (a G- 
A0 working party chaired by Mr Wayne An- 
gell from the Federal Reserve), which fo- 
cused on the changes in the credit and 
liquidity risks produced by the netting of in- 
terbank transactions. It raised important 
uestions about the quality of central banks’ 
upervision of settlements in their curren- 
ies and of the evolving offshore payments 
ystems. Yet the report only touched the tip 
f the iceberg. 

Even with all this going on, the Bis re- 
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mains, in its own words a "very modest” in- 
stitution, on OECD rather than IMF lines, 
providing the logistics for whatever central 
banks want. Basle may not be everyone's 
cup of tea; hiring and keeping staff there be- 
tween the ages of 30 and 45 is not easy. But 
the BIS is not restricted by national quotas in 


gest that high-inflation countries should 
ease policy, while low-inflation ones 
should tighten up. The dollar's strength 
presents a particular dilemma. To hold 
down the dollar to keep America's trade 
deficit falling, American interest rates 
need to come down. This, however, would 
stimulate «domestic de- 
mand and imports—the 
opposite of what is 
needed to trim the exter- 
nal deficit. But as the nis 
bluntly says, this dilemma 
would be less acute if 
America squeezed de- 
mand by cutting its fed- 
eral budget deficit. 

So what is guiding the 
Fed's interest rate policy? 
An excited front-page 
story in the New York 
Times of June 13th re- 
vealed that the Fed has 
discovered "a new theory for predicting 
inflation ...a theory that the Fed chair- 
man, Mr Alan Greenspan, has sought for 
30 years." This new theory says that the 
future price level is proportional to the 


stock of broad money, M2, divided by po- - 


tential real GNP (ie, the output that can be 
achieved without increasing inflation). 
This looks so like a very old theory (the 

"quantity equation") that one wonders 
whether Mr Greenspan’s credibility can 
withstand the allegation that he has been 
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staffing and there are enough stavers to pro 
vide continuity. Hungarian-born but now | 
Belgian national, Mr Lamfalussy, 60 thi 
year, joined the Bis in 1976 as economic ad 
viser, having previously gone from econo 
mist to chairman at Banque Bruxelles Lam 


< bert. So he has mixed theory with soiling hi 


hands. His deputy, Mr Richard Hall, for 
merly a Bank of England man, has been it 
Basle for 17 years, looking after the banking 
department for most of the time. 

Personalities matter more than in othe 
multilateral organisations because rules d 
not govern every turn and twist. The charac 
ter of the chairman governs the effectivenes 
of the many committees. 

Mr Lamfalussy was a member of th 
Delors committee and a signatory to its re 
port. Presumably, therefore, he sees life fo 
his bank even if the report becomes reality 
Inevitably, it would have to change if a Euro 
pean central bank materialises. Pei 
perestroika will by then have given the |... 
new edge by pulling Eastern Europe (o 
China?) more closely into the central-bank 
ing fold. 
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 Unseasonably hot money 


S THE Bank for International Settle- 
ments (BIS) held its annual meeting 

on June 12th, the powerlessness of central 
bankers to control currencies was aptly il- 
lustrated by the continued surge in the 
dollar—to almost Y150 and DM2.03. 
Since the start of the year the dollar has 
risen 1596 against the D-mark and 2196 
against the yen. The dollar's latest spurt 
. was, according to the pundits, due to the 
unexpectedly large jump in producer 
prices in May (suggesting that, for now, 
the Fed is unlikely to ease policy further) 
and hopes of good trade figures for April. 
Not entirely by coincidence, the Bis 
warns in its annual report that attempts to 
stabilise nominal exchange rates may be 
unwise if sizeable inflation differentials re- 
main, as this tends to result in an appre- 
ciation of the "wrong" currencies. If the 
markets believe that the world’s central 
banks will defend the current pattern of 
exchange rates, then the fear of currency 
loss disappears. Capital will therefore 
flood into currencies offering the highest 
interest rates—ie, those with the highest 
inflation rates. The D-mark, the yen and 
the Swiss franc have fallen over the past 
18 months, while the higher-yielding cur- 
rencies of America, Canada and, until re- 
cently, Britain (all with large current-ac- 
count deficits and high inflation) have 


searching for it for 30 years. 

Mr David Smith of Williams de Broé 
in London is a bit less ambitious in his in- 
terpretation. What matters about the 
Fed's research, he says, is the finding that 
it is broad money not narrow money that - 
needs to be watched most closely. 

This is connected to a second finding, 
that financial innovation in America has 
made broad money a better predictor of 
inflation not a worse one. 
The reason, say the Fed's 
economists, is that bank 
deposits now earn inter- 
est that is more closelv 
tied to money-mark 
rates; this reduces the in- 
centive to switch in and 
out of bank deposits 
when interest rates vary. 
The British government, 
in contrast, has aban- 
doned broad money in fa- 
vour of paying close at- 
tention to the narrowest 
measure of money, MO; 
and it has done so precisely because it 
thinks financial innovation has made 
broad money a less reliable guide. 

America’s M2 rose 3% in the 12 


months to April. Assuming potential out- 





put growth of around 3% a year, and plug- 
ging in the Fed’s assumption that M2 turns 
over in the economy at a constant rate, 
monetary growth is signalling that infla- 
tion will eventually fall to zero. If the Fed’s 
work is correct, an easing of monetary pol- 
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The parliament of AIDS 


MONTREAL 


VEN diseases have their great institu- 

tions. The annual international confer- 
ence on AIDS first met in 1985; it is getting 
bigger every year. The fifth meeting, held in 
Montreal, had almost 12,000 registered par- 
ticipants. That is about one for every 40 or 
so cases of the disease. Montreal’s meeting 
e ot only bigger, but also different. 
] were more displays from companies 
marketing AIDS products—giving it some- 
thing of the air of a trade fair. And its tone 
was set not by scientific advances, but by the 
voices of people with AIDs. 

A coalition of AIDS activists occupied 
che stage during the opening ceremony and 
read out a manifesto. For the rest of the 
week the activists—mostly North American 
gays—were always there, often contributing, 
sometimes disrupting. This annoyed some 
of the doctors, but other delegates were glad 
ro see them. Many scientists know more 
about the virus that causes AIDS than about 

he people it affects, and were eager to learn. 

The study of the virus itself—Hrv—has 
slowed down. Its identity, structure and life- 
:ycle are known. The detail of the ways its 
egulatory genes control its reproduction re- 
mains to be worked out. That will take time. 
Fhe main outstanding scientific questions 
'oncern the way the virus causes disease. 

nswers may lie in the mechanisms of 

~--~ regulation, or in the virus's genetic 
"ariability—subtly different types of virus 
might act differently, and the differences 
may be important in earlier and later stages 
ef the infection. The most promising place 
o look for answers is where the virus wreaks 
ts havoc: in the immune system, a finely 
tuned network of many different cell types, 
ll communicating and co-operating. This is 
nocked out of kilter by the virus; like any- 
thing off balance, some bits fall, others rise. 

The symptoms of aips include pro- 
pund immune deficiency as parts of the sys- 
iem are destroyed. Other parts of the system 

ecome hyperactive, attacking the body it- 
elf instead of the enemy; and some types of 
ell proliferate uncontrollably, causing can- 
erous growths. Understanding these effects 
nay reveal how to avoid them. Various 
lhemicals used by immune cells to tell each 
Kher what to do are available as drugs. A 
setter understanding may allow a more ra- 
nal approach to using them. 
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Such studies will be helped by the big- 
gest advance in AIDS science of the past 
year—the development of a useful animal 
model for the disease. When macaque mon- 
keys from Asia are infected with an HIV-like 
virus found normally in African mangabey 
monkeys, they develop a disease very like 
AIDS. This opens the way to experiments 
that are impossible to do in laboratory cell 
cultures, and unthinkable in people. It also 
lets scientists test vaccines. 

There was subdued optimism about vac- 
cines this year. Various groups have been 
trying to find vaccines that will immunise 
macaques. Dr Jonas Salk, begetter of the po- 
lio vaccine, has tried injecting chimps and 
people who are already infected with Hiv 
with a vaccine made of dead virus particles 
minus their coating of protein. His aim is to 
stimulate an immune response that will keep 
the virus under control in the body, allow- 
ing the immune system to control infected 
cells and put its house in order. The work is 
still at an early stage, and does not necessar- 
ily promise a vaccine that would prevent in- 
fection in the first place. Nor do any other 
candidates, which use parts of the virus— 
even as small as fragments of the coat pro- 
tein—as a vaccine. But there is hope. 


Dr Salk's goal—allowing the body to 
live with infection without succumbing to 
the disease—is the dream of those infected 
with the virus. There was some encourage- 
ment for them. There are promising results 
from the first trials of ddi, a drug similar to 
AZT, the only drug presently used against 
HIV. It seems a lot less toxic than AzT, and 
appears to have some effect. Perhaps more 
importantly, there was some evidence that 
the activists' anger at today's system of drug 
trials may be changing some minds. The 
idea is gaining ground that people who are 
not taking part in a trial should be allowed 
to use drugs that are still being tested for ef- 
ficacy, but have already been declared safe. 

There was more to the conference than 
biology and therapeutics. There were ses- 
sions on education—which, whether aimed 
at fidelity or safe sex, is still the main way to 
prevent infection—and on the experiences 
of people with the disease. There were legal 
sessions, many dealing with discrimination 
against those infected. Pertinent example: 
some delegates had difficulty getting across 
borders on their way to the conference. Mr 
Henry Williams, the international liaison of- 
ficer for Britain's largest AIDS charity, the 
Terence Higgins Trust, and who has had 
AIDS for five years, was arrested at Minne- 
apolis airport, strip-searched in Minnesota 
state penitentiary and deported. 

In many parts of the world, reliable in- 
formation about the prevalence of infection 
is as scarce as such prejudice is widespread. 
[n the richer countries the data are better, 
but predictions are getting harder to make. 
As the disease spreads differently though 
different groups, its dynamics become 
harder to work out. So while the disease 
seems to be reaching a plateau in America's 
larger homosexual communities—that is, 
the incidence of new cases is now con- 


stant—it is still growing rapidly among in- ` 


travenous drug users. In New York the num- 
ber of cases among drug abusers will soon 
have overtaken the number among gays. 
The practice of trading sex for drugs (espe- 
cially crack) is growing fast. At a clinic for 
sexually transmitted diseases in the Bronx, 
3096 of crack users, with no other obvious 
risks for AIDS, tested positive. 

The shadow of the future hangs heavy. 
Dr Jonathan Mann, director of the World 
Health Organisation's programme on AIDS, 
told the meeting about some predictions 
made for the programme. His experts 
worked on the assumption that there have 
been 500,000 cases so far and that 5m peo- 
ple are infected with the virus. Their best 
guess is that without cure or vaccine there 
will have been 5m cases or more by 2000. 
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They considered 1 m of those cases to be pre- 
ventable, mainly by national education pro- 
grammes. Those figures present a terrible 


challenge, which the Montreal meeting 


hardly began to address. 





Superconductors 


Cooling off 


NSTANT fame often sours. Before cold 

fusion—which promised cheap and clean 
energy—high-temperature superconductiv- 
ity was the darling of physics. While fusion's 
fortunes have fallen spectacularly (though 
the saga is not yet over), high-temperature 
superconductors have quietly been suffering 
own  reverses. Their promise 
—superfast computer chips, levitating 
trains and the like—now seems more distant 
than ever. But, severe as the superconduc- 
tors' troubles might be, it is as unwise to dis- 
miss them now as it was to exult when they 
were discovered two years ago. 

Unlike most conductors, which drain 
energy from electrical charge as it flows, 
superconductors offer no resistance. The 
superconductors that were discovered early 
this century need to be kept bitterly cold. 
This makes them expensive and thus of lim- 
ited use. Hence the fuss in 1987 when two 
researchers at IBM's laboratories in Zurich 
and scientists at the University of Houston 
in Texas discovered superconductors which 
work at relatively high temperatures. Scien- 
tists dreamt up all sorts of applications for 
their new fascination, later christened HTC 
materials. Nobel prizes went to two of their 
discoverers. Scientists found new families of 
HTCs that worked at ever-higher tempera- 


tures. Then things started to go wrong. 


Part of the trouble is that the materials 
are brittle, so they cannot easily be made 
into useful shapes. Also, they stop 
superconducting when they carry large cur- 
rents. HTCs are complicated arrangements 
of a few elements, mainly yttrium, barium, 
bismuth, copper and oxygen. Many turn out 
to be chemically unstable. Now another, 
equally tricky, problem has turned up. 

Many applications of HTCs ask them to 
behave as electromagnets. These applica- 
tions exploit the magnetic field created 
whenever electrical charge moves round a 
coil of conducting material. Conventional 
materials drain energy from moving charge, 
thereby limiting their magnetic powers. 
Superconductors do not. So HTCs promise 
powerful electromagnets for “free”. 

At least they used to. Papers recently 
published in Physical Review Letters by re- 
searchers at AT&T Bell Laboratories in New 
Jersey and 18mM’s Watson laboratories in New 
York state, suggest that in the realm of elec- 
tromagnetism, high-temperature super- 
conductivity has run into trouble. 
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To see why, look into the heart of the 
superconductor, at the interplay between 
the magnetic field and the moving charge 
that is causing it. Elementary physics says 
that a magnetic field should be pushed aside 
as current passes across it, just as air is 
pushed aside by a moving vehicle. Such a 
push would count as work—it would drain 
energy from passing charge: the supercon- 
ductor would stop superconducting. 

Fortunately, the magnetic field in some 
of the old superconductors and all the HTCs 
shows some strange properties that prevent 
it being pushed aside by the charge. Instead 
of being evenly spread thoughout the mate- 
rial, it is bunched into little bundles of field. 
Some of these bundles are pinned down by 
defects in the superconducting material. 
Since separate bundles behave as if they 
were joined together as a single, rigid struc- 
ture, pinning a few of them is enough to pre- 
vent all of them from being pushed aside, 
and for the charge to pass down the super- 
conductor without losing energy. 

The researchers at IBM and AT&T found 
that large currents push hard enough to un- 
pin the bundles in HTCs, so that the mag- 
netic field creeps, causing electrical resis- 
tance. Worse still, this rigid structure of 
magnetic bundles "melts" when the tem- 
perature gets too high. The old supercon- 
ductors operate at such low temperatures 
that this effect is irrelevant. The new HTCs 
are not so lucky. 

Although scientists have been proudly 
announcing ever-higher temperatures below 
which HTCs superconduct (the so-called 
"critical temperature"), they have ignored 
the temperature at which the structure of 
magnetic bundles melts. In many cases this 
seems to be much lower. For instance, the 
critical temperature of an HTC made of bis- 
muth, strontium, copper and oxygen is 
-]88'C. Yet the magnetic structure melts 
between -250°C and -240°C. 

Not all the news is bad. Scientists from 
Sumitomo Electric Industries, near Osaka, 
have seen large magnetic fields in thin 
superconducting films of bismuth HTC at 
~195°C. Others hope to make large samples 
of HTC behave more like thin films by de- 
signing more defects to pin down the 
field —but not so many that superconductiv- 
ity stops altogether. Great leaps in technol- 
Ogy, it seems, are taken in little steps. 





People meters 
Eye hopes 


NEW YORK 


T WAS 37 years ago that a water commis- 
sioner in Toledo, Ohio, noticed a mas- 
sive drop in the water pressure as people 
flushed their lavatories during commercial 


breaks in “I Love Lucy”. He mused about 














Little brother is watching 


patenting a “flushometer”’. Since then audi- 
ence-ratings services have striven for greater 
accuracy. Their latest contraption is a pas- 
sive people-meter that will watch people 
watching television and count them out if 
they leave, turn away—or even bury their 
faces behind newspapers. The meter may 
learn to have its eye on other things too. 

America’s three national networks hope 
that the David Sarnoff Research Centre car» 
get this device out of its laboratories in 
Princeton and into people's homes within 
two or three years. They are most unhappy 
with the audience figures provided by A.C. 
Nielsen, the company that all bus 
monopolises the ratings game in America. 

Nielsen used to have a system where 
members of a family recorded in a diary whc 
watched what program when. Then, in late 
1987, it changed its approach—and esti 
mates of the size of audiences watchin 
networks fell by an average of almost .. .. 
Now the 4,000 families that serve as Niel 
sen's sample base are asked to hit button 
on an active people-meter to record wher 
they started and stopped watching. 

The passive people-meter that Sarnoff i 
developing jointly with Nielsen is a consider 
able improvement on the active one. Whew 
a family agrees to become part of the rating 
game, each member in turn will stand is 
front of the passive people-meter. lt wi' 
store the outstanding features of the face i 
is presented with in its memory. 

The device's image-recognition syster 
is modelled on the human eye. Just like ht 
man peripheral vision, it sees only a low 
resolution picture until it is alerted by an ol 
ject or event that it is programmed to tak 
an interest in—such as people's faces ani 
exits and entrances. Then it turns up th 
resolution and watches more carefully. 

A prototype at Princeton has worke 
well in controlled laboratory conditions 
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here in the world q 
. can we help your 
. business? 


.. . Country Reports give you the facts and . 
figures for 165 countries. 


















































Providing business oriented analysis for 165 countries, the Country 

Reports will keep you in touch with your international markets. In up to 40 

pages, each report gives you facts, analysis and short term forecasts for ail 
the main sectors of the economy every quarter. The annual Country Profile 
provides the essential background information. | 
By reviewing important economic and political developments, evaluating 
growth prospects, investment and consumer spending trends, the Country 
Heports alert you to changes in the business environment and indicate 
others on the horizon. 


- SPECIAL QUANTITY DISCOUNT 


Af you want to subscribe to several Country Reports or even all 92, our 
quantity discount structure will save you money. The more countries you 
take, the more you save. For example if you take more than 5 countries you 
"get a 1096 discount, more than 10 and there is 20% off. 

To subscribe to one or more of the Country Reports, simply tick the 
 baxes of the countries you require and send this page, complete with 
your name and address,to The Economist Intelligence Unit. 
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Jetting it to work in the challenging condi- 
ions of the average home is the hard part. 
leople sometimes watch television with the 
un streaming through the windows; some- 
imes in a darkened room. To be more accu- 
ate than the present system, the passive 
yeople-meter must work well in all condi- 
ions—and be able to count somebody 
ching television from a prone position 
. a sofa or floor. It already counts out a 
person when the face disappears behind a 
newspaper. But it cannot, and probably will 
not for the foreseeable future, count out 
- someone who nods off in front of the set. — 

_ Sarnoff, a subsidiary of SRI International 
of Stanford, California, stands to hit the 
ackpot if it can solve these problems. The 
device has commercial applications that 
ge far beyond the measure of television 
udiences. Factories and offices could use it 
y supplement or replace security guards by 
rogramming it to let only approved people 
o their premises. Eventually, when costs 
brought down, it could perform the 
' function in homes, letting in the 
lady or the neighbour who feeds the cat, 
ut nobody else, when the family is away on 
oliday. Similarly, the device could serve to 
ake electronic cash machines more secure 
confirming that the face of the person in- 
ting a. card matches the name. 

Later on, say Sarnoff's researchers, the 
ce could be useful for improving the ac- 
‘acy of medical and other tests that now 
ely on an easily tired human eye—eg, Pap 
ests for cervical cancer, or inspecting the 
aintwork on cars coming down an assem- 








recognise only people who want to be rec- 
»gnised, such as participants in the Nielsen 
tings or employees who want to enter a 
ilding. If you want to fool the wonder ma- 
ine you need only grow a moustache. 





= A drugs—even the humblest and oldest 
ones—work by attacking proteins that 
Chave been linked to a disease or some other 
unpleasantness. The trouble with such pro- 


hammers that tend to cause unwanted side- 
effects. A growing band of scientists is trying 
more radical tack: drugs directed against 
the very genes that are recipes for the "un- 
healthy" proteins. Powerful drugs against 
viruses, cancer and AIDS are among the 
many that have been promised. Several new 
biotechnology firms have. already been set 
up to snatch the opportunities offered by 
such "gene drugs”. c A S 
In theory, at least, they should be more 


ly line. There is certainly some scope for- 
buse; but it is limited, the company says, by 
e way a passive people-meter is intended 


-tein-bashing drugs is that they are sledge- 


efficient than protein drugs. To understand 
why, consider how proteins are made. The 
instructions for making each protein are en- 
coded in a gene composed of a chemical, 
DNA. Genes are decoded in three steps. First 
the code is transcribed (in the nucleus of the 
cell that is making the protein) into another 
chemical, RNA. Then the larger RNA mole- 
cule is processed into chunks of "messén- 
ger" RNA that can pass through the pores of 
the nucleus into the body of the cell. Finally 
the messenger RNA (also known as the 
“sense strand") moves towards the protein- 
making machinety of the cell, where it is 








Messenger 
RNA or sense 





translated and protein is produced. 

If you want to attack proteins, it makes 
sense to catch them early on. À gene drug 
would halt the damage done by abnormal 
proteins before they are even made. Gene 
drugs would also be more specific than their 
protein-targeted counterparts. This is be- 
cause of the way they work. 

Transcription and translation rely on a 
set of five chemicals, known as bases, re- 
sponsible for the messages on DNA and RNA. 
Each base will stick to only one other, form- 
ing a “complement”. Gene drugs are bits of 
DNA or RNA that carry a stretch of comple- 
mentary base sequences, which glue to the 
appropriate bit of DNA or RNA when they are 
put into a cell. Gene drugs thus have many 
points of contact with their targets (a con- 
ventional drug will usually have only two 
points of contact between it and its protein). 
This means they will bind more strongly to 
the appropriate piece of genetic material 
and so are more potent. It also means they 
are less likely to bind to the wrong bit, so 
they are likely to have fewer side effects. 


Gene drugs that could block protein - 
.synthesis in living matter were developed in 2 













arly 1980s. But they were ur e, SO 
large doses of the drugs were needed an 
they had to be delivered by a cumbersome 
route. À more convenient delivery method 
has been found, using short stretches of DNA 
or RNA called oligonucleotides. 23 
Oligos, as they are called in the trade, 





- became available in the mid-1980s when Dr 


Paul Miller and his colleagues at Johns Hop- 
kins University in Baltimore, among others, 
discovered a: way of chemically protecting - 
them from the enzymes in cells chat would 
normally break them down. Oligos should 





be 13 or more bases long, enough to get a 
. unique match with the target DNA or RNA. © 





Oligos are popular bec use they can be 
injected d nto tissues. They are easy 


(though expensive) to make on the gene ma- 
chines which are fed the building blocks of 
DNA Ot RNA and churn out oligos. Because 
they are small they pass easily through the 
tiny pores in cell and nuclear membrane" — 
So far oligos have been showntono! — : 
herpes and AIDS viruses (at least in teste 
tubes). Scientists at the California Institute 
of Technology in Pasadena have also used 
them to obstruct the production of proteins 
that regulate the activity of DNA and have 
been associated with various cancers. | 
There is quite a lot still to be worked 
out. Should gene drugs, for example, be tar- 
geted at DNA, "raw" RNA or processed mes- 
senger RNA? A company called Gilead, 
based in Foster City, California, and the. 


first gene-drug firm to be set up (in late. 


1987), is trying to tackle DNA. Though it is 
difficult to get at—DNA is surrounded by 
complex proteins—space is created along. 
the double helix for big enzymes during. 
transcription... ur B a 
Isis, in San Diego, California, set up in 
March 1989, is designing oligos that block. 
the RNA in nuclei. The company reckons 
that this should be easier than tackling mes- 
senger RNA (still the favoured route) beci — 
it is concentrated in one place rather t 
being dispersed throughout the cell, — — 
Isis is not taking any chances. It is also 
trying to develop drugs that block messen- 
ger RNA. Such “anti-sense” drugs are effec- 
tive, but sometimes not completely so—5% 
of the messenger RNAs made remain un- 
blocked. This success rate is good, but not 
good enough. There are several possible ex- 
planations: something is "melting" the oligo 
off the messenger RNA; or cells recognise the 
oligo as foreign and go for them. Oligos are 
too unfamiliar for anybody to predict their 
behaviour inside cells with confidence. 
Most biotechnology firms freely admit 
that gene drugs are still probably a decade 
away. But there remains a chance that 
oligos, or something like them, could prove 
to be a virtually limitless source of drug 
blockbusters—which is why the Californian 
firms have recently managed to attract tens 
of millions of dollars in venture capital. _ 
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travel time” 


KLM will be the first TARN airline flying n any previous 747. And offers passengers more room | 
orld routes in the new 747-400. inside the cabin for hand luggage. 

This remarkable new aircraft can fly a third of the We may be the world's longest established 
ay around the world non-stop. airline. But we fly some of the world’s 

Which means a faster journey to many of KLM’s youngest planes. Test us, try us, fly us. 0000 
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In global finance, the best opportunities seldom arrive on schedule. To move 


when the time is right, you need 
local-market intelligence viewed from a global perspective. 


aste accepted over time. 
The mark of a great Scoteh whisky. 
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Ever since a Japanese entrepreneur. Tomomi Iwakura. 
first brought back a bottle of Old Parr on a trip to the West 
a century ago, it has become a leading brand in Asia much favoured 
by those who rec nise the taste of a great Scotch whisky. 


Grand 


Old Parr 
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18, i odii c quoting at le These 
polemical broadsides" which will 
“surprise .. . inform, disturb and challenge 
he received ideas of our time, providing 
writers, thinkers and journalists with an 
epportunity to express themselves outside 
fhe restrictions imposed within so 
in any branches of the media". So far, 
o good; no objection. 
‘One of the first three pamphlets 
publishe , that on Ireland by Paul 
foot, matkedly lives up to the prom- 
ise to surprise and disturb. It is indeed 
hallenging to read that "at the cen- 
sre of the problem is partition", when 
K ye Irish problem—the fact that two 
mutually antagonistic cultures have 
fared the same island for nearly four 
ae turies—produced partition, not 
er way round. It is indeed dis- 
prrbi hat Mr Foot has never heard 
of the d Home Rule bill. And it 
salot worse than either of those that 
ful error should have crept into 
me pamphlet, 
^ The number of civilian deaths at 
ine hands of terrorists in Northern 
reland i is crucial to get right; in mod- 
in British. solitics, few statistics are 
nore important. Mr Foot's pamphlet 
claims that from 1969 to 1987, 55 ci- 
Klians were killed by Republican or Catho- 
&c organisations and 601 by Protestant 
saramilitaries. The first figure is wrong. Ac- 
ording to the Irish Information Partner- 
"ip, the best source for such figures, it 
sad 551, not 55. 
and Mr Foot realised that some- 
awry, and placed an erratum slip 
w copies. (Not, be it noted, in copies 
n sale in the shops, which is how your re- 
'r got his copy. Chatto says it was “too 
o recall these.) But it was not until 
conomist called Chatto on June 12th 
pe realised that the correc- 
, was wrong. The erratum slip says 
figx re queen | on...page 44 



























































IRELAND: | War rita Mer Ger Our. By Paul Foot. Chae e Windus. 69 pages; £2. 99. 
| iA , ADVANGE FOR THE LABOUR PARTY. id John Lloyd. Chatto & Windus; 57 


should be 61, and not... 601". That is to 
say, the erratum slip corrects the wrong fig- 
ure. To get the number of civilian deaths by 
terrorism wrong by a factor of ten once is 
bad enough; to get it wrong twice makes one 
wonder whether the "restrictions imposed 
within so many branches of the media” are, 
after all, such a bad thing. 





These are, without doubt, just honest 
mistakes. Yet they undermine Chatto's en- 
terprise. Good polemic must be more than a 
frenzied sounding-off. It must aim—albeit 
with passion—to convince the sceptic, and 
it cannot do so if the facts on which it is 
based are at odds with the truth. Even with- 
out such an error on such a sensitive matter, 
there are good reasons for doubting whether 
convincing the sceptic is CounterBlasts’ 
aim. Its list of future authors—including 
Christopher Hitchens, Ronald Dworkin, 
Fay Weldon, Hanif Kureishi, Robert 
Skidelsky and Michael lgnatieff—is a 
round-up of the usual suspects, suggesting 
that the series may. be just another case of 


right has used "tough" disciplines in a way 


the radical chic of the mid-1980s gearing 
for the new decade. m 
Chatto claims that the pamphlets 
published "at a time when right 
thought dominates the exchange of po 
ideas". But it doesn’t. Britain's universities, 
where the exchange of political ideas is most 
advanced, are certainly not dominated by 
"right-wing thought”. Nor are three of 
ain's five quality daily newspapers, or 
who make television programmes : 
truth, as John Lloyd's pamphlet im 
recognises, is that without dominati g 
exchange of political ideas, the right 
has dominated politics. The inter 
question is: why? 
Part of the answer is that the politi 





































































that the left has not. It is striking—but d 
pressingly predictable—that no economi 
is listed as a future author of a CounterBla: 
pamphlet. Yet at the heart of the suc 
cess of the political right has been its” 
ability to use the genuinely value-new- . 
tral research and theory of econo- 
mists. The let's failure, for ten years, 
has been to assume that develop- 
ments in contemporary political eco- 
nomic thought would go away 
Throughout the 1980s the key " write 
ers, thinkers and journalists” of the- 
left were conspicuously absent from 
the important seminars on publi 
choice, on government overload, on 
rational expectations. They fough 
shy of numbers. And they are now 
paying the price, limiting themselve: 
to textual criticism, as Jonathar 
_Raban does in his rather purposeless. 
offering. 
Instead of a rehash of sexuality 
the politics of health and welfare 
broadcasting, higher education anc 
the like, what titles would a really rad 
ical set of pamphlets include! Here 
are some suggestions. “Free Trade— 
The Key to Empowering the Third World”. 

“Can Britain be made Classless withou 
Bloodshed?” ' "Friendship—A Mobile Soc 
ety's Answer to the Col lapse of Neighbour. 
hood and Family". “Britain, France anc 
Germany—the Hegemony of p 
Bundesbank or a new Entente Cordiale?”’ 
“The Dangers of Pets”. “Capital Flows and. 
The End of Nationalism—The Case for: 
World Currency”. “Computers, Election 
and Electronic Referendums”, "South Lon 
don: Why?" Many more could be addec 
Sad that, if Chatto's present intentions 
main unchanged, the world will: nev 
them written. 
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Russia’s economy 


The five ways 


GORBACHEV'S STRUGGLE FOR ECONOMIC 
REFORM. By Anders Aslund. Pinter Publish- 
ers; 219 pages; £35. Cornell University 
Press; $39.50 


WwW is Mikhail Gorbachev attempting 
a new revolution in Russia? One big 


reason, according to Anders Aslund, is that 
defence spending may have risen to an un- 
sustainable 22-30% of Soviet GNP, far higher 
than the CiA's estimate of 15-17% and way 
above the 9% now admitted to by Mr Gor- 
bachev. Maybe the Soviet leadership saw 
radical reform as the only way to keep pay- 
ing to be a superpower. And who are the 
‘radical reformers? Not engineers, at any 
rate. Although the Soviet system was de- 
signed for them, and they have long domi- 
nated the leadership, Mr Gorbachev's new 
revolutionaries are all non-engineers. 

This is the freshness of analysis that 
makes Mr Aslund good to read. An aca- 
demic with the unusual advantage of having 
recently spent three energetic years at the 
Swedish embassy in Moscow (meeting all 
the economists who matter and seeing with 
his own eyes that the CiA's view of Soviet 
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I like that Ryzhkov, myself 


economic performance was absurdly rosy), 
he is widely regarded among Russia-watch- 
ing economists as one of the best in the busi- 
ness. In this book he shows why. 

His review of perestroika starts with an 
insider's guide to the way reform decisions 
are taken. In the background are the theore- 
ticians—Mr Aslund gives a who's who of 
leading economists and their influential in- 
stitutes—but most important are the top 
politicians. By sifting carefully through their 
speeches (especially ones that have not had 






Innocent 


AD Stalin lived to stand trial for his 

crimes, Kenneth Neill Cameron 
might have made an enthusiastic witness 
for the defence. In STALIN: MAN OF 
CONTRADICTION*, he objects to the 
"concerted campaign of 
vilification" that has been 
directed against him. Sta- 















lin, he says, was neither a 
power-mad dictator nor a 
cunning intriguer. On the 
contrary, he lived an exem- 
plary life. In his youth he 
was a kind of Shelley, pen- 
ning a few romantic lines 
while dabbling with revolu- 
tionary ideals. He kept Rus- 
sia on the true socialist path 
despite the intellectuals. He 
won the war against Ger- 
many and spread the bene- 
fits of communism to East- 
ern Europe. Phew. 

For some writers it is an irresistible 
temptation to seek redeeming qualities 
in a human being generally regarded as a 
monster. Distance in time does lend en- 
chantment for biographers of Alexander 
the Great, Tamerlane, Genghis Khan 
and other psychopaths from the foggy 
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past. Hitler already has his apologists. Mr 
Cameron, an American academic who 
has written books on Marxism (and Shel- 
lev), has set out to re-erect the fallen 
statue of Stalin. The trouble with this ap- 
proach is that, in a desperate effort to go 
against the contemporary view, it leads 
to writing nonsense. 

Thus the accounts by 
Solzhenitsyn, Medvedev 
and others of the millions 
of Russians condemned to 
gulags are rejected because 
no government statistics 
have been published of the 
arrests at the time. Khru- 
shchev's famous speech of 
1956 denouncing Stalin 
showed "a bourgeois con- 
cept of history’’. Brezhnev, 
on the other hand, gets a 
nod of approval for putting 
the clock back, and Gorba- 
chev gets a shake of the 
head for rejecting him. 
Glasnost has led to an 
“orgy of published "trash" while 
perestroika is simply dangerous. 

Mr Cameron says he has tried to do 
“a little balancing up”. It is the only joke 
in the book. 


*Strong Oak Press; 203 pages; £15 





to be vetted by other top comrades), M 
Aslund reconstructs their personal v 
and concludes that at least five differe: 3 
nomic programmes have been advocated b 
the members of the Politburo. 

Out on one wing are the radical reform 
ers: Mr Gorbachev plus only four Politbur 
colleagues (none of them an engineer, 
Messrs Yakovlev, Shevardnadze, Medvede 
and Lukyanov. They favour more market 
more private enterprise (disguised as co-or 
eratives) and more democracy. A group ¢ 
more cautious reformers—they like the mai 
ket but they also like Gosplan—is led by th 
prime minister, Mr Nikolai Ryzhkov (an er 
gineer). A faction led by Mr Lev Zaiko» 
who rose to prominence in Leningrad an 
represents the arms industry, prefers th 
East German method of streamlining the e: 
isting system. Mr Yegor Ligachev and h 
Russophile followers believe above all i 
strict discipline. Out on the other wing a: 
Brezhnevite change-resisters, notably tl 
Ukrainian boss, Mr Vladimir Shcherbitsk 

All these groups, argues Mr A 
have managed to influence policy, wun 
leads to an important point abo 
perestroika: “It is simply not Gorbachev 
own programme, but a programme of cor 
promise." Hence, at least in part, the serio 
inconsistencies and inadequacies of the 1 
forms introduced so far. 

Like Soviet liberals, Mr Aslund sugge: 
that the solution is to press ahead wi 
bolder reform. Glasnost has shown the a 
fulness of the Brezhnev past; neo-Stalin 
campaigns (for example, the one against 
cohol) simply do not work; East Germ 
streamlining is inadequate; more democrz 
is the only way to loosen the stranglehold 
the bureaucracy. But others could draw 
different conclusion: that the Gorbach 
led economic reforms are a failure, and ! 
political reforms threaten chaos. Alter 
tives, it is clear from this study, do exist— 
least four of them, if Mr Aslund’s detect 
work is right. 
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Puritans 


The city, the hill 
and the self 


THE PurrtaAN OrDEAL. By Andrew 
Delbanco. Harvard University Press; 306 
pages; $30 and £23.95 


O THE general public, the Puritan is a 
killjoy: "a man”, as H. L. Mencken put 
it, “who is afraid that somebody, some- 
where, is having a good time.” Disciples of 
Max Weber and R. H. Tawney regard the 
original Puritans as responsible for the rise 
of capitalism in the seventeenth century, 
placing selfish individualism above commu- 
nity values. Whatever its connotations, 
however, the Puritan legacy has remained 
1 mly potent but extremely varied. In 
T n,its traditions of committed individ- 
uality and non-conformist idealism have in- 
spired figures as diverse as Mr Tony Benn, 
the Rev lan Paisley and Mrs Margaret 
Thatcher. 

Andrew Delbanco's book is concerned 
"with one of the most famous achievements 
bof the Puritan spirit, the colonisation of 

New England. Popular American mythology 
&depicts this as a classic triumph of faith over 
sadversity. Mr Delbanco shows convincingly 
that it is more truly seen as an “ordeal”, 
marked by tensions already present in the 
sold world and intensified in the new. 

The essence of Puritanism was a belief in 
ithe possibility of direct contact between the 
“individual and God, unmediated by any hi- 
werarchy of an established church. Thus the 
inew world seemed to offer a haven for the 
Kaithful, far from conformist pressures and 
ipersecution. But Mr Delbanco demon- 
istrates that Puritan emigrants were also re- 

g against the increasingly commercial 
uai acter of English life. More or less uneas- 
uly, the Puritans found themselves "fully in- 
wolved in the pursuit of economic advan- 
tage, playing by the new capitalist rules", 
lespite their vision of a community of the 
Faithful united in a personal love of God. 
When they fled to New England, it was to try 
to find Old England without the danger of 
corruption by “the emergent self’. 

In the event, the difficulties of settling 
and administering a wilderness over- 
whelmed the hopeful “simplifications of un- 
peopled America". They also undermined 
"he Puritan ideal of "a transcendent realm 
»f plenitude", in Mr Delbanco's fine 
Phrase, which could manifest itself to any 
believer at any moment. Religion had to be 

tructured and rational, for the orderly 
eo of the community. As Mr 
lbanco puts it, “the language of ecstasy 
wave way...to a language of discipline", 
and an official emphasis on sin took prece- 

Hence over the private accessibility of grace. 
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As the settlements grew steadily more 
rigid, conservative and moralistic, many Pu- 
ritans saw themselves becoming what they 
had fled from. The final irony was the 
Roundhead victory in the English Civil 
War, making the emigrants feel cut off from 
a triumphant Puritan state without having 
fulfilled the promise of a state of their own. 
A growing tide of disaffected colonists re- 
turned to England, exceeding in the 1640s 
the number of new immigrants. 

Clearly something had failed. Surveying 
“the whole literature of what we call Puri- 
tanism, stretching between the reigns of 
Elizabeth and Charles II", Mr Delbanco 
finds that “the distinctively American note 
is not the theme of chosenness, but of collec- 
tive loneliness... " Dreaming of creating 
their “city on a hill” as an example to the 
world, “these Puritans had discovered that 
America was the country of the isolated 
self", with all its attendant fear and 
confusion. 

Mr Delbanco's last two chapters dem- 
onstrate the continuing force of the Puritan 
heritage in American culture. Its dark side 
has promoted a moral myopia, a self-righ- 
teous tendency to see “sin as excrescence, 
disease . . . against which the community of 
purist selves builds barricades.” Much more 
positive is the survival of the earlier faith in 
a transcendent realm of plenitude, available 
to all. The sense of “life divinely interrupted 
and transfigured" links authors as diverse as 
Emerson, Whitman, Fitzgerald and Saul Bel- 
low. Indeed, Mr Delbanco sees it persisting 
as a national characteristic, in "the extraor- 
dinary tenacity .. . with which Americans 
have clung to the belief that their lives can 
be radically renewed.” By the Puritans’ own 
lights, their experiment may have failed, but 
it left behind a credo of passionate convic- 
tion. 





Cinema 


Include him in 


GoLDwyYN: A BiocRAPHY. By A. Scott Berg. 
Knopf, 580 pages; $24.95. To be published 
by Hamish Hamilton in September; £16.95 


MA EEN Samuel Goldwyn died 15 years 
ago, at the age of 94, an era passed 
with him. Of the founding fathers of Holly- 
wood, only Adolph Zukor outlived him. 
Goldwyn (who was born Schmuel Gelbfisz 
in Poland in 1879) was one of that small 
band of entrepreneurial Jews, including 
Louis B. Mayer, the Warner brothers, Zukor 
and Carl Laemmle, who left Europe in the 
late nineteenth century and ended up in 
California in time for the birth of the mov- 
ies. With Cecil B. DeMille as director, Gold- 
wyn produced America's first feature-length 
film, "The Squaw Man", in 1913. His name 
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All charmth 


remained synonymous with high-class enter- 
tainment for the next 46 years. 

Scott Berg's book is not merely a biogra- 
phy, but also a history of Hollywood seen 
through the eyes of the people who made it. 
There is much nostalgia, but no attempt to 
gloss over Goldwyn's shortcomings as a mo- 
gul and as a man. As a mogul, he had no 
talent for developing and exploiting the 
many actors and actresses whom he discov- 
ered and put under contract. Ronald Col- 
man, Gary Cooper and David Niven all did 
their best work on loan to other studios. 
Goldwyn could never find suitable roles for 
them. And the forgotten starlets he tried to 
turn into Garbos are a sad footnote in the 
Hollywood saga. Pronunciation was the 
downfall of the thickly accented Vilma 
Banky and Anna Sten; Sigrid Gurie's 
Scandinavian charms proved to have come 
straight from Flatbush; and podgy Joan Ev- 
ans, star of "Roseanna McCoy", is univer- 
sally forgotten. 

As a producer he lacked taste and cul- 
ture. He turned the life of “Hans Christian 
Andersen" into a sugary vehicle for Danny 


Kaye in which, in the words of co-star Farley — 


Granger, “boy meets girl, boy loses girl, boy _ 
gets boy". He could never get his tongue — 
round the title “Wuthering Heights” and 
wanted to change it to "Dark Laughter” or — 
"Bring Me the World". But when the film 
version proved a big success he took sole - 
credit: “I made ‘Withering Heights’ (sic); 
William Wyler only directed it." 

Nevertheless, he developed a kind of fa- _ 
ther-son relationship with Wyler that re- A 
sulted in the only adult films ever to bear the 
Goldwyn imprint, including "The Little 


Foxes” and “The Best Years of Our — 
Lives"—a film about soldiers returning — 


from the war that perfectly caught the mood _ 
of the time (1946) and brought Goldwyn the _ 
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best-picture Oscar he had long coveted. 
Except for the films he made with 
Wyler, little of what he produced holds audi- 
ences today. But Goldwyn the man immor- 
talised himself with a torrent of malaprop- 
isms that were legendary even when he was 
alive. This book is prodigal with them, from 





The American art market 


Up gallops Getty 


NEW YORK 


HE sale of Pontormo’s “Portrait of 

Duke Cosimo 1 de’ Medici" at Chris 
tie's on May 31st has had an intoxicating ef- 
fect on America's museums. Although it 
may not last long, it is the best news they 
have had in years. The Pontormo, a stun- 
ning, if morose, work by an important Ital- 
ian Mannerist, had been on loan to the 
Frick collection for nearly two decades. The 
Frick's officers expected that it would ulti- 
mately be bequeathed to the museum; but 
the times are against that sort of generosity. 
And so, like that other rarity of a few years 
ago, Van Gogh's "lrises", the Pontormo 
was consigned to the auction house. It sold 
for $35.2m, breaking all records. Admirers 
wishing to see it, however, will not have to 
travel to the den of an Australian yachtsman 
or the office of a Japanese tycoon. This 
painting can be seen at a public institution, 
the Getty Museum in Malibu, California. 

For a top-class work of art to enter a 
public, rather than a private, collection is a 





They don’t give these away 
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classics like "include me out", “full of 
warmth and charmth” and “brink of an 
abcess” to “biting the hand of the goose 
that laid the golden eggs” and—perhaps the 
greatest of all Goldwynisms, addressed to a 
long-lost friend— We've passed a lot of wa- 
ter since then.” Truly a book to savour. 

——— —— 


seminal event in the recent history of Amer- 
ican museums. Despite the crowds that line 
up for the blockbuster Gauguins and War- 
hols, museums today are battered and de- 
pressed. In the past two decades costs have 
soared, while the cultivated gentry on whom 
museums have relied for much of their 
money have steadily died out. In their place 
has come a different breed of patron— 
newly rich and largely ignorant of art—who 
sees his place at the trustees' table as à 
springboard to the top of the social heap. 

Undermined by these changes, muse- 
ums have also found increasing difficulty in 
making acquisitions. Until 1986 the allowa- 
ble tax deduction for donated works of art 
was pegged to their current value. Today the 
benchmark is the original purchase price. In 
the case of the Pontormo, if the owner's 
heirs had decided to donate the painting to 
the Frick instead of selling it, they could 
have written off only a part of $37,000, the 
price paid for it in 1950. Not surprisingly, 
museums have been reporting 
a catastrophic decline in gifts 
of work of art. 

Combined with the chill- 
ing effect of the tax laws has 
been a soaring art market, in 
which the buying power of an 
annual acquisitions budget— 
$2m-4m at the luckiest muse- 
ums—has evaporated, and 
where potential donors of pic- 
tures naturally prefer to be- 
come multi-millionaires in the 
marketplace. As if to allay any 
charges of profiteering, the 
owners of both the Van Gogh 
and the Pontormo have 
pledged a portion of their pro- 
ceeds to good works. But such 
charity does not usually com- 
fort museums, which are now 
effectively out of the business 
of serious collecting: a change 
as extraordinary as if libraries 
could no longer buy books. 

The Getty is a glorious ex- 
ception. When it opened in 
1982, much was made of its co- 
lossal acquisitions budget. 
Through its present organisa- 


tion, the J. Paul Getty Trust, the museum is 
obliged by law to spend 414% of the trust's 
$3 billion endowment on all its programmes 
every year. This gives it cash in the tens of 
millions for works of art. In 1982 the art 
market was already beginning to take off, 
and the Getty’s vast war chest suggested that 
it would dominate the field. In fact, the op- 
posite occurred. The Getty held back, show- 
ing such discretion in its purchases that 
there were murmurs that it might never be- 
come a first-class museum. 

Yet by this spring, with museums reel- 
ing from tawdry spectacles such as the War- 
hol and Elton John auctions and from the 
quick resale of some paintings for even more 
gargantuan sums, the Getty began to look 
more and more like a knight in shining ar- 
mour able to deliver Art from the dragon 
jaws of Commerce. 

A palpable feeling of relief settled over 
the art world once the Getty had secure `` ¢ 
picture. It will probably be short-lived — t 
every blockbuster painting that comes uf 
for auction will be to the Getty's taste; it wil 
not play the white knight for ever. More im 
portant, the Pontormo's $34.2m hammer 
price is more than three times the last Olc 
Master auction record, the $10.25m paid ir 
1985 for Mantegna’s “Adoration of th: 
Magi". If present trends continue, even tht 
Getty may find itself priced out of thi 
market. 





Television soap operas 


“Neighbours” in 
nappies 


ee have just discovere 
that, when it comes to watching telev 
sion, children mimic their elders. In / 

ica, cheaply produced children's mag... 
programmes and game shows have soared i 
the ratings. In Britain, it was the enormot 
popularity among children of "Neigl 
bours", an Australian soap opera, th: 
tipped programmers off. According to th 
Broadcasters’ Audience Research Boar 
"Neighbours" regularly pulls in nearly 21 
child-viewers, about a quarter of its auc 
ence. Even babes in nappies watch it. In 
study carried out by Queen's University i 
Belfast, crying babies whose mothers hz 
watched "Neighbours" during pregnan 
stopped crying and became alert when tl 
programme's theme song was played; babi 
who had not been prenatally exposed co 
tinued to wail. 

Not to be outdone, rrv bought its ow 
Australian import, "Home and Away", ar 
unabashedly positioned it right on the ba 
of its children's hour. The soap has flo 
ished, and ITV companies are now trying o 
a home-grown crop of drama serials mai 
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Will I walk again, Nurse? 


expressly for and about children. Granada 
TV's "Children's Ward”, a sort of "General 
Hospital" for tots, has just finished its first 
13-week run. It will be followed later in the 
year by Tvs’s “Streetwise”, a “gritty” 
dramatisation of the lives of London's bike 
couriers. Early next year Central tv will air 
"Chandler Hall", set in a state-run boarding 
school. There is even a five-minute serial for 
"tinies" in the offing, described by its mak- 
ers as an acute observation of what life is like 
for an ordinary six-year-old girl in north 
Manchester. 

Fortunately, there is every indication 
that children's soaps will outclass their adult 

\terparts in quality and—dare one say 
u—depth. "Children's Ward" deals intelli- 
gently with teenage alcoholism, eating disor- 
ders, broken homes and fear of doctors; it 
also allows little girls to be nasty and little 
boys to be weight-conscious. Nevertheless, 
the three unities of soap operas—romance, 
conflict and dirty dealing—are observed. 
And each segment ends, as it must do, on a 
note of unresolved drama. 

Unlike the British, American broadcast- 
ers have no express mandate from the gov- 
ernment for children's programming. With 
the exception of one-off specials underwrit- 
ten by corporate sponsors, children's drama 
is virtually non-existent on the big Ameri- 
can networks. PBS, which revolutionised 
children’s programming in the late 1960s 
with "Sesame Street”, has teamed up with 
the Canadian Broadcasting Corporation to 
produce an award-winning serial for chil- 
dren, “DeGrassi Junior High”, which 
closely resembles its British peers. Without 
public money, however, it would never have 
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been made. 

The lesson is instructive for Britain, 
where production costs for children's drama 
are high while advertising revenues remain 
low. The government's mandate for chil- 
dren's programming may be dropped in the 
wake of deregulation; although the new 
measures announced on June 13th contain 
stricter requirements for quality and diver- 
sity in the ITv franchises to be auctioned in 
1992, they are not specific, and good series 
for children may still disappear. Unless, of 
course, kiddie soaps do as well among adult 
audiences as “Neighbours” has among chil- 
dren. Pensioners have been caught watching 


"Children's Ward" already. 





Hungarian cinema 


Oxygen 


f ies planned reburial on June 16th of 
Imre Nagy, the leader of the 1956 Hun- 
garian revolution, is a moment of particular 
poignancy for one of Hungary's leading po- 
litical film-makers. Peter Bacso was a close 
friend of Nagy's and, as a result of this 
friendship, was debarred from film-making 
for four years after the revolution. He has 
made up for lost time since. Mr Bacso spe- 
cialises in blending comedy with tragedy to 
show up the absurdities of the system; and 
although films critical of the recent past 
have been allowed in Hungary since the 
early 1970s, he sets out to run right up to the 
limits of licence. 

In 1968 Mr Bacso wrote “The Witness", 
a scathing farce about the communist re- 
gime of the late 1940s. It happened to coin- 
cide with the Prague Spring, and was 
banned. Not to be discouraged, Mr Bacso 
co-wrote "Love": a film set in the 1950s 
(and released in 1970), showing how terribly 
three Hungarians suffer at the hands of a re- 
gime that is barely mentioned. 

Few other political films appeared until 
1978, when liberalisation began again in 
Hungary. After ten years, “The Witness" 
was finally released to tremendous popular 
acclaim. A rush of new films joined it—criti- 
cal of the communist party, though always 
set in the past—films such as “Angi Vera" 
by Pal Gabor, and “The Stud Farm" by 
Andras Kovacs. In 1982 came the boldest 
stroke of all: Peter Gothar's "Time Stands 
Still”, which included footage of the Rus- 
sian invasion of 1956 and showed how many 
Hungarians, in the 1960s, compromised 
themselves under a rigid political system. 

The next year brought one of Mr 
Bacso's best films, "Oh, Bloody Life!", a 
tragi-comedy about an actress sent to a Hun- 
garian work camp as a "bourgeois" enemy 
of the regime. According to Mr Bacso, his 
film was the first public account inside Hun- 
gary of the communist deportations of the 


E pU « 


EN" "Lo Pe er ee vi CO 


BOOKS A 
1940s and 1950s. 

Since the advent of Mr Karoly Grosz as 
party leader last spring, cinema censorship 
has declined. Hungarian films are now 
about to cross the Rubicon: to dare to criti- 
cise openly the domestic politics of the day. 
So far, the most open explorations have 
been on radio which, in contrast to film, can 


release its slingshots in a single day. In 1988 


Sandor Csoori, a leader of the opposition, 


made a film critical of the present; but it was _ 


set in a small town, it avoided a direct attack 
on the system and its characters were uncon- 
vincing. 

In contrast, Mr Bacso's next film is to be 
a dark satire that is completely up to date. 
“One Can of Oil”, is about a Hungarian 


intelligence officer and his teenage son, a _ 


radical opposed, as Mr Bacso is, to the entire — 
Hungarian establishment. The father comes 


to feel that he and the system he perpetuates - 


are responsible for many of Hungary's prob- 
lems, and finally, in a crisis of conscience, 
burns himself to death. 

This is heavy stuff for Mr Bacso, who 
usually leavens his political criticism with 
fun. "Humour is an oxygen mask for Hun- 


garians in the hard bitter circumstances of — 


our lives," he explains. He has no illusions 
that films can solve the country's problems; 
but at least, he hopes, “Good films can af- 
fect people's thinking." 





BOOK FAIR 


Park Lane Hotel 
Piccadilly, London W1 


20-22 June 
11am to 8 
(last day, ) 
for information 
phone 01-379 3041 





i 
Fai 
22-4 b M 
» rg M 9 A 
D 5 ` 
" 4 
" 


ý 










f 


R 
b 


| A EN CH 66 6 IN PI p UENCE à 


ui and FRENCH, DUTCH or SPANISH 66 

| in the ARDENNES 

The advantages of the "CERAN 66" concept, [| 
with residential courses : 


| { 1. Intensive study (Minimum 38 lessons per week) 


2. Plus the constant practice of what you have learnt, every day 
-from 8 a.m. to 10 p.m., with teachers constantly present at meal- | 
5 times, breaks and in the evenings. 

.. 8. A total of 66 hours per week of full immersion in the language. i 


| -Ceran is a top class school for leaders in business management 
“and government. Our clients since 1975 include Alcatel, AT & T, i 







































THE THIRD LO ONDON CONFERENCE 
ON PRIVATISATION 


July 11-12 1989- 


Privatisation is spreading to all parts of the world — developed 
and developing. Britain has more expertise than anyone else. 

At the Third London Conference on Privatisation ministers ee 
officials, bankers and businessmen will meet merchant bankers 
stockbrokers, accountants and consultants to discuss the pou y 
economics and techniques of UEM si 

















“Canon, Deutsche Bank, Dow Corning, European Parliament, Ger- 
man Foreign Office, Honeywell, Lufthansa, McKinsey, Mercedes- 
. Benz, NATO, Philips, SHAPE, Siemens, Toyota, Winterthur, etc. 


: We also run holiday courses in French for young people (13-17) | 















Speakers include: 

















i CERAN 66 Christopher Patten MP, UK Minister för verte: elopment: 
i Language courses for motivated people. i John Redwood MP, former head of the Prime, Minister’s Policy 
“CERAN LANGUES PROVENCE CERAN ARDENNES Unit, and companies involved in worldwide privatisation, and 


USAID. 

The registration fee for the Third London Conference on Privati- 
sation is £295 + £44.25 VAT. 

For reservations or further details contact: Adam Smith Institute, 
23 Great Smith Street, London SWIP 3BL, UK. Telephone: 01-222 
4995. Fax: 01-222 7544. Telex: 01-931770 WIBU G. 


Please quote our address and the following reference: 489/ECO 








= 8P27/280 | 280, Avenue du Chateau, B-4880 SPA, 

^ F-80130 PONT-SAINT-ESPRIT | iiie qum. | BELGIUM Tet: (#32) 87/87 71 64 

.—— FRANCE- Tel. #33) 66 30 38 38 (MR | FAX (+92) 87/77 36 29 

FAX (+38) 66 39 97 20 NCE RAIN Telex 49850 ceran b , 


in USA : Languagency - Tel: (203) 287-1699 - FAX (203) 284-1827 


































m The emeni recognised MBA Programme at London Business 
.. School, which can be taken part-time or full-time, equips participants 





| i with functional and managerial skills for tomorrow's senior positions. | | 
d Uniquely designed to meet both private and public sector needs, | Strategies, Tactics- 
^ the part-time Programme takes 3 years. Attendance is required on 14 | | and Be h aviours fr 
^ Fridays and for 3full weeks each year and additional attendance is | 
- required for elective courses. Achieving Agreement 
Applicants should have a good honours degree or equivalent with | A series of intensive 4-day interactive skill 
management or professional experience. A few outstanding students | a development programmes to be held at: 


without a degree can be accepted, | june 26-30 Switzerland, Park Hotel, Burgenstock, Lake 


If you wish to apply for the next Programme, beginning January | © Lucerne: August 4-18 UK, Templeton College, Oxford: 
1990, you should get in touch with us now. Fill in the coupon to obtain a September 18-22 France, La Verniaz, Evian les Bains, near 
brochure, or telephone Leigh Forrest (on 01-262 5050 ext. 223) to | | Geneva; October 9-13 UK, The 5 Spread Eagle Hotel, 
reserve a place at the next evening ‘Information Session’, at which you | | os Ain ra Fees Birds 
can meet staff and current students on Thursday, 6th July at 6.15 pm. P j ;  Limelette, si Brussels, : 


Fee: Europe $1850: UK 41.800 + VAP — Leaders: Andrew Gottschalk, Mike Hartley Brewer. 


: | Pese: send me your Part-time MBA Programme brochure 


Please send me detail is of The Complete A 





























Leigh Forrest, Part time MBA Programme, London Business School, 
Tonon NWI ASA. 


q Name Position "ECON. 17/6/89 | To: Pauline Tracey, Programmes Administrator, Curzon Learning, Curzon House, 
Company e | 20-24 Lonsdale Road, London NW6 ERD, England. p (01-328 oil } Pax (001-824 2278 
Address | RANG PEEN EERE ELE rg e Position sae 
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Sussex Place, b i a 
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| GRAHAM SCHOOL OF MANAGEMENT 
2 SAINT- XAVIER COLLEGE / LINIVERSITY 
CHICAGO 





WM Offers its Master of Business 
Administration in Paris 


* Evening classes * Week-end classes 


B For professionnals 
with an undergraduate degree 
pps T89 


Bi Spring classes begin : Juh 






Bl Financial aid is available 


FOR FURTHER INFORMATION-CALL 


(1)42.66.66.82 
/SAINT-XAVIER College University 


71. rue du Fg-5t Honoré - 75008 PARIS 











Strategic Modelling 
for Senior Managers 


A New Approach to Strategy Support 


. This new programme introduces state-of-the-art modelling methods intended to 
|) enhance strategic thinking in management teams. It shows how to capture 
managers knowledge and experience of the business in maps’ that serve as à 
focus for team discussion, Through case studies and workshops it shows how to 
use models and derive benefit for your company through the modelling process. 
It illustrates how regular use of simulated ‘what-ifs’ can achieve shared 
understanding and consensus on strategic change. 

Drawing on the extensive experience of the international faculty, the 
programme considers the application of strategic modelling to cases that deal 
with growth management, hurnan resource policy, technology transitions, 
competitive strategy and manufacturing policy. The programme is intended for 
general managers, senior functional managers, and for planners and consultants 
who work closely with management teams. 

STRATEGIC MODELLING FOR SENIOR MANAGERS 
18-22 September 1989 (residential) 
To find out more about the key benefits of attending this programme, please 
contact Karen Moss, Registrar, Strategic Modelling for Senior Managers, 
“London Business School, Sussex Place, Regent's Park, London NW1 45A, UK 
Telephone 01-262 5050 (ext 585) Telex 27461 (LBS KOX G) Fax 01-724 7875 












i Please send me details of Strategic Modelling for Senior Managers | 
Name | Positi E | | 
LC -——— ''J'P— 
Address | | 

i 
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LONDON BUSINESS SCHOOL 


Frank Lynn & Associates Limitec 


MAXIM'S INTERNATIONAL INSTITUTE 
SCHOOL OF I 


DAY COURSES / EVENING COURSES 
umi ssion : : Undergraduate 


(1)42.66.66.82 


71, RUE DU FAUBOURG SAINT- HONORE, 75008 PARIS FR; 


| green 13 Ty & 1 l July 
Brussels: 15 June 


Frank Lynn is dedicated to help firms manage 
change and grow their markets. These one day 
clinics will provide direction on the design, 
refinement and management of all aspects of 
channel marketing programmes. 

It aims to benefit marketing professionals and. 
iin indi planners in a epi x firms, but 
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day, numbers are limited to 15 on each. 
Cost sauce 

London swt SBP 1 oie d vs -222 9055. Fax x (0 jf- 1025 piens 
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Taking the GMAT or GRE 
.. exams? 
We CAN help 
For course details, contact: 
GTAC Associates, FREEPOST, London 
WS 4BR, Tel: 01-993 3083/5380 — 
For GMAT texts, contact: 


PasTest Service, FREEPOST, Knutsta 
shire WATE 7BR. Tel: 0565 55226 

















Ph D.n ELD. 


| w Your doctorate can make a differ 













ence. 
Without interrupting your career, enm 
your doctorate in Administration/Man- 
agement, Education, Health, or Human 
| Services. 

a Build upon your professional experience 
while working with nationally recognized 
laculty toward your doctonste. Accred- 
iator Candidacy Status granted by the | 
Noth Central Association of Collages 
and Schools. 
|wPrerequisite: Masters or equivalent 


Uu WALDEN UNIVERSITY, Dept. £C 
« 415 First Ava. N. 
L'IVERSETY Minineopolis, MN 55401 
(8003 237-6434 e BOT Anchor Rode Dr. 
(813) 251-7277. Naples, FL 33940 









! (We know you need to learn 
anguage rapidly.) Live in your teacher's. | 
home in UK, USA, France, Germany, 
ain, italy, Taiwan. Up to 25 hours 
e lessons, full board and constant | 
contact with your teacher, his 
and friends. Fluency is often 
hieved in only one or two weeks 
ianks to complete isolation from your 
other tongue. 
ed in 1979. Now with 3,000 
hers world-wide at your service. 
language Lessons, Reservations 
18 Royal Crescent, Ramsgate, 
: 0843 589853; Telex: 


















































fax: 0843 590300 














» llege Credit for Work Experience 
Business * Engineering > Education 
Earn a bachelor, master, doctoral degree. Guided 
independent Study. One-on-one acdly uvsr 

No classes > seminars * y. Cali 
_, . for no-cost Evaluation + Catalog 


(213) 645-3636 






















- Get ready for 1992 learn French now 
at the most renowned school 


INSTITUT DE FRANCAIS 


© The highest quality teaching 
@ A high-level international student body 
€ A cordial, hard-working atmosphere 
€ French cuisine 
@ A breathtaking setting on the Riviera 
@ Atruly dedicated staff 
Daily 08.30-17.00 with 2 meals 
For adults. 8 levels: Beginner 110 Advanced I 
Nex! 4-week immersion course starts 3 July and 7 August 1989 and all year 
INSTITUT DE FRANCAIS — EF17 
23 Av, Gén-Ledorc, 06 VILLEFRANCRE/AMER. T, 93.01 48-44. T. 900.0897. Fx. 93769217 
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Ra UNIVERSITY DEGREE 


For Life, Academic & Work Experience 

Degrees for people who want to be more effective and 
secure in their Jobs or Professions. 

Eam a BACHELOR'S MASTER'S or DOCTORATE Degree by 
beso you e ana work experience. College equivalent cradits are 
seminars on business experiences. We accept college credits no 





Send detailed résumé on work life and academic experience for a no 
cost evaluation. 


WESTERN UNIVERSITY 





| PACIFIC 









| 
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Phone: 213/471 
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School of Public Affairs - 
University of Maryland 


THE US FOREIGN POLICY PROCESS: 
TONAL SEMINAR 


AN ADVANCED INTERNA 
ortunity for govern- 


Announcing an intensive high-level training op 
ment officials, policy-oriented scholars, journalists, and other profes- 
sionals who require an understanding of the US foreign policy process. 
The seminar of 20 non-US participants will be led by Professor 1. M. 
Destler. It includes direct contact with foreign policy officials, Con- 
gressmen, lobbyists and other experts in nearby Washington, DC. 
















The six-month seminar begins in mid-January, 1990. Applicants should 


have at least five years of professional experience. Fellowships are 
available. Application deadline: September 1, 1989. 


For details please contact Jane L. Barber Thery, Morrill Hall, School of 
Public Affairs, University of Maryland, College Park, MD 20742; 


telephone (301) 454 1965; telex 887294; fax (301) 454 1492. 





for the project of TU Berlin and FU Berlin to work out English-language MSc courses for 
professional staff from developing countries, 18 months, salary about 95,000DM per annum. 
Duties; | 

Management and coordination of the project. Planning and implementation of an Agric Econ MSc 
programme, to be jointly organised with à DC-University. Further information may be obtained by 
the responsible staff member of the Department (Tel: 030-314 712370). 

Requirements: 
Senior University Staff Member, Agricultural Economist, experienced in teaching and research at 
DC-Universities. l 


Should be submitted by July 4, 1989 to: Präsident der Technischen Universitat Berlin — Ref i A13 — 
, No FO 669, Strasse des 17 Juni 135, D- 1000 Berlin 12, Federal Republic of Germany. 








i Griffith University 
Division of Australian Environmental Studies 


LECTURER 


Economics 

Applications are invited for the position of Lecturer in the 
area of Economics in the Division of Austalian Environmental 
Studies. The successful candidate must have strong statistical 
or mathematical and methodological skills. Preference will be 
given to candidates who have a relevant PhD or equivalent 
experience in Economics. It would be an advantage if the 
applicants had proven teaching and research interests in the 
application of research methodology and data analysis to 
environmental problems. 


Applications from. both women and men are encouraged. 
Employment benefits include parental leave and the possibili- 
ty of access to full-time child care and after-school care. 


The successful appointee will be required to take up duty in 
January, 1990 or as soon as possible thereafter. Salary will be 
within the range of $31,259 to $40,622 per annum. 

Further information can be obtained by contacting Dr Bill 
rods rth on (07) 275 7260. Applications including the names, 
addresses and telephone numbers of three referees should be 
forwarded to Mr John Urquhart, Divisional Administrator, 
Division of Australian Environmental Studies, telephone (07) 
275 7427, by Friday 30 June, 1989. 

. Griffith University .— 

PORTUNITY EMPLOYE 

































University of Hong Kong 
Applicatie ed for a Lecture- 
ship. in Political Science. Applicants 
should be qualified to teach at ieast two 
of the following areas: the history of 


political thought (Western and at least 


"phy; modern ideologies; political sci- 
ence methodology. An ability to teach 
other related courses in the department 
would be welcomed. Candidates will 
also be expected to show sound re- 
search potential. 
Annual salary (superannuable) (under 
review) is. on an tt-point scale: 
.HK$206,040-HK$344,400 — (approxi- 
“mately £16,620-£27,700 as at 29 May 
1989). Starting salary will depend on 


rent rates, salaries tax will not exceed 
15% of gross income. Children's edu- 
cation allowances, leave, and medical 
benefits are provided; housing or ten- 
ancy allowances are also provided in 
most cases at a charge of 7.5% of 
salary. 

Further particulars and application 
forms may be obtained from Appoint- 
ments (36493), Association of Com- 
monwealth Universities, 36 Gordon 
Square, London WCTH OPF, UK, or 
from the Appointments Unit, Registry, 
University of Hong Kong, Hong Kong. 
Applicants are additionally requested 
to provide a short description of their 
major research and a brief summary of 
the work they have undertaken and the 
direction in which their work is 
proceeding. 

Closes 31 July 1989. 














Northern Ireland 
Civil Service 


PRINCIPAL/SENIOR AGRICULTURAL | 
ECONOMIST/AGRICULTURAL | 
ECONOMIST | 
£10,509-£22,606 


DEPARTMENT OF AGRICULTURE (NORTHERN IRELAND), 

ECONOMICS AND STATISTICS DIVISION > = 
Successful candidates will be required to carry out researc 
official economic and marketing studies concerned with 








` qualifications and experience. «At cur- 


ECONOMIST) 
CONOMETRICIAN 


Gill & Duffus, a major commodities trading house, is looking 
-to employ a person to head its research department. The 
department investigates and publishes ra ar reports on 
| three soft commodities, cocoa, sugar and edible nuts. 
| The successful applicant will be required to have the 
<4 following: 
|. * a strong background in quantitative methods — model- 
-| -ting experience would be advantageous. 
=c ability to supervise and manage research projects and 
2 personnel. 
|. * good communication skills, both oral and in written — 
| the position entails regular contact with the company's 
trading teams as well as its customers, 
* some experience of commodity markets, not necessarily 
softs, would benefit the applicant. 






















High Street, London SE1 1HW. 


— conomics 
Department 


The NFU has a vacancy in its Headquarters' Economics 
Department for an economist. 


The job is varied and calls for a professional attitude, numeracy and an 
ability to write clearly and concisely. Tasks include examining the 
profitability and prospects for one or more sectors of the industry, 
monitoring macro economic developments, analysing farm survey and 
census data, devising and applying economic forecasting techniques 
—and contributing to the external understanding of NFU views and 
policies. 
-c Applications are invited from persons with good qualifications, and a 
E sound knowledge of the CAP. He or she will be a graduate in economics 
E oragricultural economics, will probably have a higher degree in one of 
| ^ these disciplines and a knowledge of econometrics. The successful 
|. candidate is likely to be in his/her twenties, and have at least two years 
experience working as an economist. 
"Application forms from the Director of Personnel (BRK), 
NFU, Agriculture House, Knightsbridge, London SW1X 7NJ. 
. Tel: 01-235 5077. 

























resource use, agriculture and food processing in Northe: 
ireland. In addition, if subsequently appointed to lecture: 
in the Faculty of Agriculture and Food Science, Queen 
University of Belfast, they will be required to contribute to . 
teaching and research supervision in Agricultural and Fo 

Economics. 


Applicants must possess: 

a. a first or second class Honours Degree in Agricultural 
Economics, Agricultural Marketing or Economics, or, 

b. a higher degree in Agricultural Economics, Agricultural 
Marketing, Econometrics, or a related subject with relevant 
post-graduate research experience. 


Students hoping to obtain the requisite qualifications during the . 
1988/89 academic year may also apply. E 


For appointment at Principal Agricultural Economist/Senior 
Agricultural Economist grade candidates should have a 
knowledge of econometrics and considerable research 
experience, including applications of computer modelling and 
forecasting to development in agriculture and the food sector. 
For the second post at Agricultural Economist grade candidates 
preferably should have experience of research in rural 

resource use, or marketing, or related economic appraisals. 


SALARY SCALE: 
Grading and starting salary will be related to qualifications and 
experience. 
Principal Agricultural Economist: 
£17,360-£22,606 with further increments payable depending 
on performance up to a maximum of £26,958. 


Senior Agricultural Economist: 
£15,141-£19926 with further increments payable depending 
on performance up to a maximum of £21,552. 


Agricultural Economist: 
£10,509- £16,377 with further increments payable depending 
on performance up to a maximum of £17,713. 


Ref: SB 58/89 Closing Date: 6 July 1989 Tel: Ext. 2783 

The Civil Service Commissioners may decide to interview only 
those applicants who appear, from the information available, to 
be best qualified. 


Please write to the Civil Service Commission, Rosepark House, 
Upper Newtownards Road, Belfast BT4 3NR or telephone 
Dundonald 4567 for an application form (using the extension 
number indicated and quoting the Job Reference). Completed 
forms must be returned to arrive not later than the closing date 
stated. 


































University of Canterbury 
New Zealand 


` SENIOR LECTURER oR LECTURER 


qualifications to n and carry out 
'research in one; or more, of the main 
-areas of Economics. The Department 
emphasises core material in macro- 
economics, microeconomics, and 
E in its teaching and 


The salary for Senior Lecturers is on a 
scale from NZ$49,000 to NZ$57,000 
(bar) and a range from NZ$59,000 to 
NZ$63,000 per annum, and for Lectur- 
ers is on a scale from NZ$35,000 to 
N2$42,500 (bar) and a range from 
NZ$44,000 to NZ$46,000 per annum. 


Further particulars and Conditions of 
Appointment may be obtained from 


. Appointments (36518), Association of 


Commonwealth Universities, — 36 
Gordon Square, London WC1H OPF. 


Applications close with A. W. Hayward, 
Registrar, University of Canterbury, 
Private Bag, Christchurch, New Zea- 


Staffordshire Polytechnic 
TEMPORARY LECTURESHIP 


Department of Economics 


Salary: Lecturer Grade £10, 071- - 
£15,369 per annum. : 


The Department of Economics consists 
of 21 economists and is responsible for 
economics teaching across the Poly- 
technic on various degree and ad- 
vanced diploma courses including the 
BA Economics, BA Business Studies, 
BA Sport and Recreation and the 
BTEC and HNC in Business Studies. 


Candidates for this one year post com- 
mencing 1 September 1989 should 





land, on 31 August 1989. 


Ipswich 
18-S22k (under review) 


- Applications are invited for a graduate economist/statistician with several 
years modelling/forecasting experience for this position in our Marketing 
Division. 

Eastern Electricity is building up its forecasting capability in preparation 
for its transition into the private sector. The Company will need sound 
advice on developments in the energy market and on the competitive 
position of alternative fuels for generation of electricity Carefully 
researched forecasts of sales and demand profiles will be crucial to our 
success in obtaining the cheapest supplies and in meeting our customers' 
needs. 


We are looking for a suitably qualified person capable of developing a 
small forecasting team. A good degree in Economics or Statistics is 
essential, together with several years recent experience of econometric 
modelling and forecasting. Knowledge of energy markets would be an 
advantage. 

The salary for this post will be in the range £18,000 — £22,000, (currently 
subject to review). The employment package will include a contributory 
pension scheme and generous relocation assistance where appropriate. 

If you think you have the skills and experience to meet the challenge 
of this post, please apply to Dr D J Swiden, Director of Marketing, 
Eastern Electricity, P.O. Box 40, Wherstead, Ipswich IP9 2AQ by | 
Friday 30 June 1989. 


here's a Bri ght Future Ahead 





ortunity employer —- 





























have a higher degree and an interest in 
both teaching and research. Expertise 
in Industrial, Managerial and Financial 
Economics would be an advantage but 
not essential. 


Application forms and further particu- 
lars are available from Personnel Ser- 
vices, Staffordshire Polytechnic, Col 
lege Road, Stoke on Trent ST4 2DE. 
Telephone. 0782 744531, ext 3211. 


Closing date for. pope applica- 
tions, 3 July 1989. . 


As an Equal Ofodiinitie Employer, 
Staffordshire Polytechnic welcomes 


applications from all PRAE of the 
community. 





MUR | 





MR Hy och 
Week for business or pleasure: Central 
"London 13 miles, Heathrow 41. 

Private sale; at attractive price. All en- 
quiries to: 


Telephone: London 890 3549 























COUNTRY HOUSE 


| Set in 20 acres near Guildford. Pri- 
vate lake, swimming pool, tennis 
courts and stables. Seven bedrooms 
en suite, drawing room, dining 
| room, games rooms etc, Self-con 

tained servants quarters with six- 
bedrooms. Full ( lectronic as dd 


pe 


CCOMMODATIO 


| Tek 01-204 6966 Fac 01-244 8214 
| Welex: 27322 
















FAC TORY 
PREMISES 
TO LET 
| 10,000 sq metres in land, of 
| which 510 sq metres is 
building with possibility of 
expansion. Located in the 
best industrial area of 


| Athens, Greece. Available 


for immediate jet. 


Send replies. to Box 3661, | 
| The Economist. Newspaper 


Iz! E itd, 25 St James's Street, 
| Lond fon SWIA IHG. 


E Applications are + invited for Senior Lec- 
- tureships and Lectureships in the De- 
partment of Accounting and Finance at 
the University of Waikato. The appoin- 
. tee will be required to undertake re- 
_ Search and teach in the undergraduate 


p The Department of Accounting and 
Finanse has an establishment of 25 
i one of the three departments in 
t hool of Management Studies, the 
largest school in the University. The 
school offers a four year undergraduate 
programme leading to the Bachelor of 
Management Studies degree and a 
sters programme and the research 
grees of MPhil and DPhil. Manage- 
it Development programmes are 

tun offering post experience 

irses on various aspects of manage- 

to practising managers from both 

ate and public sectors. The 

as access to computing facili- 

via a Vax network. Micro comput- 

$ also available to al! members of 

p t. Library holdings in Ac- 

nti and Finance and related fields 


t | for lectureships should nor- 

jid a Masters degree. Alterna- 
y may have a good first 
oupled with a professional 
in. Applicants for Senior Lec- 

ips are normally expected to 
ompleted or be about to com- 
'ate, and have a record of 


1e current salary range for Lecturers 
NZ$35,000-NZ$46,000 per annum 
- for Senior Lecturers NZ$49,000- 
2$63,000 per annum. 


formal prolimihry enquiries may be 
ade to Professor Don Gilling, Chair- 
erson of tha Department of Account- 
^g. and Finance, 064 71 562 889 
ring office hours, or 064 71 64035 
hours. Fax 064 71 384 063. 


‘atormation on the conditions of ap- 
intment and details of the method of 
pplication are available from Appoint- 
nts (36512), Association of Com- 
ionwealth Universities, 36 Gordon 
quare, ‘London WC1H OPF, UK, or the 
cademic Staff Registrar, University of 
laikato, Private Bag, Hamilton, New 
aland. The reference number is AB9/ 
Applications close on 28 July 1989. 


Unis ersity welcomes applications 
ibi people of any race, creed 


The i University of Auckland 
New Zealand 


TWO LECTUHESHIPS/SENIOR 
LECTURESHIPS IN ECONOMICS 


Department of Economics 


The present establishment of the Eco- 
nomics Department is 25, consisting of 
five Professors, two Associate Profes- 
sors, 10 Senior Lecturers, five Lectur- 
ers, two Senior Tutors and one Tutor. 
The interests of the staff cover the 
major fields of macroeconomics, micro- 
economics, econometrics, and eco- 
nomic history, including at advanced 
levels the history of economic thought, 
labour economics, international trade 


has forecasting and econometric 
heory. 
fais cations will be we komed from 
those who have completed a PhD 
degree or have equivalent research 
and teaching experience in any of the 
major fields of economics. Preference 
may be given to applicants well quali- 
fied in mainstream macro or micro 
theory. 


Duties will include teaching to graduate 
and undergraduate students. Research 
in a chosen field of interest will be 
required. 

Closing date: 10 August 1989. 
Commencing salaries will be estab- 


_ turer NZ$35,000-NZ$46 
annum; a Lecturer 
NZ$57,000 


Further — including Ci 
tions of Appointment and Met 
Application is available from Appoin 
ments (36488), Association of Com- 
monwealth Universities, 36 Gordon 
Square, London WC1H OPF; or from 


the Assistant Registrar (Academic Ap-- 


pointments), University of Auckland, - 
Private Bag, Auckland, New Zealand 


Applications should be forwarded as. 


soon as possible but not later than the - 
closing date. | 
The University of Auckland is an: 
Employment Opportunity Empo 


and finance, public economics, eco- 


A DAS 


lished within the following ranges: Lec- 


AGRICULTURAL 
DEVELOPMENT & 
ADVISORY SERVICE 


Director-General 
ADAS & Regional Organisation, London 


The Agricultural Development and 
Advisory Service and the Regional 
Organisation forms a major part of 
the Ministry of Agriculture, Fisheries 
and Food. It comprises about 7,000 
staff and runs to a budget of about 
£145m. 


The organisation includes the 3 
separate ADAS services, the Farming 
Countryside Service, the Research 
and Development Service, and the 
State Veterinary Service; and all 
MAFF administrative staff in the 
regions. 


The post of Director-General will fall 
vacant this Autumn on the retirement 
of Professor R L Bell. The responsi- 
bilities of the new incumbent will 
include leadership and line man- 


agement of the organisation; the 


satisfactory execution of all MAFF 
workto which it contributes, including 
achievement of the revenue targets 
set for its commercial activities; 
providing technical advice to the 
Minister and policy-makers in MAFF 
and carrying forward the develop- 
ment of the agency concept in ADAS 
and the Regional Organisation. The 
post-holder is a member of the top 
management team of MAFF as one 
of the Deputy Secretaries (Grade 2) 
reporting to the Permanent Secretary. 


J Ministry of Agriculture, Fisheries and Food Ž 


The appointment requires an 
individual with a thorough under- 
standing of the scientific and tech- 
nological background to agriculture 
and related industries, plus a record 
of experience and the proven skills 
appropriate to the leadership of a 
large and complex organisation. 


It is likely that eligible candidates at 


present hold senior positions in 


commerce, public service, research 
or higher education. 

Salary will be £48,100 rising to 
£50,400. There will be the possibility 
of further increases in the light of 
performance. 


The appointment will be for approxi- | 
mately 5 years in the first instance, 
with the possibility of extension or 
permanency. 


For further details write to Civil 
Service Commission, Alencon Link, 
Basingstoke, Hants RG21 1JB, or 
telephone Basingstoke (0256) 468551 
(answering service operates outside 
office hours), or Telex 859399 
CSCOMM G; Fax 846660. Please 
quote ref: S/7994. Applications 
should be returned by 7 July 1989. 


The Civil Service is an equal 
opportunity employer 





Templeton College teaches graduate and 
undergraduate courses in Management Studies at 
the University of Oxford and specialises in the 
d development of executives in small groups, 

«> particularly for very senior positions. 


= The College invites applications for a 


FELLOWSHIP IN FINANCE 


The College wishes to increase its Fellowship in | 
. the finance area due to further growth in both 
. —" university and executive teaching. Experience in 
the design, marketing and direction of executive 
programmes would be a particular advantage. 


Fellows are members of the University's Faculty of 
Social Studies, Further particulars with details of 
the remuneration package may be obtained from 
the President's Secretary. (0865) 735422 


Ref: A620 


Y. Templeton College 
W ouod oxi Suv 


HE UNIVERSITY 

: OF BIRMINGHAM 

CHAIR AND HEADSHIP OF 

.. THE DEPARTMENT OF 
ECONOMICS 

Applications are invited for a newly 
established Chair of Economics. The successful 
candidate will also be appointed to the headship 
of the Department of Economics for a period of 
up to five years in the first instance. 

The terms of the appointment will be subject 
to negotiation but the salary will be in the 
professional range (minimum £23,570, permitted 
average £28,820, under review) plus 


Open University School of 
Management 

POSTDOCTORAL RESEARCH 
FELLOW IN MANAGEMENT 
STUDIES 

(Three year appointment) | 

The Open University has more than 
18,000 managers and would-be man- 


agers on its Open Business School 


short courses, its Diploma and. MBA 


Programmes, all. studying part-time 
through its multi-media distance learn- 


ing techniques. Studies are being com- 
menced under the leadership of Pro- 
fessor D. S. Pugh, Director of 
Research, which will be concerned to 
develop, on the basis of surveys, a 
profile of these management students 


' and their work situations across à large 


range of individual, job organisational, 
cultural and economic characteristics. 


Applications are invited for a fellowship 
to work on this project from men and 
women with experience at doctoral 
level of social science based research 
in the management field. Experience of 


empirical date analysis, and research: 


interests covering several manage- 
ment disciplines are required. 


Appointment will be made at Research 


Fellow Grade 2, £14,500-£19,310 per- 


annum. (under review). The starting 
salary will be according to age, qualifi- 
cations and experience. 

Further particulars and application 
forms can be obtained from Mrs Mau- 
reen Leighton (5560/3), School of Man- 
agement, Open University, 1 Coffer- 
idge Close, Stony Stratford, Milton 
Keynes MK11 1BY, or telephone Milton 
Keynes (0908) 261122, ext 257. 


Closing date for applications 26 June 
1989. 

The Open University has an Equal 
Opportunities Policy. 





RESEARCH OPPORTUNITIES — 





University of Waikato 
Hamilton, New Zealand 


LECTURESHIP IN 

COMMERCIAL LAW 

Applications are invited for a Lecturt 
ship in Commercial Law in the Depas 
ment of Accounting and Finance at th 
University of Waikato. The appointe 
will-be required to undertake teachir 
and research in commercial law sul 
jects at undergraduate and gradual 
levels. Ability to contribute to the dt 
partment's expanding interests in Cot 
stitutional and Administrative Law, an 
industrial Law and Law and Socie! 
issues would be an addition: 
advantage. 

Applicants should normally hold a 
honours or Masters degree. Alterm 
tively they may have a good fin 
degree coupled with relevant profe: 
sional experience and the abili 
willingness to undertake a 
degree on a part-time basis. 

The current salary range for Lecturer 
is NZ$35,000-NZ$46,000 per annum. 
informal preliminary enquiries may b 
made to Professor Don Gilling, Chai 
person of the Department of Accoun 
ing and Finance, 064 71 562 88 
during office hours, or 064 71 6403 
after hours. Fax 064 71 384 063. 


information on the conditions of aj 
pointment and details of the method i 
application are available from Appoin 
ments (36511), Association of Cor 
monwealth Universities, 36 Gordo 
Square, London WC1H OPF, UK, or th 
Academic Staff Registrar, University c 
Waikato, Private Bag, Hamilton, Ne 
Zealand. The reference number is ABS 
19. Applications close on 28 July 1988 
The University welcomes application 


from suitable people of any race, cree 
and marital status. . 









yl « i 1 


superannuation. | 
|] Further particulars are available from the 
> Registrar and Secretary (EB), The University of 
Birmingham, Edgbaston, Birmingham B15 2TT — 
(FAX 021-414 4534), to whom applications (three 
copies, one from candidates outside the UK) 
should be sent by 1st September, 1989. — 
The University is an equal opportunities _ 
NX SLT 


9 Broad Court 
. Tel: 01-379 5130 






AUTHORS WANTED 
. BY NY PUBLISHER 
Leading subsidy book publisher seeks 
manuscripts of all types, fiction, non- 
diction; poetry. juvenile, scholarly and 


religious works. etc. New authors web . | 


comed. Send for free booklet. 


Press, 516 W, 34th f 


5::892, Vantage | 
. Street, New York NY j0001USA — 


OBSERVATORY 
HOUSE HOTEL. 


‘The USA | 
$still a great market. Now the 
strong dollar makes it even 
- better. UK national, resident 
-in US for 22 years, bases in 
"East, West and Pacific-Rim, 
-will represent you or your qual- 
-ity product at surprisingly low 
cost. Strong technical/business 

|" Parco, 

24 Ridgeway Street, 
Douglas, 
Isle of Man. 


The Economist Newspaper Ltd 
23 St James's Street 
London SW1A 1HG 
Telephone: 01-839 7000 
Fax: 01-839 4104 | 
Telex: 24344 ECON G 


co Telephone: 212 541 5730 
cU vo Fax (212) 541 9378 
o 7 Telex 148393 


APPOINTMENTS 


US IMMIGRATION 


Licensed attorney. 
Practice limited to US immigration law. 


Judith B. Sporn, Attorney at Law 
125 Main St, Westport, CT 06880 
| Tel: (203)226-1223. Fax: (203)454-7890 


CUT THE COST OF 

YOUR STAY IN LONDON 
] Take a furnished, self-contained service 
| expe in ur ei Naar Ene 
ipped kit inette, room, 
5, COMI TV, central heating, elevator. 

uit 1-2 persons. Brochure by airmail. 
Tel: 01-584 4123. Telex 295441 (Ref KSF} 


LUXURY SERVICEAPARTMENTS 


CENTRAL LONDON 
Well sited for theatres, business and late night 
shopping. Individually furnished studio and 
one bedroom apartmentsfor rental from £220 
to £550 per week. Minimum stay one month. 
Letting Office, Nell Gwynn House, 
Sloane Avenue, London SW3 3AX. 
Tel: 01-584 8317. 
Telex: 916358 NGHLDNG 
Fax: 01-823 7133 


HOW TO LEGALLY OBTAIN A 
SECOND FOREIGN PASSPORT 


A second passport offers more freedom, greater 
security and investment opportunities and can 
Sese you a fortune in taxes 


Exclusive Special Report—examines over 40 
countries, reveals how to get a second 
passport legally, easily, quickly and cheaply. 
Latest updated 4th edition —OUT NOW. 
Beware of imitations! Satisfaction guaranteed 
_ OF your money back 
£50 (US $80) + delivery. Airmail £10 or 
surface free 


.  . Ür details from: 
SCOPE LTD, 62G MURRAY ROAD 
. PORTSMOUTH POS SJL UK 
Credit Card orders by phone or fax accepted 
Phone: (0705) 597440. Fax: (0705) 591975 


[Outside Uk: dial (International Code +44 705) 


VISITING 
LONDON? 


Forget hotels 


Self catering apartments, fully | 


| serviced, T.V., telephone, telex, 
fax, short or long rental. - 


324 hour - 


emm booking service 
tel: 01-835 1144 
fax: 01-373 9693 
SERVICED 
APARTMENTS LTD 


~ OFFSHORE 
COMPANIES. 


BRITISH VIRGIN 
ISLANDS 


GIBRALTAR 
GUERNSEY 


HONG KONG 
IRELAND NON-RES 
ISLE OF MAN 


LIBERIA 
PANAMA 


FULL NOMINEE, MANAGEMENT, 
ING AND ADMIN 
SERVICES AVAILABLE 


FOR AN EXPLANATORY 
DISCUSSION AND BROCHURE CALL 
COLIN FOSTER 
OVERSEAS COMPANY 
REGISTRATION AGENTS LTD. 


COMPANIES HOUSE 
TOWER STREET 
RAM 


EY 
ISLE OF MAN 
TEL: 1 800 2834444 (TOLL FREE IF 
PHONING FROM USA). 
TEL: 0800 269900 (TOLL FREE) — 
0624 815544, TELEX 628488. 
FAX 0624 815548 


SWISS HOTEL MANAGEMENT DIPLOMA AND 
. BRITISH MASTER OF SCIENCE DEGREE - | 


We are the only Swiss Hotel Mana 
regarded two-year Master of Sci 


| Forces, KGB, MVD), £49. 


L Orders to: 


ün Florida since 1979) will assist you né 


p real esate ventures. We can give you the 


INFORMATION, Fiduciary and Consulting "Ser 
vices, Evaluation, Analyses, Financing, joint Ven 


| teres, Tax Planning, immigration, Workouts. 


SWISS CONSULTANT GROUP (USA) INC ^ 
Hu Florida 
Fax: 1 813 254 0013 for free brochure 


THE USSR IN UNIFORM 
Organisation, who's who, deployment.: 
statistics, glossary of the Soviet Union's | 
military-industrial complex. (Armed | 


USSR’S IMPORT- 
EXPORT >- 

Organisation, who's who, regulations, 
statistics, addresses, phone-telex. nur 


bers, of the Soviet Union's import-export 


|] and financial institutions. £49, > 


P&P included. Our books are 


| "hardcopies" of our data base, but 


they are printed at the highest quality 


and they are updated daily. 
VOSTOCK 
NEWMEDIA 


Cedar Court, Castle Hill 
Farnham, Surrey GUS TIF EN! 


Mi CHARINGWORTH 


A MANOR 


P 
BORED MEETING 
IN TOWN? 
The perfect location for board and 
management meetings 


| Magnificent 54 acre estate with view 


over unbroken Cotswold countryside. 


i Combine the traditional luxury of a 


medieval manor house with the 


Bi highest standards of hotel keeping. 
a) rine cuisine, impressive cellar, lox 


fires, 4-poster beds. 
For colour brochure: 
Charingworth Manor, 

Nr Chipping Campden, 
Gloucestershire GL55 6NS. 
Tek (038 678) 555 
Telex: 333444 CHARMA G 


Best New Hotel in Bntain TIDRA. AA 


gement School, where the diploma holders may follow a highly 
ence degree in International Hotel Management or a range of 


- Masters programmes in Tourism at the University of Surrey, a renowned British National University. 


English is the medium of instruction of our three-year Hotel Management Diploma Course. We 
require the same qualifications for admission as universities. Next intakes 9th October 1989 


: HONOR 
IDUATE. Four languages, Rus- 
French, italian, English. Seeks 
ing career opportunity or tem- 
Ssignments. Will trave-—Cora 
4401, Windom Place, NW, 

n, DC 20016. 


and 3rd January 1990. 


Ask for course brochure at: 


IHTTI International Hotel and Tourism Training Institutes Ltd., P. 0. Box 95, 
CH-4006 Basel, Phone (061) 42 30 94, TX.965 218 TC CH. 














“OVERSEAS POSITIONS. Hundreds of 
_top-paying positions. Al occupations. 
Free details. Overseas Employment 
- Services, Dept EC, PO Box 460, Town 
of Mt Royal, Quebec, Canada H3P 
- acr. 






















LONDON 
South Kensington 


Luxury fully furnished one and two bed 
flats ín quiet cul-de-sac off Queens Gate, 
Resident manager, direct dial telephones, 
| video security and colour TV. Weekly 
rates from £266 to £560 plus VAT. | 


FULL DETAILS: TEL 01-225 0184. FAX | 
j| 01-225 0280. TELEX 893095. 





Pi 
tral Hedge 
| Sarah Hodge Recruitment Consultants — | 
Need a Top Secretary? | 
Call (01)434-0030 






2ND PASSPORT/DR LICENCES. Any 

Cheguntty, various reports on how to 
obtain them. INI, 26 Kleomenous, Ath- 
ens 10675, Greece. 





ST JAMES’S/PICCADILLY, LONDON. 
A magnificent period building with 34 
luxury apartments for sale. 97 year 
leases. Show flat now oper —contact 
01-499 9344. 





BLAIR HOUSE HOTEL, 34 Draycott 
Place, London SW3 2SA. Tel: 01-581 
2323/Fax. 01-823 7752. Pleasant 
rooms with or without private bathroom. 
Single from £35, Double from £50. 
Three minutes from Sloane Square, 
Harrods, Hyde Park nearby. 





‘PANAMANIAN CORPORATIONS pro- 
vide complete confidentiality and zero 
tax liability. We offer company formation 
services on a fast, reliable and competi- 
tive basis. H. |. Darlington, POB 1327. 
Panama 9a, Panama. Tel: 23-0834 or 
23-4819 {evenings 23-6779). Fax: 
234936. 


d 5- 2 17 Oxford st London. wi R TAH | 











| IMMIGRATION—CANADA 
rw Fi Canada’s largest investment houses offers bank or first mortgage 
i teed investments in the Investor-Immigrant Program. 

3 We are leaders in the field of indui in Canada. Confidentiality is 


C/O Mr louis Me Stan Siscoe, 1 
gon A Leblonc or or m San Son, T Mar 355 Mateo, Montreal, Conoda 





















H3B 4S9. 
Fox 514/879-1015 





We are exporters of cigarettes, whisky, 
perfumes, cosmetics, computers, electronics 
and various other items including heavy and 
7 light war materials. 


We are interested to expand our present 
| activity with new buyers. 
Only specific serious proposals specifying 
volumes will be considered. 
Cosmos Enterprises Ltd 
22A Frinton Road 
London N15 6NH 





The Economist Guide to France i is ‘aimed specifically at business ind other. 
frequent travellers. It provides a wealth of information about how business works 

in France as well as incisive briefings on the economy, politics and gocce and 
French society. 


Price: £13.95 UK; £17.50 Rest of World. 


For more information or to order The Economist Guides, lease callinon The —— 
Economist Shop at 23a St James's Street, London SWIA 1HG or contact Joanne © 
Osborne at The Economist Publications Limited, 46 Duke Skreet, London WIA IDW. 
Tek 9 -499 2278; Facsimile: 01-490 FET. A ^o t 


THERE'S ONLY ONE GIN 
FOR THE WELL-INFORMED. 









__ WINNING ; 







Centre 


19 JULY TM th d 


THE INSTITUTE OF CHARTERED 
ACCOUNTANTS, LONDON 


New 1 day seminar for decision-makers _ | 
GERALD BRADLEY & DAVID NORMAN | 


Rapid change is widening the "busi- 
| ness-information” gap. Participants 
will see how V dose this gap and 
unlock the real business potential and | 
| competitive advantage of IT. 
























* Executive € Offices 
. Conferences _ 
* Communications 


Call for brochure and details from: BSC | * Club Restaurant 
Executive Development, BSC House, 43 2 
| Beckenham Road, Beckenham BRI APR. | Trafalgar Square. 01-872 





| ioo One) 0372 50272. Telefax: 0932 a i a ; 
872741. As 








The letter of international irec 
Essential reading for strategic iip 
Published 22 limes. ayear + 4 special reports - $550 
ET RESEARCH ATARATEN 

ve de Lowénda 175007 Pa 
Tel: 3. his 4555 02.13 - Fax (33-1) 47.05.97.39 





MEETING IN LYON, WILL YOUR 


150 M ( 4 i E IMPRESSED IF YOU SECURE 


HE CAFE DES FEDERATIONS? 















MENU 
Iunii 
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_ months to April, barely more than consumer- 
ionth rate of consumer-price inflation was 1.0% in May, 
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hange at annual rate | 
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j wage rates in manufacturing except Australia, 
ings; UK, monthly eamings for all employees. * *New 


s ITZERLAND Throughout the 1980s the 
Swiss have almost magically combined low 
manemployment with low inflation. There is 
mow some danger of the magic running out. 
Record job vacancies, skill shortages and 
f»urgeoning overtime point to a too-tight 
sabour market. Looser fiscal policies last 
“ear. added to the upward pressure on 
enflation; and monetary policy has been 
ttomplicated by new rules about bank liquid- 
ty. The oEco expects Switzerland's inflation 
) rise to nearly 4% by 1990, only a 
ker below the ocn average. Last year's 
Wiss GOP growth of 3% was fuelled by 
festment; slower growth is expected this 
nd next. Rising imports and weaker 
of trade have been shrinking the 
ni-account surplus since 1987. The 
xpects it to continue to shrink. 
















PUT, DEMAND AND JOBS Hot weather gave British sho 
S and buy their sun hats early: retail sales rose by 2.5 
increase up to 4.196 (from 2.6% in the year to April). West Germany's retail sales rose by 5.996 in 
the year to April, thanks mainly to depressed spending in April 1988. Spain's unemployment rate 
inued to shrink; it stood at 17.7% in May, down from 19.9% a year ago. In the same month the 
obless rate fell to 7.7% in Canada, but increased to 6.3% in Australia. 
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SPRICES America's wholesale prices climbed to 
: 6.296 in May; Britain's fell to 4.9%. West German Workers received a pay rise of 3.396 in the 12 


price inflation for the same period. in Holland the 12- 


unchanged from April. Swiss consumer 
S rose by 3.0% in the year to May, the country’s highest inflation rate since 1985. 
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EUER COMMODITY PRICE INDEX 

d Coffee prices plunged this. 
Week, as a market free-for- 
all edged closer with the collapse of the 
latest round of talks to save the International 
Coffee Organisation's price-support pact. 
The United States proposed a one-year 
extension to the agreement, which expires at 
the end of September, if export quotas are 


 Tre-allocated to allow more top-quality mild 


Arabica coffee onto the market. At present 
this bean costs half as much again as 
robusta coffee. The move was supported by 
Central American producers. The EEC sided - 
with Brazil and Colombia, which want to 
leave the decision on quotas until Septem 
ber. Brazil is determined to hang on to its 

30% share of the market. | 
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B SHARE PRICES Many of the world’s | WORLD BOURSES Hongkong recovered its composure, rising 9. 6% after last week's 23.496 fall 
stockmarkets have recovered impressively | Wall Street touched a post-crash high, then slipped back on fears that the stronger dollar will den 
since the crash of October 1987. in every | profits. The surge in the dollar also unnerved Tokyo—the only ot one of our markets to fall this week 
market shown in the chart but one, prices | Stock price indices * e 














now exceed their post-crash lows by more Jun 13 ___ 98 one - one recor 
than 2596. The recent exception is Hong- | high low week year — E. d 
. kong, whose index has had a tragic excuse | agaia aa 1937 aas — 1 1 — - 18 C382 — 3 86 ^  —100 
| for falling by almost a third in the past | Seigium ^ 61584 — 61584 — 55193 410 4263 — m +107 29t 
. month. Despite the worldwide recovery, | Canada 37870 38061 33505 4 08 4 M5  -— 78 4128 447 - 
Share prices exceed the pre-crash highs of | France — 4s46 4879 4179 4 03 4 399  - 07 4166 +28 
1987 in only six of the 16 markets shown. | W.Germany — 17752 17854 15957 +14 4 249 -21 +75 — 59 
Hongkong aside, Asia boasts the best per- | Holland — — 1930 ^ 1930 ^ 1667 —— * 07 ^ * 254 — — 36 — 4163 ^ 421 — 
.| formers. Tokyo has gained 49% since its | Hongkong — 23552 — 33096 ^ 20936 — * 96 — — 119 — —404 — -124 — —121 — 
"|. post-crash low in January 1988, better than | lay. oO DNE. pu om SL UE Aa LLL a ue 
London (up by 4596 since: November 1987) |, 29€ ......9 95. 005. a OE LL LLL 
: and New York (up 4696 since December Singapore — n— 12838 — 13100 — 10307 —— -* 4t — * 228 — —147 — 286 — 4223 — 
South Africa — 2516.0 25810 1961.0 * 18 +569  -—25 +288 186i 
1987). And two of the smaller Asian stock- Span 3159 3159 2686 +22 4 54  - p 29 1181 "02 
markets make Tokyo look quite sickly. Tai- | Sweden 40733 40733 33339 4 18 4 366 m 4183 +64 
wan's share-price index has quadrupled | Switzerland — 7163 7164 — 6131 424 +353  - 18 186 +L 
since its post-crash low in December 1987. | UK 21230 22047 17828 4 07 - 148 —131 4184 -— 0. 





South Korea's has doubled. 




















MONEY AND INTEREST RATES Yields on American long-term government bonds fell to 82% 
their lowest level since April 1987. In West Germany the 12-month growth in narrow money slower 
in April to 7.0%, the smallest increase for two years; broad-money growth. slowed to 6.2%. 


Money supply interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
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Other key rates in London 3-mth Yos Bills 13.6%, 7-day interbank 13.5%, clearing banks’ 7-day notice 4.0%. Euro: 
rates (Libor). 3 mths 9.396, 6 mths 9.1%. 
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1M? except Australia, Canada, France, Spain, Switzerland, USA, UK, W. Germany M3, Japan M2 plus CDs. Definitions of interest rates quoted vailahi 
Sources: Banco Bilbao Vizcaya, Chase Manhattan, Banque de Commerce (Belgium), Credit i. is, Credit Lyonnais Bank. 
ANZ Bank, CSFB, The WEFA Group. These rates are indicative only and cannot be con as offers by these sm T series. S 













TRADE, EXCHANGE RATES AND RESERVES The dollar continued to soar: its trade-weighted value gained 2.596 during the week. The yen fell 3. 1% 
sterling lost 1.4%, but the D-mark, which rose against currencies other than the dollar, slipped only. 0.3% in 





} trade-weighted terms. America’: 
current-account deficit narrowed to $125.2 billion in the year to the first quarter. West Germany's 12-month current-account surplus fell slightly ti 
$53.9 billion in April. The table shows new figures for foreign reserves for April. Japan's rose to a record $99.4 billion. 


trade balance] current- trade-weightedtt currency units per $ currency units foreign reservest 
$hn account exchange rate $bn 
latest latest 12 balance $bn 
month months latest 12 mths latest — year ago latest year ago per£ perSOR per ecu Apr year ago 
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Australia, France, Canada, Japan. U : 


Much, much more 
than just one of 


the “Big Four” 


You probably think of Nikko Securities as one of Japan’s “Big 
Four” securities houses. But if you think Nikko Securities 
is big only in Japan, we've got news for you. 

Today, Nikko is one of the largest securities houses in the 
world. Our 18-country network covers almost every field of 
financial activity. At the end of 1988, we had over 
US$260 billion in client assets in custody, equal to 7% of 
the market value of all stocks listed on the Tokyo 
Stock Exchange — and more than the total value 
of the Paris Bourse or Frankfurt Stock Exchange! 

We also have some of the world's most 













MORE 
INVESTMEN] 
STRATEGIES, 


advanced Investment Technology (IT). Our Japan __ FUNDS, 
Index Strategy, the first to apply a quantitative TECHNOLO. 
GIES 


approach to the Japanese equities market, is one of 
just a few methods available that can closely track 


the performance of the Tokyo Stock Price Index. "A bo A 
which grew at a remarkable rate of 36.6% during | EN " ed dis 
1988. Nikko Securities' IT-based products mean- LL E ON Hr M 
while took first, second, fourth, and fifth places for t ENS a on 
performance among all investment trusts in Japan esie sd HOW ses ane 
that year,* helping to swell our IT-related assets to over pic tira Ra mere 
US $28 billion in just three years. pm 

In other areas, Nikko and its subsidiaries lead- FACILITIES rk. 
managed 61 debt issues for corporations, supra- FINANCIAI 
nationals, and governments in capital markets out- CITY 
side Japan in 1988 alone, and have ranked well in the — 
top ten in the Eurobond League for three years running. MORE aon wort, 

Certainly, we have what it takes to meet all your Re a eal’, vO" 
financing and investment needs. Whatever they are. NATIONS ONE 
Wherever you are. cot. 


Nikko Securities. 


Isn't it time you took a closer look at us? 
“Source: Nikkei Money 


&NIKKO 


The Nikko Securities Co., (Europe) Ltd. The Nikko Securities Co., Ltd. 


Vl, Marunouchi 3-chome, 
Chiyoda-ku, Tokyo 100, Japan 


55 Victoria Street, 
London SWIH OEU, United Kingdom 
Tel: 01-799-2222 Telex: 884717 


Tel: (03)-283-2211 Telex: 122410 


The Nikko Securities Co. International, Inc. 
One World Financial Center-A, 

200 Liberty Street, New York, NY 10281. U.S.A 

Tel: 212-416-5400 Telex: 232861 


The Nikko International Network ZURICH GENEVA FRANKFURT LUXEMBOURG PARIS COPENHAGEN MILAN MADRID AMSTERDAM BAHRAIN 
SAN FRANCISCO LOS ANGELES CHICAGO TORONTO HONG KONG SINGAPORE SEOUL BETIING QINGDAO SHANGHAL SYDNEY MELBOURNE 
This advertisement has been issued by The Nikko Securities Co., Ltd.. and has been approved for the purpose of section 57 of the Financial Serv ices Act 1986 


by The Nikko Securities Co., (Europe) Ltd., being an authorized person under the act 











LAND, 


The world's a big place. 27,459,880 square 
miles to be exact. 

And if you're an international business buying 
insurance country by country, it can seem even 
bigger. 

Dealing with other customs, policies and pecu- 
liarities can be more than just complicated. 

It can leave you unsure of your coverage. If not 
completely uncovered. 

Thus the need for comprehensive global cov- 
erage. The kind of coverage that the CIGNA 
companies can provide. 

As a truly global organization, CIGNA companies 
offer a wide range of property and casualty 
insurance all around the world. On both land and 
water, With local operations in nearly 80 countries, 
led by experienced representatives who know 


ONE THIRD IS COVERED BY - 
TWO THIRDS BY WATER, 
AND ALL OF IT BY CIGNA. 





local customs inside and out. 

Our global coverage can also help eliminate 
overlapping policies and gaps in protection. 

What's more, we have a network of loss contre 
specialists to help you prevent accidents. 

As well as a worldwide claims-handling syster 
that can process claims quickly should any 
accidents occur. 

And with over 48,000 employees worldwide 
and almost 200 years of global experience, fev 
companies can match our strength. 

To learn more about our worldwide property 
and casualty coverages, write CIGNA Companie: 


Dept. R9, One Logan Square, 
Philadelphia, PA 19103. CIGNA 

And find out just how small 
SuSE MIN CES 


the world can be. 


JAPAN'S MULTINATIONALS — — «7 
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COMBINED PERFORMANCE 


EVERY PRODUCT THAT BRITISH AEROSPACE COMPANIES IN STRATEGIC PLANNING, IN COST REDUCTION, IN MARKETING 


MAKE iS ENGINEERED FOR PERFORMANCE — IN SPACE, IN THE IN MAKING THE BEST USE OF HUMAN RESOURCES 
AIR, ON THE BATTLEFIELD, ON THE GROUND AND UNDER WATER WHICH EXPLAINS WHY ONE. OF THE WORLD'S GREATEST 
EVERY DECISION THAT BRITISH AEROSPACE TAKES MANUFACTURING COMPANIES IS ALSO ONE OF THE WORLD'S 


iS AIMED AT ENHANCING ITS BUSINESS PERFORMANCE BEST-PERFORMING BUSINESSES 


BRITISH AEROSPACE 


British Aerospace pic, 11 Strand, London 
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Europe protests 


Small comfort for governments. [| 
from the Euro-election, page 13. || 
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27 Vietnam's political prisoners hope for freedom 


28 Cambodia after Vietnam leaves 
28 China's executions begin 
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33 Coping with nuclear waste 
33 A good way to encourage voting 
3 Louisiana's fiscal swamp 
36 A fall in medical-malpractice costs 
36 Kraft's bungled contest 


INTERNATIONAL 
41 Mikhail Gorbachev's Middle East 
42 The Kurdish state that never was 
44 Oh-so-beautiful Basra 
44 Israel’s graveyard politics 
46 An Argentine interregnum 
46 Namibia: SWAPO and the mines 
48 Soweto's bursting classrooms 


|" EUROPE 

749 After the vote, before the summit 
- 50 Results of the European election 
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52 Green economics 
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54 Other Euro-votes 

54 Round two in Poland 
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60 Transport strikes 
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The message, country by coun- 
try, pages 49-56. Poland, too, 
page 54. Oreen, very green, eco | 
nomics, page 52. Britain's Tories — 
over-react, pages 59-60. But Mrs — 
Thatcher stands firm, page 64. A 


better way to EMU, pages 21-24. d j 


Japan's multinationals | 
How will they manage now they || 
have sprawled around the d 
world?, page 67. H 


Lively Pacific stocks 
Three small, soaring Asian stock- 
markets that could fall witha — 
bump, page 83. Investment in — 
China already has, page 70. 1 
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of the universe, page 42. How — || 
the West can help, page 18. i 
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88 Rocking buildings in Japan 
88 Rocking babies in the cradle 
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quent warming of the earth 
leed pose a serious envi- 
ronm ntal threat (“A tax to 
ool", May 13th), it must 
be addressed as an international 
ue. Taxing carbon emissions 
in industrial countries might in- 
eed. chase the offensive pollut- 
‘to. poorer parts of the world. 
ncentives could encourage 
| co-operation of all poten- 


xing carbon emissions or 
ssil-fuel consumption would, 
u point out, increase the 
of fossil fuels and through 
rvation should move soci- 
1 lower level of carbon-di- 
emissions. The problem, 
u say, is that the increased 
-on domestic industry 
d make it less competitive. 
‘keep domestic industry 
titive, a tariff could be lev- 
against energy-intensive 
uda in non Carbon oi 


nai 


iS. To: 2 di us Sud 
at they would gain no 


“smokestack industries 
'orse, they would lose out 
-revenues such a carbon- 
ns tax might raise. All of 
efits would accrue to the 
pating countries. 

a tax-and-tariff scheme to 
would have to be sub- 
ibed to at least by the big in- 
ustrial markets of the world, 
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North America, lapan and the 
European Community. Other- 
wise, industry in the taxing 
countries would suffer an addi- 
tional competitive disadvantage 
in international markets. 

Washington, DC Ropert Fox 


Sir—You may be pleased to 


know that in Norway we are on 
the track of a financially sound 
solution to part of the problem 
of carbon-dioxide emissions. 

The Conservative party has 
proposed that a surcharge be lev- 
ied on oil producers requiring 
them to use a part of their gross 
income—between 1% and 3%— 
to expand forests. The compa- 
nies, or the countries in which 
they operate, must ensure that 
enough trees are planted to bind 
the carbon dioxide released 
through the use of oil. 

Oil producers will not be wast- 
ing their money, but investing in 
a long-term project where, over 
time, real returns can be as much 
as 10% a year. 

Of course, the programme can 
be combined with taxes on fossil 
fuels. But why not try to clean up 
inevitable emissions too? 

JOHAN LØKEN 
Oslo Stortinget 





Pricing beer 


Sir—Your enthusiasm for the 
Monopolies and Mergers Com- 
mission s report on the brewing 
industry (“Last days of the 
beerage , May 20th) suggests 
that you are not among the 25m 
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You say that Britons "des 


dreary food and rank atmo- 
sphere of many British pubs". 
Certainly, such places can be 
found, but those epithets are 
much more likely to apply to the 
average estaminet, trattoria or 
gasthaus. In fact, some £3.2 bil- 
lion has been spent in the past 
eight years improving pubs. 
Standards have risen everywhere 
and not only, as you allege, in 
the more profitable urban pubs. 

The analysis in the commis- 
sion’s report is flawed. It is not 
true, for example, that the major 
brewers make profits primarily 
in brewing and wholesaling or 
that their managed houses are 
only marginally profitable. 


. When the commission's recom- 


mendations were implemented 
in Australia ten years ago, major 
suppliers captured over 9096 of 
the market. 

The present position here, 
where the six national brewers 
account for 7596 of the market, 
may not be perfect and might 
even—if we stretch | several 
points—justify the commission's 
label of being "a complex mo- 
nopoly”’; but it is certainly better 
than the havoc wreaked by those 
Australians who share your un- 
wonted enthusiasm for interfer- 
ing with market mechanisms. 

Ray WHITNEY 
London House of Commons 
a el ERR 


Disarming Europe 


Sir—Your article on disarma- 
ment in Europe (May 13th) pro- 
vides one reason why America 
and Britain cling so tenaciously 
to plans for short-range missiles 
aimed at Germany. You suggest 
that Russia should keep its rock- 
ets for the same reason: they may 
be needed to prevent “the rise of 
another Hitler”. 
monster might rear its ugly head. 
With allies like that, is it any 
wonder that NATO is becoming 
unpopular in West Germany? 

Munich GERHARD KETELS 


Sig—You say that it would be 
mad for the countries "east and 
west of the Oder-Neisse to give 
up arms completely" ——clearly 
referring to this border as the di- 
vide between the two blocks. 
May I remind you that—un- 
fortunately for the German peo- 


ple—it still is the Elbe, running. 


through the middle of Germany 
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better than the poor choice, 


The Teutonic — 







Poland, jt: eastern 'neighbó pc 
Ido ‘hope your Russian read- 

ers will appreciate that this wasa 

pure printing mistake and not. a - 

Freudian slip of the toungue by 

revisionist capitalism. 

London GERHARD VOLZ 


Identity cards 


Si&— You say (April 29th) that 
an identity-card scheme involves 
giving everybody numbers and 
will help people to withdraw 
their money from banks and 
from social-security schemes. 
Could you please say who will 
allocate the numbers and who 
will be—permanently or tempo- 
rarily—refused numbers (Hong- 
kongers, hooligans, the mentally 
handicapped, strikers, expatri 
ates)! What facilities will thosei 
refused. cards be. excluded from | 
enjoying? 
Are the doit: of dus sys 
tem quite sure that one day they 
too might not fall into an ex- 






cluded category? 
Estoril, 
Portugal G. M. FLETCHER 


—————————— ua 
Lock your doors 


Si&— Your Africa correspon- 
dent (May 27th) notes with 
wide-eyed amazement that "in 
Zambia prudent drivers lock the 
doors of their cars even when. 


they are in them, to prevent rob- 


bers from pulling them open” 
I'm unhappy to report that 
this practice has been standard. 
in New York city for decades. 
New York | ALAN GRUBE 
































Latest Research Report 





Corporate Strategies for 
Europe’s Single Market 


How will 1992 impact your business? 
How will your European markets 
evolve? What is your competition 
doing? This report addresses these key 
issues. Through corporate examples 
across all industrial and service sectors, 
full company case studies, and 
intentions towards the new European 
market, the report looks at what 
tomorrow's winners are doing to harvest 
the opportunities, and avoid the traps, 
| of 1992. 
| Price including postage: £320; SFr850; 
US$500. 
Business International 
) 248 Park Avenue South 
c. New York NY 10003 















Financial 


GPA is the world's foremost lessor of commercial aircraft. Since its 
formation in 1975 the company has demonstrated an outstanding 
record of innovation and is now firmly established as the market 
leader in its field. 
GPA has four strengths on which it will build its future success; 

_ A broad base of airline and investment customers worldwide. 

wA strong! balance sheet and access to additional debt and equity 


L "e Shareholders and joint venture partners from ation the leading 
manufacturers, financial institutions and airlines in Asia, Europe 
and North America. 


e A multi disciplinary team of motivated people that work together to 
achieve clearly defined common objectives for a company in which 
they are shareholders. 


GPA GROUP LIMITED 














GPA has already diversified from its original business of aircraft. 
leasing to provide a broad range of aviation related financial and 
technical services that enhance its own transactions and cater to the 

needs of airlines, manufacturers and investors. GPA has fina 
services offices in New York, Shannon and Tokyo. It is propos 
add further offices in Dublin and London. 


GPA proposes to expand its activities by investing in ancillary 
financial and technical services. A key element in this strategy is to 
strengthen and add to the team of professionals dedicated to these 
fields. It is proposed to fill the positions listed below: 





Managing Director - Investments (POS. REF. MDÆ) 


This will be a senior position with responsibility for spearheading 
GPA's investments in new ancillary businesses. We are looking for a 
person with relevant qualifications and achievements in the fields of 
acquisitions, mergers, venture capital or investment banking. 





Vice Presidents / Managers (POS. REF. VP/E) 


We are looking for bright people to join our financial services and 
investment teams. These people are likely to be in their mid twenties 
to early thirties and have an MBA, professional qualification, or a high 
quality primary degree. Above all they must be able to demonstrate 
that they have already been successful in achieving their goals and 
.. have the ability and aptitude to conceive, advance and consummate 
-> sophisticated transactions. These people will be GPA’s future " profit 





Please send a resumé, quoting the relevant position reference number to: 
Colm Barrington, Chief Commercial Officer, GPA Group Limited, GPA House, Shannon,lreland. 


mcer" ET GPA GROUP LIMITED ; SH ANNON : IRE LAND cota cea’ 





GUINNESS | 















Investment Analysts (POS. REF. 1A/E) 


GFA is developing one of the most sophisticated information systems 
and analytical tools in the financial services industry. We are looking 
for the " rocket scientists " to man this system and provide the = 
that is vital in our business. | Ae 
The successful candidates are likely to be a minimum of one year out 
of university ( where they will have demonstrated their numeracy ), 
be computer literate, have a good knowledge of business principles 
and have the drive, ability and pese to develop into executive 
roles. i 





GPA is a profit driven company and we reward our people well, | 
particularly by offering an attractive profit related bonus scheme and 
the ability to share in GPA's capital growth. Overall remuneration will 
exceed what is generally available. 


While GPA continues to be controlled in Shannon, the candidate's 
personal preferences will have a strong influence on the location of 
these positions. 


T AVIATION 



















Paris 


Our client is a rapidly-expanding French group 
specialising in investment reports and analyses of 
companies quoted on the Paris Bourse. The research is 
produced in French and English for clients who include 
the world's major institutional investors. 

You will lead and direct a team of top financial 
analysts engaged on a demanding schedule of research; 
this will involve top-level contact within companies 
being researched, and you will be ultimately responsible 
for the quality of the final product. You will also make 
a decisive contribution to the development of the 
business by promoting and selling subscriptions to 






excellent: you could we eve up to 
Director and, possibly, a partner. 
A generous salary will be supp 
finance-sector benefits including a pn 
Applications will be treated in stricte 
confidence. Please send a hand-written 1 t 
detailed cv, references an Po eser 







new clients, 
You must have sound experience in financial 
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MEDIA SYSTEM 


O'MELVENY & MYERS INVITES APPLICATIONS FOR 
$50,000 CENTENNIAL GRANT 
| O'Melveny & Myers has announced it is now inviting applications for its fifth annual 


American Business”. 


. The grant of up to $50,000 is made annually in commemoration. of the 100th 
. anniversary of the firm's founding on J anuary 2, 1885. The pur JOSE of the grant is to 
. enable the recipient to undertake a thorough examination of an important aspect of 
the topic and to explore its ramifications for the interests of the United States and its 
business and legal communities. It is expected that substantially full time for a 
period of several months (up to one year) will be devoted to the effort of research 
and production of a monograph, book or other appropriate project. 


. In addition to the principal grant of up to $50,000, O’ Melveny & Myers will award 
grants of $1,000 to each of the top ten finalists in the selection process. 


| Applications must be submitted by October 15, 1989. 
S iege orm — be obtained aoe writing to bibas n Christopher, 





O'Melveny & 





 O'Melveny & Myers Centennial Grant on the topic of The Internationalization of g 







d ME . Behind the headlines lies the greatest challenge 
e of our day, overcoming the absolute poverty of - 
Cem X] 1 billion people around the world. But however worthy 
our cause we must market our services. Our product 
provides real customer satisfaction — knowing you 
helped make one corner of the world a better place. 


^c: You will have heard of Oxfam, Save the 

Children and Christian Aid. ActionAid is Number 4 
:but we have a distinct and highly successful 
approach to helping poor communities work their 
way out of poverty. : 

You can name your own title; we call it Director 
of Fundraising. You will be responsible to the Chief 
Executive and be a core member of the Senior 
. ^ Management team responsible for a Division uf 40 

people. We have offices in London and Somerset. 
-- You could be based at either. We can pay you more 





EN The Welbeck Group 
, Limited 


Overseas Posting 


We have been retained by a major Civil Engineering 
Company who specialise in significant water 

. utilisation projects throughout the Middle East and 
North Africa. 

Reporting to the Agricultural Development 
Manager and working closely with the Project 
Economist in London, you will be responsible for the 
economic aspects of all large and small farms during 
the planning and design stage of specific farm projects. 

| This will include gross margins analysis of any 
new crops and their effect on profitability, preparation 
of forward farm budgets and the incorporation of any 
changes in husbandry of crops such as yield charges. 

Degree qualified in agricultural economics, vou 
should have at least 10 years relevant experience, with 
5 or more years working overseas in arid countries. 






Is it time you applied your marketing leade 
skills to something really important? 


Agricultural Economist | 


MOXON:DOLPHIN: KERBY 


INTERNATIONAL SEARCH& SELECTION 






















than you might think. With so much at stake we 
must have the right person. id l 

Our world-wide income this year is approaching 
£20 million. Your job is to double that figure in four 
years. You will have a budget of over £2 million to 
deploy next year. That new money will come from 
Europe and Japan is a possibility. 

You will have demonstrated your leadership 
and man management skills. You will know how to 
manage an advertising campaign, a field force and 
an in-house telemarketing network. Above all, you 
will have an outstanding record of coming up with 
bold plans and making them happen. 7 

if you are the person who can rise to this 
challenge, please write to The Welbeck Group, | 
Panton House, 25 Haymarket, London SW1Y AEN,  - 
enclosing a c.v. which will be treated withthe 
utmost confidentiality. E 
















Circa £45,000 Tax Free + Benefits 


You should have a sound knowledge of farming 
systems, production techniques relating to large farm 
management cash flows and project analysis work. 
Equally important will be your understanding of 
irrigation farming. 

An excellent tax free salary is on offer including 
free meals and accommodation, leave rotation of 56/16 
with travel home provided, together with a first class 
benefits package. | 

Please apply in writing enclosing a 
comprehensive CV and details of your current 
remuneration to Katie Stobbs (quoting reference 
4153) at Moxon Dolphin Kerby Limited, 
178-202 Great Portland Street, London WIN 6H. Please 
list Companies which should not receive your CV in 
your covering letter. 










































children, school subsidies for two children under 18. 
K21,385) 


"POSITION No: 0191 3150 01 DIRECTOR, POLICY 
- AND PLANNING DIVISION, LEVEL 4. 


_ DUTIES: Co-ordinate, plan and review the work of the division. Is responsible 
for timely presentation of budget estimates and sector programmes. Co- 
ordinate and monitor departmental budget expenditure, review and formulate 
policies and plans, provide advice to appropriate authorities, liaise with sectoral 
and other organisations and perform other consistent duties. 
QUALIFICATIONS: At least twelve years relevant work experience. Proven 
esearch and administrative ability. 


POSITION No: 0194 6720 01 CHIEF EVALUATION OFFICER, SOS. 

UTIES: Responsible for monitoring and evaluation and rural statistics. 
QUALIFICATIONS: Postgraduate degree in Agriculture Economics with at 
least ten years relevant experience. 

POSITION No: 0190 2660 01 PRINCIPAL REGIONAL 

RURAL PLANNER, EC4 

DUTIES: Responsible for liaison and co-ordination of co-operative pro- 
grammes, policy and strategy between National & Provincial Government. 
‘QUALIFICATIONS: Postgraduate degree in Agriculture Economics with at 
least eight years relevant experience. 

POSITION No: 0190 2660 02 PRINCIPAL FOOD 

CROPS-LIVESTOCK PLANNER, EC4 

DUTIES: Responsible for food crops and livestock issues, policies and 
Strategies. 

QUALIFICATIONS: Postgraduate degree in Agriculture Economics with at 
least eight years relevant experience. 








POSITION No: 0190 2660 03 PRINCIPAL COMMODITY PLANNER, EC4 
DUTIES: Policy development with regard to export crops (coffee, cocoa, 
coconut, oilpalm) through liaison with producers, dealers, researchers & 
commodity boards. __ 

QUALIFICATIONS: Postgraduate degree in Agriculture Economics & five to 
coh years relevant experience of internationally traded agriculture 
commodities. 





POSITION No: 0195 2650 01 SENIOR MARKETING ECONOMIST. EC3 


DUTIES: Responsible for domestic marketing issues and constraints for export 
crops, food crops and livestock. 
QUALIFICATIONS: Postgraduate degree in Agriculture Economics with 


Specialisation in Marketing. 





-POSITION No: 0194 6700 03 SENIOR M & E OFFICER, SO3 

. DUTIES: Responsible for quarterly reviews of departmental performance, 
|; including project evaluation. 

"S QUALIFICA TIONS: Postgraduate degree in Agriculture Economics with 
_. Specialisation in monitoring and evaluation. Computer experience essential. 


_ POSITION No: 0194 000 02 SYSTEMS ANALYST, SA2 
DUTIES: Responsible for co-ordinating departmental computer needs and 
training for establishing appropriate data base systems. 
QUALIFICATIONS: Degree in computer technology. At least seven years 
experience in computer programming and training. 

POSITION No: 0192 670 02 SENIOR AID PLANNER, SO3 

DUTIES: Responsible for co-ordination, monitoring and programming all 
foreign aid assistance within the department. 

QUALIFICATIONS: Postgraduate degree in Agriculture Economics with at 
least five years relevant experience, 


8 








VACANCIES 


DEPARTMENT OF AGRICULTURE AND LIVESTOCK, 
. PAPUA NEW GUINEA 
CLOSING DATE 24 JULY 1989 "ere 

CONDITIONS: All positions are senior positions. Minimum period three years and include primary responsibility to train National Staff. 

“BENEFITS: Home leave after 18 months at 2.5 days per month. Gratuity 24% of (Sala 


" eH dies. ! CHA Housing—subsidised and virtually free. 
. FOR FURTHER INFORMATION: Fax 211337; Telex—NE 22145. Attention Mr Miri Setae/Bruce Isaacson. 


SALARY PER ANNUM INCLUDING IMA IN KINA: (level 4-K35,950); (level 3-K33,190); (SOS-K29,645); (S04, SA2 & EC4-K23,675); (SO3 & EC3- 





ry + International Market Allowance). Air fares—spouse and two 


APPLICATIONS TO: The Recruitment Officer, Department of Agriculture and Livestock, PO Box 417, Konedobu NCD, Papua New Guinea, 


POSITION No: 6132 1113 01 NATIONAL PROJECT MANAGER, LEVEL 3 

DUTIES: Plan, organise, direct and control activities of. Plantation Crops 
Development Section. Involves policy formulation, implementation of National 
Agricultural Development Projects, negotiations with commercial developers 
and development agencies, assisting and advising provincial staff, monitoring, 
assessing and evaluating progress and carrying out other consistent duties. — 

QUALIFICATIONS: Degree in Agriculture, or Agriculture Economics, with 
Major or postgraduate studies in Rural Development. Sound knowledge of 
Tropical Agriculture and proven administrative and organising ability. 





POSITION No: 0130 2420 01 DIRECTOR EXPORT 
CROP MANAGEMENT, LEVEL 4 o 


DUTIES: Co-ordinate department's Technical Advisory Services and Pro- 
gramme Support Projects for major agriculture commodities. Supervise, direct 
and co-ordinate implementation, laise wth Ag. Bank and lending agencies, 
with a view towards maximising efficiency in production, marketing etc. Assess 
and advise on small and medium scale agriculture development proposals by 
provincial governments and sector. 

QUALIFICATIONS: Degree or Diploma in Agriculture with at least eight 
years experience in agriculture development. Proven administrative ability. 


MOTAS TDTO 
POSITION No: 0133 6720 01 CHIEF PROJECT PLANNER, SOS 


DUTIES: Directly responsible to Director, Project Preparation. Supervise the 
team and formulate, plan and prepare estate and smallholder projects. In 
consultation with Provincial departments, International agencies, Ag. Bank 
and major investors, develop plans for major National Investment Projects. 
QUALIFICATIONS: Degree in Agriculture, preferably postgraduate. At least 
six years tropical work experience, ability to work as team leader. 

— ——————————M— ———— MRNA 


POSITION No: 0134 6710 01 PRINCIPAL LAND 
UTILISATION OFFICER, SO4 


DUTIES: Plan, organise and co-ordinate activities of the soil survey micro 
pedology and land use sections. Originate and recommend field investigation 


programmes and associated lab studies for soil surveys, resource mapping and 
soil morphological studies. oe m ud PEN 
QUALIFICA TIONS: Masters degree in Soil Science, with at least 5-10 years 
experience in planning, direction and interpretation of soils and land use 
surveys in the tropics. Ability to co-ordinate work of other research workers 
essential. us 


POSITION No: 0134 6700 05 SENIOR LAND USE OFFICER 
(COMPUTERS), SO3 | 


DUTIES: Plan, organise and co-ordinate activities of the Papua New Guinea 
Resource Information System (PNGRIS) Unit. Supervise, control the collec- 
tion of data, updating and upgrading PNGRIS database. Amend and write 
programmes for use on PNGRIS database software. Answer queries for 
information from database, MEM 9 

QUALIFICATIONS: Appropriate University degree with extensive experi- 
ence in programming for land evaluation and soil information systems. 
Background in soil survey and land evaluation advantageous. 









POSITION No: 0138 1790 30 LOGISTICS OFFICER, CC8 


DUTIES: Plan and schedule detailed. physical operations. Involves procure- | 
ment, co-ordination and supervision, maintenance of records and training. 
Other relevant duties as directed. 

QUALIFICATIONS; Diploma in Agriculture, with at least five years relevant 
experience. Proven administrative ability. - i or | 























[ GLOBAL LAW 


Letters of interest are invited from aggressive, competent, small to 
medium size lawfirms in key cities worldwide. 
Qur intent is to form a joint venture with one firm in each city. We 
are a group of international companies engaged in moving people, 
money and investments from unstable environments to safe, 
friendly and attractive countries and locations. We offer a wide 
range of services worldwide including investments, Real Estate, 
Money Management, Legal Services, Immigration and Business 
- "Consulting. | 
." The following cities and/or countries are of particular high priority 
| at this time, Malaysia, Singapore, Jakarta and Surabaya (Indone- 
` sia), Brunei, Adelaide, Perth, Sydney, Darwin and Melbourne 
Australia), Taiwan, Auckland, Wellington and Christchurch 
New Zealand), Bangkok (Thailand), Seoul and Pusan (Korea), 
.| The United Arab Emirates, Saudi Arabia, Kuwait, Zurich, 
<f Switzerland, Osaka and Tokyo (Japan), Vancouver and 
Montreal. MERC 
Please address enquiries in confidence to: Gerald G. Fisch, PEng, 
se FMC, Esq, President, 726-50 O'Connor Street, Ottawa, Ontario, 









A) has its headquarters in 
Malawi, and is a dynamic, 
| agricultural research insti- 
ving the responsibility for re- 
and development in all matters 
ned with the production of tea 
nd coffee in the Central Africa region. 
R ) has a very long term suc- 











research sections will be located in 
.. modern laboratory, manufacturing and 
. office buildings. M 
- The Assistant Director, Research, will 
be responsible for co-ordinating the tea 
-. and coffee research programmes be- 
tween and within the various research 
"Sections to. meet the new policy of 
 mult-disciplinary research whereby 
{he maximum use is made of the new 
research equipment in the laboratory 
d factory. Also there will be a re- 
ponsibility for advisory duties by 








alawi, Zimbabwe, South Africa and 
bia, and assisting with TRF (CA) 
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i. Ed International Corporation 


* | i Tea Research Foundation (Central Africa) 


ssistant Director, Research 


_ This position offers arare opportunity to 


ying visits to TRF (CA) subscribers 


. Closing date: 15 August 1989. 










| Canada KIP 6L2. Fax: (613) 236-7629, 24 Hour Telephone: (613) 










show how research can influence the 
future developments in field and factory 
in the tea industry. : 

Applicants must be aged between 35 and 
45. They must have a good honours 





degree in agriculture, crop science or 


crop physiology and a PhD or equivalent 


together with a proven record of suc- 
cessfulresearchand development expe- 


rience in perennial crops. Experience in 
tea of coffee, while not essential, will be 
helpful. 


' Salary, depending on qualifications and 
. experience, together with fringe bene- 


fits will be competitive with the salary 
and fringe benefits offered by other 
independent research institutes in the 
Third World. 
Applications with CV giving full details of 
qualifications, experience and a list of 
publications, with the names of two 
referees, should be sent to: 

The Director, A 

Tea Research ^" LR 
Foundation 
(Central Africa), 

PO Box 51, 
Mulanje, Malawi. 
Tel: (4265) 462 261 





Telex: 44458 TERIFIC MI 











WEST AFRICA RICE DEVELOPMENT - 
ASSOCIATION (WARDA) 
Position Vacancies (17) 


WARDA, one of 13 International Agricultural Research 
Centres funded by the Consultative Group for Interna- 
tional Agricultural Research (CGIAR), is accepting 
applications for: T 
— Three (3) Environment Research Program Leaders. 
— Fourteen (14) Senior Scientists in a range of 
agricultural disciplines: Cropping Systems Agron- 
omy, Soils Science, Weed Science, Plant Physiolc 
gy, Plant Breeding, Entomology, Plant Pathology, 
Agricultural Economics. ud 


All positions are to work on multidisciplinary researc 
teams located in one of the following locations: 
Bouake, Cote d'Ivoire; Suakoko, Liberia; Saint Louis, 
Senegal; and Rokupr, Sierra Leone. os 
WARDA's objective is to enhance West African rice 
research capacity, and most particularly to strengthe 



































national agricultural research systems (NARS) in th 
region. To accomplish this WARDA conducts reseat 
focused on the major rice environments in West Afric. 
and carries out a range of associated training an 
communications activities. WARDA adheres to th: 
highest standards of scientific excellence and to the. 
management practices characterising the CGIAR. As 
an association of 16 West African states, WARDA als: 
enjoys privileged access to the NARS that constitute its 
primary clients and partners. ! * 
Program Leaders will be responsible for: (1) guiding. 
team members in defining interdisciplinary researc! 
projects, (2) co-ordinating team activities, a maintain 
ing standards of scientific rigour, and (4) direc 
logistical and administrative support tasks. Ea 
Leader will aiso conduct research in his/her own area 
expertise. eae 
Scientists will be responsible for: (1) planning anc 
executing research aimed at improving rice productiv 
in West Africa, and (2) supporting scientists in nationa 
programs through collaborative research and training 
Candidates for all positions must have a doctorate or its - 
equivalent in agricultural science with substantial re- 
search experience. Previous work in rice research, - 
experience in West Africa, and knowledge of English. | 
and French are highly desirable. Substantial experi- 
ence managing research projects is desirable for. 
Program Leader positions. No nationality restrictions — 
will be applied. | E. 
Benefit packages are competitive with other interna- . 
tional centres. 


Applications for Program Leaders should be posted no 
later than 30 June 1989. Candidates for Scientist 
positions may apply through 31 December 1989. f 


Director of Research 
WARDA/ADRAO 

01 BP 2551 a 
Bouake,COTE D'IVOIRE = 








os es 
TNR. OEE: 


tanding majestically in a large country estate near St-Quentin-en-Yvelines in France, 
Challenger exemplifies the advanced management philosophy of the Bouygues Group, 
Europe's largest building company. ® A superb combination of architectural distinction, 
technical functionality and employee comfort and convenience, the company’s new head- 
quarters meets the demands of a modern, dynamic and inspiring business environment. 
W- All office areas, covering a total of 62,000 m? are illuminated by Philips with specially- 
designed lighting schemes that enhance visual comfort for over 2500 employees. 
> Apertures in the luminaires assist air conditioning. M Philips lighting is also used in the 
company's shopping mall, recreation centres and carparks. BBP The Chung Chen: 


Memorial complex in Taipei, Taiwan, is equally impressive, although totally different in style 


CHALLENGER AND CHUNG CHENG, SYMBO 


CHUNG CHENG MEMORIAL COMPLEX. ARCHITECT: C.C YANG AND ASSOCIATES 





T um nu 
T ERR HEH Fi 


CHALLENGER. ARCHITECT: KEVIN ROCHE 


F PRIDE FOR PHILIPS TECHNOLOGY 





and architecture. œ Comprising a Memorial Hall, a large National Theatre and an even larger 
National Concert Hall, it is another fine example of Philips project capability. œ In consortium 
with a German company we were responsible for the design, supply and installation of 
all lighting, audio, video, recording, theatre, stage, security and electronic acoustic systems 
for this US$ 70 million contract. BBP Lighting, sound, video, computers and commu- 


nications — expertly combined by Philips to provide a total capability in projects. <€ 


PHILIPS. THE SURE SIGN OF EXPERTISE WORLDWIDE. 


PHILIPS CORPORATE MARKETING COMMUNICATIONS, EINDHOVEN, THE NETHERLANDS 


FAS PHILIPS 






Jot ot Mauna Kea M. The dió tors focal Stet ne sartay acts. 
ra system attached to the bottom of the telescope. It is able to penetra A 
and senses. infrared energy emitted by objects as long as 15 billion ye rs à a 


just now reaching Earth, providing a picture of what the universe was like v the early 
its formation. | x m 













e new U- Series gate arrays has been installed in U.S. Air Force F-15 eagle. 
> arrays have an effective channel length of 1.1 microns, a complexity of u 
0 erate : t25 megahertz clock rate. Seventeen different designs o Sı 
laces on the standard avionics modules of the APG-70 prog 

| Produced f for later model F3SC/ D and iF- ISE ae 

























icm Aren ae rdg Senis and active iei iin n 
Motors cars. In real-time hardware-in-the-loop testing, the vehicle's s co 


* | 


inga) teal oar et, in fact, it is s connected to a simulator, The: ji 









ems. built and 1 ae Real- time hardware-in- -the-loop testing was pioneer 
goa as parto of i its missile design and development activities. 





3 ei ye may control costs on new programs. Hughes’ new Spice i Screening we 
formance Specifications System can identify, locate and re-deploy existing equipment such as test 
struments and oscilloscopes. Inventories can be searched based on performance parametersor | ^ 
u titute equipment— for example, plug in modules that will work with an existing base unit 












Ae equi ment that enables hybrid microcircuit manufacturers to: erform fully automatic non- - 
destructive “pull- -testing” of wire connections has become commercially available. D Designated. 
Model 2600, the microcomputer-controlled wire bond pull tester, designed and built by Hughes, 

llows faultless testing of each wire on a complex hybrid circuit. The system acquires its data on wire 
ocation from three sources: a wire bond software program, the wire bonder, and a wire path detection 
ision system. Compared with manual pull testing methods, the new tester l require fewer — 
perator: id and will assure complete data logging by serial number of each hybr Lunder test. 





; ore S information w write to: PO. Box 45068, Los Angeles, CA 90045 -0068 USA 





HUGHES 



















































Europe protests 


. ACROSS democratic Europe, voters have 
|. Aput the boot in. The heftiest thwack in 
E last week's elections came from the Greens, 
: whose support surged almost everywhere; the 
-extreme right kicked disconcertingly hard in 
. France and West Germany. This first Europe- 
-wide test at the polls since the EEC relaunched 

itself with its 1992 project has left govern- 

ments sand mainstream parties badly bruised. 
ally, plenty of the battered politi- 
ans are pretending that it doesn't hurt. Elec- 
"nons for the European Parliament, they say, 
M do not matter much; iud are an ideal chance for harmless 










x bythe 100m who did not even Muda to go to the 

Pol. Ya the importance of this poll is precisely that it lets 
Europeans vote with their hearts not their heads. Any sensi- 
ble politician knows that the surest way of losing the next 
F. tional election is to ignore the message from the 140m who 
-did vote in last week's European one. ! 

One powerful message is that ruling parties had better be- 
_ ware. They took a battering. The most striking example was 
Britain, where Margaret Thatcher’s Conservatives captured 
|. just 35% of the vote and for the first time this decade were 

beaten by Labour in a nationwide election. There were a few 
i exceptions: Spain’s Socialists held up well, the prime minis- 

ters’ parties in Holland and Belgium managed to gain seats. 

But the anti-government trend elsewhere cannot be dismissed 
as merely a quirk of a Euro-election. The ruling parties also 
fost ground in the three EEC countries—Greece, Ireland, Lux- 
"t embourg—which held general elections at the same time. 

This suggests that the remarkable recent stability of EEC 
politics may be coming to an end. The Community’s 12 na- 
tional leaders have been in charge for an average of six years, 
longer than at any time since the second world war. Solidity at 
the top has probably helped push the single-market plans 
ahead. Still, shifting power is what democracy is for; future 
government changes need not damage the 1992 project. 
Unless, that is, power shifts away from the free-market 

- ideas on which the 1992 design depends. The European Par- 
“liament for the first time has a slim left-of-centre majority of 
Communists, Socialists and Greens; together they have 260 
-seats in the 518-seat assembly. Although left-right splits do 
not mean as m in Strasbourg as in national parliaments, 
this will surely hold up some 1992 legislation and increase 
| support for that distraction from 1992 business, the Euro- 

ean "social charter”. 
s Europe tilting left again? Not obviously. The swings last 
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week moved in different directions 
ent places. Local grouses rather th 
movement of ideas seem to T 
the anti-government trend. | 
conservatives overtook the 
Socialists; in France the. 
lacklustre left. The Socialist 
ropean Parliament are due 
the Labour party in Mrs- 
Many Europeans will enjoy 
they should also heed the warnin 
voters punished Mrs Thatcher largely 
they are jittery about the economy (with inflation, a 
higher than in any of the other big western count 
sharp rise in inflation elsewhere in the EEC could 
equally sharp turn at the polls against free-market ec 
A second powerful message is that all mainstream p 
not just the ones in government, had better beware. V 
are deserting the familiar parties and turning to an as; 
ment of Greens, Communists, neo-fascists and. nati 
In Spain the local parties won 2696 of the votes, com 
with 1676 at the 1986 general election. In France the b 
ties mustered only just over half the vote between them: 


The ugly nationalist 


The extreme right is a beneficiary of this protest ae 
both France and Germany anti-foreigner parties showed 
their recent successes were no passing fad. Mr Jean-Mari 
Pen's National Front won 12% of the votes in France 
West Germany the suddenly significant Republicans, led. 
former Waffen-ss volunteer, Mr Franz Schónhuber, won 
of the votes nationwide and nearly 1596 in post-Straus 
varia. But the stars of the protest vote are the Greens, 
roughly doubled their seats in Strasbourg, to 39. They ec 
up to 842% of the votes in West Germany, broke throug 
11% in France, and in Britain leapt from next-to-nothin 
15%, the highest score in Europe (though, thanks to Britai 
voting system, they perversely won noseats)) ^.  - 
To be sure, many of the votes that splintered awa 

European election will rejoin the main blocks when i 
to the serious business of choosing national parliamei 
the roots of protest, and especially of greenery, lie d 
Environmentalists are sprouting almost everywhere, 
the White House. The far right is feeding on resentm 
against immigrants—including the 300,000-plus expected 
West Germany this year from communist Europe—a pł 
nomenon that will continue if glasnost survives and the E 
prosperity keeps attracting newcomers. | 
The increasingly blurred distinction between the 


































































raction of aave, President Mitterrand’ S VR experi- 
nt with go-it-alone reflation in the early 1980s showed that 
10 EEC country can sensibly swim against the prevailing eco- 
mic tide. As financial markets get ever more global, the 
ope for independent economic manoeuvre is narrowing fur- 
er. Small wonder that voters use the Europoll to express 
eir local hopes or fears. 

- Local or single-issue parties do little harm in the European 
rliament, and may do much good: it is better to have ex- 
remists in parliament than on the streets. But worries begin 
when the splintering affects national parliaments and quirky 
or extremist parties hold the balance of power. 

—— In Greece, for example, the Communists are now king 
nakers after Sunday's general election in which no party 
erged with an absolute majority. Instability looms at a time 
xen the United States must negotiate a new deal for its bases 
Greece or get out. Even worse is the possible future mess in 
est Germany, where the Republicans have repeated Janu- 
vs Berlin shock and look likely to win seats in the next 
Bundestag. If so, forming the next government in Bonn could 
roublesome, with no combination of the mainstream par- 
(barring a grand coalition) having an outright majority. 
er NATO countries will shudder at the thought that on top 
jorbymania might come a role in government for the neu- 
alist Greens or the expansionist far right. 


n with common sense 

se dangers can be minimised if Europe's politicians re- 
nd sensibly to last week's protest vote. For the Greens 
emselves, the European Parliament is an appropriate place 
a movement whose concerns, like the Strasbourg assem- 
s remit, transcend national frontiers. Oddly, the suppos- 
ly transnational Greens have tended to be parochial. Rais- 


ivided on debt 





exico and the banks are putting the Brady plan to the test 


A week is a long time in politics, the seven years of the 
debt saga must seem like an aeon to the weary nations of 
in America. Countries such as Mexico (which has imple- 
ented, not merely toyed with, the equivalent of three 
ramm-Rudman budget plans) and Costa Rica have strug- 
gled bravely to reform their creaking economies. They are un- 
derstandably annoyed at receiving little or nothing in return. 
Altogether, creditors sucked a net $24 billion (interest and 
‘incipal repayments, minus new loans) out of the region last 
r, caring little whether they got it from reformers or no- 
opers. The plan first outlined in March by America's trea- 
y secretary, Mr Nicholas Brady, wants to reverse this flow 
offering debtors the chance to reduce their debt. So far it 
done more harm than good. 

- Rather than smoothing the way to an agreement on debt 
duction, the Brady plan has encouraged debtors and credi- 
rs alike to dig in even deeper, hoping for the panaceas it 
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eal: aa to them if it. makes them reali 


jointly is better than acting alone. 

Their toughest decision is whether they want to remain a 
protest party or want a share in power—the old argument 
between Germany's “fundamentalist” Greens and its "real- 
ist" ones. Lots of Green policies—protectionism, controls on 
capital movements, pacifism—are foolish. It is one thing to 
back Greens as long as they remain a protest movement, quite 
another to do so if they show. any sign of actually taking 
power. If the Greens decide they really do want power, they 
will have to grasp the intellectual nettle of the economic im- 
pact of their policies: for example, that autarky is the surest 
way to impoverish the world (see page 52). 

Faced with spreading greenery, the mainstream parties 
have little choice but to turn greener themselves. Not that 
this will necessarily be the vote-winner they now think. It is 
more a matter of there being votes to be lost by allowing pol- 
lution or by appearing not to care. 

Keeping the far right in check will be trickier. Some Euro- 
peans, afraid that yet more decision-taking in Brussels risk 
encouraging Europe's old nationalisms, will argue that it 
dangerous for the Community's leaders to press ahead too 
fast towards sovereignty-sharing at next week's EEC summit. 
That is a minor fear: the causes of the far right's rise are 
largely national, and only marginally European. Still, federal- 
ists might be wise to cool their zeal. The voters who stayed 
away last week showed that Europeans are hardly clamouring 
to promote the Strasbourg assembly. And many of those who 
did go to the polls enjoyed putting the boot in. Europeans 
have shown they do not much care for i integration by stealth. 
If the orthodox parties are to win the voters’ approval for a 
closer European union, they will have to go for integration by 
health (of the environment) and by wealth. 





seemed to promise them. Many Latin Aenean governments 
are holding out for swingeing cuts in their debts, at the ex- 
pense of the banks and the international institutions (like the 
IMF) or both. The banks, for their part, are waiting for public 
money in one form or another to bail them out. 

So it is hardly surprising that talks on $54 billion of Mexi- 
co’s medium-term bank debt have gone badly. Three months’ 
worth of words have not brought debtors and creditors any 
closer. The Mexicans and their bankers agree on just two 
things. First, that Mexico deserves some financial support; 
and second, that debt reduction should be on the menu of 
options, as it has been for a long time. Paying lip service to the 
Brady plan is easy. Agreeing on money is not. 

For a start, there is disagreement over the size of Mexico's 
financing gap. The Mexicans claim they need $6 billion in 
new money or saved debt-servicing just to see them through 
this year. The banks put the figure at nearer $2 billion. Then 








there is the haggling over the discount that Mexico should 
have on its bank debt. The Mexicans want a 45% reduction 
(down from their original 55% request); the banks favour 
30%. Next there is the debt-for-equity saga. The banks are 
keen to see a swap programme among the options; the Mexi- 
cans, who claim that swaps are inflationary, disagree. The re- 
sult is stalemate. 

Testifying before a Senate committee earlier this month, 
Mr Brady said how frustrated he was that so little progress 
had been made in Mexico’s debt talks. But he is to blame for 
repeating the mistakes of his predecessor, Mr James Baker. 
The Brady plan, like the Baker plan before it, is long on hopes 
and much too short on specifics. To this charge Treasury offi- 
cials reply that they did not want to propose a definitive plan, 
but rather a “framework for discussion”. In fact what they 
wanted was some early publicity for their new boss. By raising 
hopes of multilateral support for debt reduction while leaving 
the details blank, their plan has caused confusion and delay. 
Mr Brady’s studiously unhelpful answers to questions ever 
since have made matters worse. 


2 ims that refuse to add up 


i ne World Bank and the mF have tried to fill the gaps in the 
Brady proposals. But they cannot make sense of his 
arithmetic. In all, $28.5 billion of public money is on offer to 
support Latin American debt reduction— $24 billion from 
the IMF and the World Bank, plus $4.5 billion from Japan. 
The point of debt reduction is to reduce the cost to the debt- 
ors of servicing their debt—and $28.5 billion will not do 
much of that. To achieve the American Treasury's target of 
reducing interest outflows by $7 billion a year over the next 
three years would need $40 billion-50 billion of support for 
debt reduction. Mexico has already been promised $7 billion 


De Klerk steps out 





Talking to foreigners isn't enough. He can win legitimacy only by winning the 


ET. of South Africans—of all colours 


O MUCH for quarantine. South Africa's president-in- 

waiting, Mr Frederik De Klerk, set out to call on a string 
of Europeans this week, including Mrs Margaret Thatcher 
and Mr Helmut Kohl. President Bush is wondering whether 
he should be next; even Zambia's President Kaunda says he 
might shake apartheid's hand. All hope to encourage Mr De 
Klerk to put his back into reform after the general election on 
September 6th, which will almost certainly make him presi- 
dent. They will have succeeded splendidly if they persuade 
him to reveal his intentions before the election, so that he can 
then claim a clear mandate for change. 

Mr De Klerk likes to seem persuadable. He was the con- 
servative in the tussle to succeed President P.W. Botha as 
head of the ruling National party earlier this year. Once 
elected, he promised the reformists "a totally changed South 
Africa...free of domination or oppression in whatever 
form". He has tried to breathe new life into the idea of a 
"great indaba”, at which blacks and whites would gather to 
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of the $28.5 billion—not enough to make much difference. 

The Brady plan also gave too little thought to the regula- 
tory and fiscal stumbling blocks to debt reduction. Bankers 
are still uncertain about how regulators will treat exit bonds 
that carry a World Bank guarantee. Central banks are as far 
away as ever from agreement on how to treat debt-loss provi- 
sions. And on the fiscal front, taxmen should avoid copying 
America’s Internal Revenue Service. In May it ruled that a 
bank's losses on its third-world debt will, under certain cir- 
cumstances, be deducted against tax in proportion to only its 
international, not domestic, income. The effect will be to 
penalise banks for owning up to their losses on foreign debt. 

So far, governments have refused to use tax systems to 
force or cajole banks into discounting their debt. They are — 
right: this decision should be left to individual banks on the _ 
basis of economic (as opposed to fiscal) judgments. That be- _ 
ing so, there is no guarantee that banks will willingly ex- 
change their new debt for old. But Mexico, for one, is doing — 
its best to persuade them to take a discount now. It is keeping 
its menu of debt proposals short, and is refusing to attach the 
usual inducements (such as the trade- and project-finance 
business that the banks like) to requests for new money. That 
way, it hopes that bankers who doubt its long-term prospects 
will buy its exit bonds and get out, while those with some faith 
in its future will decide to commit new money. 

This makes good sense. In the end the voluntary, market- 
based approach to debt reduction that Mr Brady said he — 
wanted can succeed only if it lets such disagreements between 
the banks surface. Then and not before can deals be struck 
that leave all the principals less unhappy—and taxpayers un- 
molested. Mr Brady's biggest failure is that he has done just 
the opposite, driving debtors and creditors into a sulky soli- 
darity that has already blocked progress for much too long. 








discuss reform; some of his lieutenants have suggested that he 
will release Mr Nelson Mandela, South Africa's most cele- 
brated politician, and invite him to take part. For the last 
third of his decade at the top, Mr Botha has been a bitter old _ 
man who has stamped on all idea of change. Mr De Klerk is. 
younger, cleverer and more ready to listen. 


E 





Block your right ear j 
Yet Mr De Klerk also hearkens to the flat-earthers on his —— 
right. He comes from the Transvaal, the province where the _ 
Nationalists are most vulnerable to the Conservatives, with — 
their dream of pure apartheid. He has therefore balanced - 
promises of change with equally stout undertakings to protect 
white privilege. He says that each racial group must have the 
right to administer its "own affairs", meaning apparently that — 
blacks will be responsible for their rubbish collection and... 
schools while whites continue to run the rich bits of the coun- 
try. If Mr De Klerk carries on trying to please both his left and 
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nt blurred. Five more years of muddle from the govern- 
nent—while the economy atophaés and black frustration 
eepens—is more than South Africa can afford. 

If Mr De Klerk clings to “group rights”, his calls for a 
reat indaba will come to nothing. His sympathisers protest 
hat his party, which has scrapped large chunks of apartheid 
the past ten years, has made impressive strides: instead of 
manding the impossible, they say, Mr De Klerk's foreign 
sts should help him by easing the burden of sanctions. But 
is not for outsiders to determine whether Mr De Klerk has 
me far enough. South Africa's government will continue to 
ack legitimacy until a majority of its people accepts it. If he 
ants to undo sanctions, Mr De Klerk must address himself 
‘his own countrymen. That means, among others, Mr 
andela and his African National Congress, which would be 
uth Africa's biggest party were it not banned. Both, for the 
ment, are set against group rights. 

Here, too, the De Klerk camp sees arguments for ceding 
othing. To get a place at the negotiating table, it says, Mr 
Mandela and the ANC must first renounce terrorism, much as 
e Palestinians’ Mr Yasser Arafat did last year when he ac- 
ledged Israel's right to exist. But the ANC has never been 
ransigent as the Palestinians: it has always recognised 
pii in South Africa. It turned to violence after half a 








"HEN an official telephoned Howard Hughes to inquire 
V how long an early TWA aircraft was going to remain 
ked at an airport, Hughes replied: "Oh, that's where I left 
No room in American airlines for such langour today. In 
ast ten years in particular—since the introduction of an 
n skies" policy to let airlines fly where and when they 
d charge what they like—A mericans have taken to the 
ike birds. In the late 1930s barely 1m Americans had 
'n—ever. Last year airlines in America carried over 450m 
sengers. Americans are flying twice as much as they did a 












ied Kaea passengers $100 billion in that eae 
Those savings have not come, as some worry, from less main- 


mts per million miles travelled has halved. The passengers 
ive gained because competition has made airlines more effi- 
Vhen computerised reservations systems book in pas- 
gers today, they calculate how to boost revenues with a 
ture of discount and full-fare tickets on every flight. An- 
er efficiency has been the development of *hub" airports, 
re small aircraft ferrying passengers on less-busy routes 
Ik up with big aircraft on busy services. 

. What is the response to this huge success? At present, a 





tary targets, not civilians 


ying against the rules 


erica's airlines do not need re-regulation. Letting in more foreign owners would help 





though it has sometimes failed, - 
with horrifying results, to live up to its intentions. The ANC . 
might, however, suspend violence if offered the chance of 
fruitful talks. The possibility is worth exploring. 

The political obstacle to doing that may be falling away. 
At the last election, in 1987, campaigning for a mandate to 
talk to the ANC would have been too much for Nationalists to 
stomach. Now some senior Afrikaners advocate just that. The 
Conservatives have grown less menacing since winning con- 
trol of 90 town councils last October; their people then tried 
to reimpose segregation in town centres, bringing on black 
consumer boycotts and protests from white shop-keepers. - 
The Conservatives may well capture a quarter of the white 
seats in the next parliament. But a reformist campaign would 
help Mr De Klerk take votes from the Democratic party to his 
left, leaving him with an overall majority. 

So Mr De Klerk has a chance to gamble and to win. The 
alternative could prove disastrous. By talking airily of change, 
Mr De Klerk has encouraged reformers' hopes to rise, much 
as Mr Botha did when he said, in August 1985, that he would 
"cross the Rubicon”. Because Mr Botha then failed even 
get his toes wet, the townships continued to boil and the rana 
fell so rapidly that trading was suspended for a week. That 
could yet come to look like the good old days. — 








torrent of complaints. After ten years of deregulated air 
travel, passengers take low fares for granted, but then com- 
plain of poor service. After a spate of airline mergers, fares are 
rising again, but airports are still overcrowded and the cabin 
service underwhelming. Sniffing a vote catcher, some con- _ 
gressmen are saying there should be some re-regulation of 
America’s airlines to raise standards. That would put the 
est and cheapest air-transport system in the Kon into astal 


Hub of the problem 


The efficient hub airports are the target of some of the fiercest 
sniping. Critics complain not just of the crowds; they also say 
that some hubs have become airline fortresses, dominated by 
a single carrier which keeps competitors out. At some Ameri- 
can airports, a single airline accounts for four out of five 
flights. Because of the mergers, the eight biggest American 
airlines now carry about 90% of passengers. But air travellers 
still have more choice than before: a decade ago only 4% of 
passengers had a choice of at least four airlines on their route. 
Now 20% do. 

One proposal being pondered by congressmen is to cut 
congestion at hubs by charging higher take-off and landing. 
fees during peak hours, so.as to spread flights more evenly 
throughout the day. This is sensible, so long as it is not used 
to price small airlines out of the market and thus reduce com- - 
petition. Congressmen should also be suspicious of proposals - 
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es to sell off their computer reservations systems, which 
-< are used. by more than half of America's travel agents. 
Instead, airlines should be left to respond to consumer 
démand. The use of "wayports", which are transit airports 
and so can be put where they would be cheapest (see page 72), 

- could ease congestion at hubs. So would the replacement of 
older aircraft with modern, bigger, fuel-efficient jets, like 
Boeing’s 767 or Airbus’s new A330. These carry more passen- 
gers more cheaply. They also fly farther, enabling competitors 
to launch direct flights that can avoid hubs like Cincinnati 
altogether. New small jets, such as Bombadier’s 50-seater, 
could open up routes not otherwise profitable. 

_. As these alternative services flutter into the air, they 
should provide some of the competition to the United or 

American flight numbers that dominate travel agents’ 
Screens. But extra competition will not necessarily stop a rise 


ə kiwi and the koala 








Some Antipodean lessons in economic reform 


A JEW ZEALAND is virtually the first country in the world 
“ÅN to wake up each day. But many New Zealanders are get- 
ting fed up waiting for the dawn, Mr David Lange’s Labour 
government came to office almost five years ago promising 
that its radical free-market policies would deliver economic 
success. Not so far. Output is lower today than in 1985, and 
. the unemployment rate has soared from 3% to more than 
|. 10%. New Zealanders prefer what they see across the Tasman 
‘sea. Australia’s Labor government has also abandoned some 
traditional socialist policies for right-wing sounding ones— 
but much more timidly. Its economy is booming. The natural 
conclusion is that Nee Zealand went too far. That is mis- 
taken. It went the wrong way round. 
In 1984 New Zealand had the most regulated, protected 
nd distorted economy of any OECD country. Price controls, 
high import tariffs and subsidies diverted resources into the 
wrong industries. High taxes blunted incentives to work hard 
and take risks. Since then deregulation has been fast and far- 
reaching. The government halved the top rate of income tax 
to 33% and scrapped tax shelters, thus creating the least dis- 
torting tax code in the world. It stopped subsidising farmers 
and industry, lowered import barriers and sold state firms. 
Some of the results of this bold free-market experiment 
have been excellent. Inflation has fallen below the OECD aver- 
age for the first time in 15 years, and the current-account defi- 
~ cit has been pruned. But the cost, so far, has been high: a 
_ painful recession, many bankruptcies and job losses. Voters 
-are unimpressed. With an election due next year, Labour is 
trailing in the opinion polls. The party is split: last December 
Mr Lange sacked his finance minister, Mr Roger Douglas, the 
main architect of the reforms. Since then the pace of 
-"Rogernomics" has slowed; some on the left of the party 
would like 1 to put it into reverse. 
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ne ica's domestic fre Tha now Tootsi: inev tab 
airlines are to afford the $100 billion-worth of new jet 
have on Rid. The airlines' combined operating pro 
year was only $2.8 billion—a margin of 596. Even aft 
next fare increase, flying in America will still be much chea 
than in Western Europe. 

To keep that advantage for their country, congress 
should be considering less regulation, not more. Further 
line mergers in America are likely, but airlines are not allo 
to grow into global companies. So struggling Pan Am now 
to find another partner, after losing its bid for Northwest 
lines to a group led by Mr Alfred Checchi, a Los Án 
investor. His backers include a Dutch airline, KLM, but 
eign airlines are prevented from owning more than 25 X 
American carrier or exercising any control. Abolition 
rule (and of similar ones in other countries) would 
competition, and help spread the forgotten benefits of 
ca's airline deregulation to the rest of the world. 



























































In Australia, by contrast, the Labor government 
hardly scratched the surface of microeconomic reform. Its 
rate of income tax remains a high 47%; privatisation p 
have been blocked; and many industries are still prote 
from competition. Yet while New Zealand's economy sta 
nates, Australia’s booms: GDP has risen by an average of m 
than 396 a year in the past three years and company. Pe 
are at their highest for 20 years. : 


Managing the zeal | 
Don't be misled by the short term. If demand is whipped. 
a gallop, even the most arthritic economy can manage at 
In the 12 months to last March, Australia's domestic dem 
rose by 896 in real terms; the volume of imports jumped 2 
while exports stalled, pushing the external current accoun 
a record deficit. Fiscal policy is more expansionary tha 
government's budget surplus suggests, and monetary po 
used to be loose. To cool demand, Australia's Ad 
has been forced to push up interest rates. At nearly 2096, Au 
tralian rates are now the highest in the industrial world. The 
risk is that investment will be hit, which would undermin 
industry's competitiveness and all efforts to pop 
economy. 5o Australia's boom is unlikely to last. Witho 
restructuring, Australia remains vulnerable to the next slum 
in commodity prices. 

New Zealand, on the other hand, is much better pla 
for long-term growth. Deregulation encourages money 
manpower to shift into activities in which a country h: 
comparative advantage. New Zealand is now having t 
shift, which gives it its best chance in decades to sustain 
inflationary growth. This remains true even if the Euror 
and the Americans continue to stop New Zealand from: 
ing its comparative advantage in agriculture, by u 




























































If New Zealand has made a mistake, it was not the zeal 
h which it liberalised, but the order in which it did so. 
/ith hindsight the short-term pains of restructuring would 
ve been smaller if the government had tackled the least re- 
ponsive market (ie, the labour market) first, and the most 
ponsive (the financial markets) last. It did the reverse. Re- 
ining labour-market rigidities are partly to blame for the 
arp rise in unemployment. Reforming the wrong way round 
one reason that the economy is still struggling. 

"The lesson which Australia should therefore draw from 
New Zealand is not that deregulation does not work, but that 
has to be well managed. The need to slow Australia's de- 
ind has distracted the government from microeconomic re- 





Wretched Kurds 


sistance for Iraq until it ends its persecution 


E Kurds, it seems, are destined to be either forgotten or 
persecuted. Iraq's President Saddam Hussein is their lat- 
tormentor. He has already exacted grim vengeance on 
aq’s Kurdish minority for the support it gave Iran during 
Gulf war. Kurds were the victims when President Hussein 
oneered the use of chemical weapons against civilians; more 
n 4,000 of them died at Halabja last year in a cloud of 
son gas. And on his orders thousands of innocent Kurds 
€ been arrested and executed; in one incident 8,000 men 
e Barzani tribe disappeared without trace. But still the 
i dictator's thirst for revenge is unquenched. 
Some years ago, for "security reasons”, Iraq began to clear 
urdish villages along the Iranian and Turkish frontiers to 
ate a cordon sanitaire. That policy has since been extended 
oughout Kurdistan. In a hecatomb outdoing even Presi- 
t Nicolae Ceausescu's planned destruction of Romanian 
ages, 4,000 traditional Kurdish settlements, many of them 
h historic mosques and churches, have been razed and 
ir inhabitants deported. The more fortunate have been 
anished to camps and compounds near the main cities of 
rdistan, the unlucky ones to Iraq’s arid southern and west- 
deserts, far from their mountainous homeland. 
Now it is the turn of the small and medium-sized towns of 
urdistan to suffer a similar fate. Some have already been 
emolished. Others are waiting their turn. Faced with so ruin- 
us a fate, some brave Kurds refused to budge. The residents 
of the town of Qalah Dizeh are reported to have barricaded 
themselves inside their homes. They did not keep the bulldoz- 
at bay for long. 
The conclusion drawn by the Kurds themselves and by 
ernational human-rights organisations is that President 
ssein is bent on "solving" the Kurdish problem for ever by 
troying his country's 4m Kurds as a distinct people. Iraq 
nies anything so sinister. No Kurds, it says, have been 
ved out of Kurdistan. Rather they are being resettled from 
rimitive houses made of mud bricks into new settlements 
h running water, electricity and better access to schools 
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dled with restrictive rules which say that the man who drills 
the holes must not drive in the screws. Despite the economy's 
strong growth, labour productivity has actually fallen in the 
past three years. Second, Australia’s vastness makes a cheap. 
and efficient transport system particularly important. The — 
biggest culprits are the docks and coastal shipping. They are 
protected from competition, and restrictive practices abound. 
It costs twice as much to ship a tonne of iron ore betweeen 
two Australian ports as it does to send it to Japan. 

Such lunacies impose a heavy burden on Australian in- 
dustry. In time, they will take their toll. Unless Australians - 
soon plump for reform, it won’t be long before it is they who 
look with envy across the Tasman sea. 





and clinics. The protestations ring hollow to those who recall 
Iraq’s denials that it used chemical weapons against the 
Kurds, particularly since it will allow no independent observ- 
ers free access to Kurdistan. 


A way for the West to help 


The Kurds are not blameless. Since the 1960s they have been 
in almost continuous insurrection against governments in 
Baghdad. During the Gulf war Kurdish leaders took the fate- 
ful gamble of allying with an enemy, and lost. But the ven- 
geance Iraq is taking is brutal and disproportionate. And it 
will not work. Far from pacifying Iraq’s Kurds for all time, the 
policy of deportations and demolitions is merely building 
resentments that will return to haunt future lraqi govern- 
ments. If the Kurds are troublesome, that is because they have 
been abused and excluded from power. The local autonomy 
long promised has never been delivered; giving it to them 
would not be taken as a sign of weakness, and thus as an eng 
couragement to ask for more. The way to stop them threat 
ing Iraq’s stability is to treat them humanely and cultivate 
their loyalty. The same lesson will eventually have to be learnt 
by the governments of Turkey and Iran, whose repression of 
their own Kurdish minorities is equally misguided. 

The world has never done much for the Kurds. They 
should perhaps, in some less imperfect international order, 
have been granted a state of their own: Kurdistan. That is not 
an option now. But the world can do more than merely tut-tut 
about chemical warfare and a policy of mass deportation. Be- 
cause Iraq needs western technical help and credits to rebuild 
its postwar economy, Kurdish rights can be defended even 
without a Kurdish state. Western governments and compa- 
nies have been falling over each other to offer Iraq services 
and loans. Governments in particular should think again. 
Iraq should be told that its continued access to western assis- 
tance will be contingent on a big improvement in the way it- 
treats its people, starting with the Kurds. 
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A t their summit in Madrid on June 26th Europe’s leaders will discuss the 


- Delors DE Its vision of monetary union has been called both an 
e 


unmissable opportunity and an accident waiting to happen. Which is it? 


TN HIS excellent series of Reith lectures 
A. four years ago, Mr David Henderson, the 
chief economist at the OECD, decried an atti- 

. tude of mind that blights many debates in 

economics. He called it Micawberism, after 

he celebrated dictum: 

Annual income twenty pounds, annual expen- 
diture nineteen pounds nineteen and six, result 
happiness. Annual income twenty pounds, an- 
nual expenditure twenty pounds ought and six, 

“result misery. | 
The habit of seeing issues as all or nothing is 
to blame for many of the mistakes that gov- 
ernments make in their economic policy. 
The present debate on European monetary 
union ís already a classic case. 


















ashes, more recessions. Doubters talk of 
ial calamities if EMU happens, Govern- 
s would have to surrender monetary 
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policy as a tool for managing their econo- 
mies, condemning many parts of Europe to 
accelerating decline. The monnet would un- 
dermine the Community's political institu- 
tions, shifting sovereignty to a remote bu- 
reaucracy which lacks accountability. 

The truth is much less stark. Monetary 
union in Europe is capable of being good, 
bad or indifferent. All depends on precisely 
how it is done. So far, one vision of what it 
must mean has dominated the discussion. 
This is the vision described in the recent re- 
port by the committee of central bankers 
and others chaired by Mr Jacques Delors, 
the president of the European Commission. 
The report will be debated by the Commu- 
nity's leaders at next week's European sum- 
mit in Madrid. The questions ít should have 
asked but didn't should be too. 

The Delors vision, ultimately, is of a 
United States of Europe. Yet the commit- 
tee's starting point was merely that the EEC 
aims to become a single market for goods 
and services by 1992—that “in adopting the 
Single Act, the member states of the Com- 
munity confirmed the objective of progres- 
sive realisation of economic and monetary 









































union.” The report did not bot! 
ask whether (its version of) mone 
union was desirable. The committee 
has simply planned the transition 
Governments would decide when, if 
ever, to go ahead. PREDA 
Remarkably, those governments 
have produced no proper study ol 
whether monetary union might actu: 
ally be desirable—or, equally impor: 
tant, what form it might take. , 
for the moment they seem to h 
intention of doing so. It seems 
work out the details of a comp 
journey without deciding whe 
even where you want to go. It r 
sense, in fact, only if you hav 
choice of destination, or if you exi 
the journey to prove so tiresome 
you will be staying at home regar 
Roughly, these are indeed the 
of the main pro- and anti-EMU can 
They are Micawberist in the extreme... 
The refusal to tackle the first ques 
first—why is any sort of monetary rei 
needed, and what shape should. 
take?—-has had one especially bad res 
Enthusiasts for the Delors vision h 
formed an alliance with their enemies 
opponents of any sort of monetary u 
Both argue that a single currency for Eur 
and a federal system of European gove 
ment are necessary partners. The Deloi 
thinks this proves the case for mon 
union. The other lot thinks it refute 
They are both ignoring a plausible visi 
EMU that has nothing whatever to do wit 
United States of Europe. 


The trouble with staying put 
Why meddle with the European Monet 
System at all? Mr Delors and many o 
committee see reform less as a pressing: 
than as a matter of historical destiny. Thei 
report looks back to an earlier plan for eco- 
nomic and monetary union (the Werner re- 
port of 1970), to the creation of the cur- 
rency "snake" in 1972, the European 
Monetary Co-operation Fund in 1973, th 
EMS in 1979 and the signing of the Singl 
Act in 1986; and then it gazes forwards, t 
1992 and beyond. Europe's destiny: i 
move towards economic and mone 
union. It is time to take another step. 

Those unimpressed by irresistible 
torical forces might reply as follows. Yes, 
EMS has worked well—better than m 
sceptics predicted in 1979. The system 
members have enjoyed greater exch 
rate stability than outsiders, and they 
seen their inflation rates converge t 
that of West Germany, whose low.r 
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acted as the anchor for the rest. It has all 
gone very well. So let’s not press our luck. 

One way for the system to press its luck 
is to admit new members. Just this week, 
Spain added the peseta to the eight curren- 
cies already there. Britain, Greece and Por- 
tugal are the three members of the EEC 
which are not yet full participants in the 
EMS. Broadening the membership, however, 
looks a small risk next to trying to peg the 
currencies more rigidly. Yet presumably that 
must be the next step if the system is to 
evolve towards EMU. A fully fixed system 
would eliminate the bands within which the 
currencies are allowed to fluctuate. Mone- 
tary union would then go one step further 
by adopting a single currency. 

Greater fixity has drawbacks. It would 
put an added strain on traditional "weak- 
currency’ countries such as France and lt- 
aly. They have used occasional realignments 
(that is, devaluations of the franc and lira 
against the D-mark) to maintain their inter- 
national competitiveness. Without those 
realignments, they would have had to keep 
domestic costs and prices under tighter con- 
trol to stay competitive at their EMS ex- 
change rates. That would have been politi- 
cally as well as economically difficult. This 
worry becomes all the greater if the three re- 
maining outsiders, all high-inflation coun- 
tries by EMS standards, are to be let in. A 
more rigid EMS might then simply snap. 
That is the case for leaving well alone. 


When capital flows free 


It would be a fair case—except for what hap- 
pens in 1990. Most of Europe's govern- 
ments have already committed themselves 
to removing their remaining controls on 
capital flows next summer. Hitherto, France 
and Italy have relied on capital controls as 
well as realignments to make life in the EMS 
tolerable. The controls matter most when 
an imminent realignment is expected by the 
financial markets. To persuade holders of a 
currency that might be devalued to hang on 
to it, a rise in interest rates is needed; some- 
times this rise might have to be extremely 
steep. But if capital controls prevent holders 
switching out, a smaller rise will do. 

Recently Italy and Spain (which had 
been shadowing the EMS for months) have 
used capital controls in the opposite way: to 
keep capital out. Their interest rates have 
been high for domestic reasons. Without 
controls their governments would have had 
to choose one of two courses. Either let their 
currencies appreciate, which would have 
broken the EMs-link that they were anxious 
to preserve; or cut interest rates, and see 
their domestic demand and their current-ac- 
count deficits rise. Perhaps that sounds fa- 
miliar. Britain, which has no capital con- 
trols, faced the same dilemma last vear. To 
continue shadowing the D-mark the Trea- 
sury was forced to cut interest rates, with re- 
grettable results. 
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Capital controls have been so impor- 
tant to the EMS that it is a mistake to assume 
that governments will, in the end, get rid of 
them—despite the undoubted microeco- 
nomic damage that they cause. (Sir Alan 
Walters, Mrs Thatcher's economic adviser, 
objects to the EMS partly because it makes 
capital controls harder to get rid of. He sees 
this as a high price to pay for the 
benefits—in any case dubious, he would 
say—of exchange-rate stability.) But sup- 
pose that governments keep their promise 
and abolish the remaining controls. Sup- 
pose too that they do not find subtle ways to 
sneak them back (eg, by tightening the “pru- 
dential” rules that many of them place on 
the foreign investments of their savings in- 





Delors missed the point 


stitutions). What then? 

The answer is: substantially more vola- 
tility in interest rates than the Ems has been 
used to, and a greater risk of speculative 
runs on the weak currencies. Steps can be 
taken (and have been already) to lessen 
these dangers. Realignments can be man- 
aged, for example, so that the bands move 
without causing discrete jumps in exchange 
rates. This avoids the one-way bets that the 
markets love. And arrangements for better 
co-operation over foreign-currency reserves 
have given central banks a bigger gun to 
point at speculative attacks. The fear is that 
such measures will not be enough. 


The missing middle 

If capital is going to flow more freely in Eu- 
rope it seems likely that the EMS cannot stay 
where it is. Economics will nudge it forward 
or back. The Delors report should have 
stressed this, but didn't. Moving back would 
mean a less rigid system with broader cur- 
rency bands. This would accommodate the 





new economic strains—in effect by sharing 
them between interest-rate volatility and 
somewhat greater exchange-rate flexibility. 
But that would also be the cost. The EMS 
would be less good at what it was set up for 
in the first place: keeping currencies stable. 

The alternative is to move to a more 
rigid system. Instead of accommodating the 
strains, this approach aims to reduce them 
at source. Recall that capital controls tend 
to look necessary when interest rates are set 
to move sharply, and that happens when ex- 
change rates are about to jump. In a flexible 
system, exchange rates move fairly freely to 
and fro. They rarely jump, because the stress 
caused by differences in inflation rates does 
not get bottled up. In a somewhat more rigid 
system like the EMS, stress does get bottled 
up but it can be released from time to time 
in a realignment. Currencies are therefore 
sometimes expected to jump. That is the 
source of the trouble. 

[n a fully rigid system currencies cannot 
jump. This solves the problem of financi: 
market volatility—but it leaves the questic.. 
of how countries deal with persistent differ- 
ences in inflation rates. The answer, or the 
hope, is that the stricter framework of ex- 
change-rate discipline will itself eliminate 
these differences. A rigid exchange-rate sys- 
tem therefore has to do two things. First, the 
part that looks easy to begin with, peg ex- 
change rates. Second, the hard part, achieve 
a more-or-less common inflation rate. 

A fully fixed exchange-rate system (such 
as the gold standard of the nineteenth cen- 
tury) is capable of doing both. It works be- 
cause governments are forced, in effect, to 
make monetary policy the servant of an 
automatic mechanism for settling interna- 
tional payments. With exchange rates per- 
manently fixed, international competition 
between producers should then bring the 
prices of traded goods into line. If, repeat if, 
this process of competition does its job, the 
loss of monetary policy in its usual role is of 
no concern. 

If governments want to go in for stabili- 
sation policy (or to assist their depressed re- 
gions) they still have taxes, spending and 
budget deficits. All they can no longer do is 
aim for an inflation rate different from their 
partners’. Provided the system as a whole is 
anchored to low inflation, with a peg to gold 
or to a low-inflation currency, monetary pol- 
icy should not be missed. 

A currency union has further advan- 
tages. The competition that is needed to 
bring prices into line—and without which 
exchange-rate changes might sometimes be 
useful as an economic lubricator—would 
work more powerfully. (Volkswagen would 
find it harder to charge different prices in its 
various European markets if they had to be 
quoted in the same currency.) The possibil- 
ity of a currency realignment would be even 
more remote than under a gold or other 
standard, because it could be done only by 
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reating a new currency to realign. This too 
‘ould increase the power of competition to 
old prices in line. 

There would also be a big saving in 


‘body setting out from Britain with £1,000 to 
isit each of the EEC countries, changing his 
money into local currency every time but 
buying nothing, would arrive back with only 
£500. Monetary union would be such a 
essing to people like that. And to every- 
body else. To judge the microeconomic 
enefits, simply ask whether America would 
' better off with separate currencies for 
ch of its states. 


re rub 
he analogy raises a bigger question than it 
nswers. Does a monetary union have to be 
political and economic union, too? The 
nswer is no. A wider-ranging union might 
e desirable in its own right, as Mr Delors 
ould argue, but a narrower union is per- 
ly feasible. There could be two main rea- 
s to think otherwise. One is the need to 
the central monetary authority politi- 
accountable. The other is the need for 
ymmunity»wide tax-and-benefits policy 
the sort that channels resources automat- 
lly across America, from prosperous. 
tes to poor). Consider each in turn. 
“Tn a monetary union the design of the 
ntral authority is crucial. It must be the 
nchor against inflation that gold was in the 
ld standard and the D-mark is in the 
esent EMS. An EMU under a badly run Eu- 
opean central bank would be much worse 
han the ems under the  welkrun 
Bundesbank. In setting up the new central 
yank a balance would have to be struck be- 
ween accountability and independence. 
The Delors report suggests a central- 
nk board (with members appointed by 
e European council of ministers) and a 
entral-bank council (comprising governors 
the existing central banks plus members 
the board). The council would be respon- 
ble for the broad formulation of monetary 
policy, and the board (and its staff) for its 
execution. The council would submit an- 
nual reports to the European parliament 
ind to the council of ministers, and its chair- 
man could be "invited" to report at other 
times. The independence of the council 
: would be bolstered by giving its members se- 
- curity of tenure. 
All this seems workable. Fears that the 
European central bank would be too soft on 
inflation—ie, that it would not be the 
Bundesbank—are almost certainly over- 
done. Central bankers, given a measure of 
independence, are capable of being a lot 
tougher than the politicians who first ap- 
pointed them might wish—as, from time to 
time, the Bundesbank and America's Fed- 
eral Reserve have both shown. 
..— Which leaves the trickier question of fis- 
cal policy. Suppose a country in the union is 
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ransaction costs. The story goes that somes | IL e 
! joo Newfoundland | 


Debt 8 % of gross provincial product, March 301988 - i 
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New Brunswick 





| [British Columbia] 
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hit by a temporary economic shock that 
makes its products less competitive, and 
that market forces are too weak to drive its 
prices quickly down in response. Demand 
will fall and the country may sink into a re- 
cession. It cannot use monetary policy to re- 
store demand. It can, however, use fiscal pol- 
icy. If the government spends more than it 
collects in taxes, borrowing the difference, it 
can cushion the fall in private demand. 
The Delors report says that EMU mem- 


bers would have to set "binding limits" on - 


each other’s fiscal deficits. If that were true, 
a bigger Community-wide fiscal system such 
as Mr Delors wants anyway might indeed be 
necessary. But it is not true. The report of- 
fers no reason for limiting fiscal policies ex- 
cept "convergence" as an end in itself. The 
proper use of fiscal policy is as a shock ab- 
sorber. A monetary union can be upset by 
economic shocks that affect its members to 
differing degrees. In just such circumstances 
it makes sense for national budget balances 
to differ, perhaps greatly. The only reason 
for wishing to tie them down would be to 
strengthen the case for a bigger Community 
budget. 

Nationally determined budget deficits 
will have to be financed. But a monetary 
union, far from making that difficult, would 
facilitate it. In making their borrowing deci- 
sions, governments would see an advantage 











a disadvantag 


now-—but both factors would be working in * 


the taxpayers’ interest. T 

The advantage is that an increase in bor- 
rowing would drive interest rates up by less. 
That is because investors would incur no 
currency risk in lending the cash. Within a 
monetary union, differences in interest rates 
would reflect the market's view of the bor- 
rowers’ creditworthiness—and nothing else. 


Unless a government borrowed recklessly, it 


could therefore expect to borrow compara- 
tively cheaply. The disadvantage, as govern- 
ments would see it, is that they could no 
longer fall back on inflation as the emer- 
gency cure for past over-borrowing. For 
both reasons, they would be likely to ap- 
proach their borrowing decisions more as 
private companies do. | 
Financial markets would probably see it 
the same way. The chart, borrowed from Mr 
Graham Bishop of Salomon Brothers in 
London, shows accumulated debts and bud- 
get deficits for Canada's provinces in 19% 
These are public-sector borrowers (with t: 
raising powers) within, as it were, the Cana- 
dian monetary union. E T 
Stocks of debt and annual deficits var- 
ied widely. The credit ratings of the prov- 
inces ranged from triple-A to A, with the 
best-rated borrower charged half a percent- 
age point less than the worst. That narrow 
spread confirms (a) that the market does dis- 
criminate (presumably on the basis of 
creditworthiness) between similar public- 
sector borrowers, but (b) that thanks to the 
absence of currency risk this discrimination 
does not prohibit flexibility in fiscal policy. 
The implication is that Mr Delors's 
“binding limits” on national fiscal policy are 
not just unnecessary but undesirable. A new 
and more elaborate Community-wide fiscal 
policy may still make sense, but this can be 
judged on its merits. There is no need for 
it—and its associated political difficulties— 
to veto the narrow vision of monetary 
union. The monnet can take it or leave it.’ 
There are thus two visons of what EMU 
might mean. A broad economic and politi- 
cal union that would be a conscious stride 
towards a United States of Europe. Or a nar- 
row currency union demanding the mini- 
mum transfer of sovereignty—a gold stan- 
dard for the 1990s and beyond. The second 
ought to commend itself to the gritty realists 
who question the merits of European feder- 
alism, or fear Brussels the harmoniser, ot 
have no time for the “social dimension” 
But it should also appeal to the idealists whc 
want the EEC to expand as widely a: 
possible—a genuinely single market ready tc 
embrace any country willing to join on those 
terms. Reform of some sort is coming to Eu 
rope's monetary arrangements. lt is higt 
time that ministers on both sides of the 
present debate started taking this seconc 
course seriously. 
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— The Atlantic 
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Charge each of 6 equal monthly installments of $39.00* 
including shipping and handling charges) to my credit card 

VISA MasterCard 
| Diners Club a American Expn 

Credit Card # Exp. Date 
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Allow 4-6 weeks after 


check. Enclosed is my deposit of $95.00" | including 
shipping and handling charges) for each set. Twill 

pay the balance in 5 equal installments of $27. 80* each 
n. and Tenn. residents add sales taa 


pavment for shipment 
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13,000 sq.ft So 


*"Flismes-: ide settin ng 
Highly competitive rent 

9.000 sq.ft. of flexible offices 

4,000 sq.ft. of new open plan space with 
a raised floor 

M4O 2 miles, MÁ 7 miles 

Heathrow Airport 20 minutes 
Unlimited car parking 


«4 Housed within imposing period facade 


^ HISTORIC 18TH CENTURY EXTERIOR - 
ULTIMATE 2isr CENTURY INTERIOR 


Pa at SLANT S S NI PSP RACES RN 


Discerning visitors to New York selec 
The Carlyle, one block from ae 
Park, for its consistent excellence. 
The solicitous staff is ever eager to | 
please. Each guest room has a Monitor hi 
TV, VCR and Stereo. ae 
A proud recipient of the Mobil | Five-Star 
Award for 21 consecutive: years. | 


ber STIS Shap oe dece 1967 o 


Telephone 212-744-1800 
FAX 212-717-4682 
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Vietnam's political hostages 


FROM OUR SPECIAL CORRESPONDENT IN GENEVA 


EN the Vietnam war ended in 1975 
about Im Vietnamese who had 
worked for the Americans and the govern- 
ment of South Vietnam were rounded up by 
the victorious North and sent to "re-educa- 
tion" camps. Some were kept inside for only 
a short time; they did their penance and 
made their peace with the communists. 
Some were freed after a year or two. Some 
ave left the country, either legally or ille- 
gally. But 95,000 former opponents of the 
regime are thought to remain political pris- 
oners in Vietnam. At last their ordeal may 
be coming to an end. 

At the conference on the future of the 
boat people in Geneva last week, Vietnam's 
foreign minister, Mr Nguyen Co Thach, 
took time away from the conference hall to 
talk to two officials in the American delega- 
tion. They chatted about Cambodia and 
what sort of government will take over when 
the Vietnamese soldiers leave in September. 
But the main purpose of the meeting was to 
let America know that Vietnam is willing to 
resume talks about the “re-education” pris- 
oners, The talks will open in July, some- 
where in South-East Asia. 

For years the Americans have been 
pressing Vietnam to let the prisoners leave 
the country. Last summer the Vietnamese 
seemed about to say yes; then, on August 
)rd, they suddenly called off the negotia- 
tions. Mr George Shultz, then America's 
secretary of state, professed not to under- 
stand why. But it seemed clear that Vietnam 
was miffed that America was not offering 
immediate diplomatic recognition in return 
for Vietnamese magnanimity. Now Viet- 
nam appears to have decided to bring its po- 
litical hostages back into play again. 

Recognition, and the commercial ad- 
vantages that would follow, remain Viet- 
nam's aim. At Geneva Mr Thach was anx- 
ious to meet Mr Lawrence Eagleburger, the 
leader of the American delegation, who is 
number two at the State Department. Mr 
Thach's tentative approach appears to have 
been rebuffed by the Americans, who do 
not want such a high-level meeting at 
present. Mr Thach was left explaining to re- 
porters that Mr Eagleburger had departed 
from Geneva before he could be contacted, 
although at that moment the American was 
still in town, roundly denouncing Britain's 
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plan for mandatory repatriation of Hong- 


^kong's boat people. 


Unlike Britain, Hongkong and other 
countries groaning about the burden of 
Vietnamese refugees, America has said un- 
equivocally that it will take every one of 
those that Vietnam has “re-educated”’. Its 
hospitality to those fleeing Vietnam. has 
greatly exceeded any other country’s. So far 
it has taken 714,782 —more than the rest of 
the world put together. This is partly a con- 
tinuation of American's tradition of beck- 
oning huddled masses yearning to breathe 
free (and to prosper: the American govern- 
ment has been at pains to point out—and in 
doing so has sometimes been accused of ex- 
aggeration—that many of its latest immi- 
grants have done well, both in business and 
in academic studies). But Vietnam is a spe- 
cial obligation. Mr Shultz has said that 
America wants "to help heal one of the most 
painful of wounds remaining from the war”. 

The wound was made particularly pain- 








ful because the Americans left Vietnam in a 
hurry, bordering on panic, when the North 
broke through the South's defences to take 
Saigon. Not only were many of America's 
friends abandoned, but confidential files on 
Vietnamese who had spied for America 
were left behind for the Vietcong to peruse. 
Presumably the spies were sought out and 
executed. The fate of some who were spared 
may have been not much better. 

Vietnam seems to have two sorts of 
camps for political dissidents. In one group 
the prisoners are treated reasonably hu- 
manely, providing they are willing to confess 
their “crimes” of associating with American 
"imperialists", write essays of self-criticism 
and study the history of communism. Pun- 
ishment is administered, but sparingly; if, 
for example, a prisoner’s essay appears to 
contradict another essay that may have been 
written a year or two before. 

The other group of camps appears to 
have little to do with “re-education’’. Fore 
mer prisoners describe them as simply con- 
centration camps, where torture, summary 
execution and death from malnutrition are 
the daily routine. 

One problem for the Americans is how 
well they will be able to absorb into normal 
life those who have been either brainwashed 
or physically maltreated. The prisoners’ sto- 
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ries, published in newspapers if and when 
they are freed, may, for a time anyway, again 
harden American hearts against Vietnam. 
The stories will arouse renewed anguish 
among those who believe that Vietnam is 
still holding prisoner American soldiers 
posted missing in action in the Vietnam 
war—the MiAs. The MiA issue is far from 
over. It was given new credence this month 
when a Japanese monk, released after 13 
years in a Vietnamese prison, said that five 
or six American soldiers were held with him. 

Mr Shultz said last year that America 
"holds no hostile feelings towards Viet- 
nam” and he looked forward to the time 
when the two countries would have normal 
relations. But, for all Mr Thach's efforts, 
that time is not just yet. 





Cambodia 
Fast cars to 
freedom 


FROM OUR SPECIAL CORREPONDENT IN PHNOM PENH 


AMBODIA awaits its saviour. Not, on 

the evidence of the past few years, ei- 
ther of the superpowers, or Vietnam, or the 
non-communist Association of South-East 
Asian Nations (ASEAN). The best, if un- 
likely, candidate may be Mr Hun Sen, prime 
minister of the Vietnamese-backed govern- 
ment in Phnom Penh. He thinks he has a 
chance of ending the country’s ten-year 
conflict. 

He flies to Paris for a fifth meeting with 
the head of Cambodia’s resistance coalition, 
Prince Norodom Sihanouk, on July 24th. 
The indications are that he will be carrying 
his National Assembly's promise of, and 
perhaps approval for, constitutional 
changes allowing multi-party politics. 

Mr Hun Sen produced an earlier series 
of proposed amendments to the constitu- 
tion when he last met Prince Sihanouk in 
Jakarta in May. These recognised the role of 
private enterprise and private ownership of 
property, abolished the death penalty and 
made Buddhism the state religion. Officials 
in Phnom Penh say that the prince’s main 
demand at that meeting, that the Commu- 
nist party must surrender its dominant role, 
should present no problem. 

The coming meeting is more crucial. Af- 
ter a day of talks in Paris, Mr Hun Sen and 
the prince will hold further negotiations 
with the other two factions of the resistance 
coalition, the communist Khmers Rouges 
and the non-communist Khmer People's 
National Liberation Front. These talks in 
turn are expected to pave the way for an in- 
ternational conference on Cambodia which 
France proposes to convene in the first week 
of August. 

Invitations will be going out to the five 
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permanent members of the United Nations 
Security Council, plus Japan, India and Aus- 
tralia, Vietnam and Laos, the six members 
Of ASEAN, as well as to Mr Hun Sen and the 
three resistance groups. Their deliberations 
are expected to continue through most of 
August. 

By the end of the following month, Viet- 
nam has promised to withdraw the last of 
the troops it still has in Cambodia, esti- 
mated at 50,000 to 70,000 in number. Mr 
Hun Sen visualises that Cambodia will then 
get on with its huge task of reconstruction, 
helped, he hopes, with western aid, which 
has been denied to the country during the 
Vietnamese occupation. To get the aid, he 
accepts that Cambodia will need some form 
of international supervision. China, for 
one, is deeply suspicious that the Vietnam- 
ese will stay behind, wearing Cambodian 
uniforms. 

The Phnom Penh government is hoping 
for a Paris agreement that gives much more 
than this. Mr Hun Sen wants the talks to 
end outside military aid and to decide the 
shape of the government that will run an in- 
dependent Cambodia. He dreads the pos- 
sibility of a Vietnamese withdrawal without 
an agreement on anything. The civil war 
would continue between the Phnom Penh 
government, by then on its own, and the re- 
sistance dominated by the Khmers Rouges. 
The least that Mr Hun Sen hopes for is that 
Prince Sihanouk will abandon the Khmers 
Rouges and join him, perhaps as an execu- 
tive head of state. 

Hence the sudden spate of liberal re- 
form by the Phnom Penh regime. To bring 
the prince back it has to persuade him that 
the Communist party is prepared to surren- 
der its monopoly of power and that other 
parties have a chance to compete for the 
support of the Cambodian people on equal 
terms. 

Would the Communists dare to do this? 
Senior party officials in Phnom Penh say 
that, after a decade running things and 
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Is the Cambodian army too ragged a bunch to take on the Khmers Rouges? 


developing contacts with the public, they 
are confident of winning an election. Mr 
Hun Sen is making two or three trips 
month into the provinces to check on coi. 
ditions there and show his face to the Cam- 
bodians. Prosperity for all is his message. 
Recognition of private enterprise in the 
constitution is no more than a formality. A 
pragmatic and lenient government has long 
accepted private enterprise as a fact of life. A 
new class of entrepreneurs is already display- 
ing a taste for Black Label whisky and 
Mercedes cars. The startling statistics on 
Phnom Penh's nightly television news are 
not about casualties of war but about fast- 
rising traffic accidents in a city where only a 
few months ago private cars were rare. 
Nevertheless, the conflict goes on. Viet- 
namese troops have already pulled back 
from most border areas and claim that the 
Khmers Rouges do not have the strength to 
move in against the Phnom Penh army. Lo- 
cal officials are not so sure. A lot of Cambo- 
dian lives may still depend on what happens 


in Paris. a 
China 


The old men kill 
the young men 


FROM OUR CHINA CORRESPONDENT 


HE firing squads have begun their 

work, On Wednesday China’s state ra- 
dio announced the first victims—three 
hopeless-looking young men in Shanghai, 
arrested a week before for their part in 
blocking and burning a train that had 
ploughed through a crowd of demon- 
strators, killing six of them. Seven other 
young people were executed on Thursday. 
So much for the appeals for clemency from 
the United Nations; so much, too, for 
America's observation just hours earlier 
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that executions “could only deepen the 
wounds of the past few weeks". The wounds 
will be deep indeed before China returns to 
normal. 

For that, says Beijing Radio, blame 
“very small cliques who hate our 
country... supported, encouraged and 
plotted by reactionary forces abroad.” 
America is attacked for giving sanctuary in 
its Beijing embassy to Mr Fang Lizhi, a dissi- 
dent physicist, and his wife. 

America's reply has been equally 
pointed. On June 20th President Bush, hav- 
ing already ended military sales to China, 
suspended all high-level government ex- 
changes with it, and said he would ask inter- 
national institutions to postpone new loans 
to China (see page 70). Clearly Mr Bush is 
no longer keen to remind the world of his 
alleged friendship with China's senior lead- 
er, Mr Deng Xiaoping. The White House in- 
stead relies on strict formality: “The United 
States hopes that the current tragedy in 

hina [can] be brought to a peaceful end 
and that dialogue will replace the atmo- 
sphere of suspicion and reprisal.” 

But any dialogue can hardly be produc- 
tive while China seeks foreign scapegoats 
for the problems so obvious at home. The 
prime minister, Mr Li Peng, said this week 
that the “counter-revolutionary unrest” was 
"basically quelled”, but added ominously, 
"Quite a lot of rioters are yet to be appre- 
hended and we can in no way leave them 
unpunished and let them stage a come- 


Land ahoy in th 


S SYMPATHETIC as he is to the ab- 

origines, Australia’s prime minister, 

Mr Bob Hawke, finds their demands exas- 

perating. "Well, just how much of Austra- 

lia do you want?" he once asked an ab- 

origine politician. “Just all of it, Bob," was 
the reply. "As is our right.” 

In aborigine eyes the land belongs not 
to individuals but to everyone born there. 
They are “guests” on the land rather than 
owners. Aborigine representatives are 
sharp and sophisticated enough to accept 
that the property laws of the white man 
are what count; they have taken advan- 
tage of them to fix deals that have made 
aborigine communities rich. Yet the 
"guest" idea remains embedded in the 
thinking of the ordinary aborigine, as it 
does in the thinking of indigenous peo- 
ples elsewhere in the Pacific. Differences 
over land led to the military coup in Fiji in 
1987 and to a near coup in Vanuatu last 
year; they are the cause of the present dis- 
turbances in Papua New Guinea's island 
of Bougainville. 

The Australians who discovered cop- 
| perin Bougainville in the 1960s displayed 
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Only obeying orders 


back." It is hard to remember that before 
imposing martial law in the capital on May 
20th, and before sending the People's Liber- 
ation Army on a murderous rampage on 
June 4th to end the student occupation of 
Tiananmen Square, the same Mr Li praised 
the students’ “patriotic enthusiasm” and 


the same ignorance of native respect for 
the land as the first European explorers of 
the Pacific did. Finders keepers, they said, 


_ and did not offer the local people a penny 


of compensation. The Australian com- 
pany managing the mine has since made 
generous payments to the local people. 
But the Bougainville people have never 
forgiven the whites for “abusing”, as they 
see it, the spirit of the land with open-cast 
mining. 

Their wrath has turned on the govern- 
ment of Papua New Guinea, which gets 
huge royalties from the mining. A guer- 
rilla group has sprung up demanding in- 
dependence for Bougainville. At least 15 
people, including three soldiers, have 
been killed. The mine has been temporar- 
ily closed. More, and massive, compensa- 
tion could be the solution. The people of 
Bougainville might be appeased if the 
company promised that, when the copper 
was exhausted, the land would be restored 
as nearly as possible to its former state, 
however much that cost. American envi- 
ronmentalists who have been taking an 
interest in the Bougainville troubles 
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said that capitalist countries do not have a - 
monopoly on “liberty, democracy and hu- 
man rights". Many of the 1,300 arrested by 
mid-week probably believed him. i 
But Mr Li, who is 61, derives his power 
from his elders, especially 84-year-old Mr _ 
Deng and the 82-year-old president, Mr 
Yang Shangkun. They have clearly won the — 
leadership struggle against the liberal - 
minded Communist party general secretary, 
Mr Zhao Ziyang (a youthful 70). But on 
what terms? Late last month Mr Deng called 
Mr Zhao a "counter-revolutionary traitor”, - 
a charge that could send his former protégé 
to jail or the firing squad. A spokesman for 








the State Council said last week that some — 


members of the party's hierarchy had sup- 
ported "'counter-revolutionary activities". 
That should mean a meeting of the par- 
ty's Central Committee to denounce Mr _ 
Zhao and probably Mr Hu Qili, his ally on 
the five-man Standing Committee of the Po- — 
litburo. Yet by mid-week it had not hap 
pened, and a meeting of the Standing Com- _ 
mittee of the National People’s Congress 
(China's pale version of a parliament) — 
scheduled for June 20th was postponed. — 
What then is going on? One plausible — 
bet is that Mr Zhao's economic liberalism 
has won him supporters in the provinces - 


who are not willing to consign him to ami 


me 


cal oblivion, but only to a temporary li 
in which he would retain his party member- 
ship and perhaps, like his disgraced prede- 

cessor, the late Hu Yaobang, a seat on the 






would be pleased. 

America has trodden carefully over 
the bits of land it rules in the Pacific, In 
American Samoa only local people are al- 
lowed to own land. The Americans had a 
similar rule in some of the islands of Mi- 
cronesia, which until recently they ran as 
trust territories. Fiji bans foreigners from 
owning land. “Foreigners” includes those 
of Indian descent, even though some of 
their families have lived in Fiji for 100 
years. Fears that a government run by In- 
dians might change the land law won sup- 
port for the army coup. 

Vanuatu, never spurning a dollar, has 
closed its eyes to the many Australians 
who have bought holiday homes on this 
idyllic island. As a result the government 
was nearly toppled last year by a revolt led 
by Mr Barak Sopé, who argued that only 
local people should hold land, Mr Sopé is 
now in jail, accused of treason, and no one 
in Vanuatu, is much inclined to grumble 
about the land question. 

Yet the question won't go away in the 
Pacific, if only because the land tradition 
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— Central Committee and even the Politburo. 
~ Support for this theory is the reappearance 
in the official media of Zhaoist allies such as 
Mr Tian Jiyun, a deputy prime minister, and 
the head of the Central Committee general 
office, Mr Wan Jiaboa. Rising stars such as 
— Mr Qiao Shi and the head of the education 

— commission, Mr Li Tieying, would have to 
—— cox-exist with those who still sympathise with 
—. Mr Zhao. | 
K. And then what? A speech delivered by 
— Mr Deng on June 9th which has become 
— mandatory reading for party members says, 
_ “This storm was bound to come sooner or 
later." Maybe: some of the students’ de- 
- mands were perhaps the inevitable conse- 
— quence of China's economic troubles—a 
- mix of inflation, unemployment and corrup- 
- tion caused by the half-reforms of Mr Deng 
- and Mr Zhao. But another storm will also 
come: at some point soon Mr Deng and his 
fellow gerontocrats will die. Since Mr Li is 
— bereft of military support.and is stained by 
_ the massacre of Tiananmen Square, another 
leadership struggle seems inevitable. Per- 
haps Mr Zhao, like Mr Deng before him, 


- will then leap from purge to power. 
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| . South Korea 
- Beefing up 
the vote 


-— FROM OUR EAST ASIA CORRESPONDENT SEOUL 
U 


"YT IS not only the Moonies who arrange 
A. mass weddings in South Korea. Mr Kim 
-— Young Sam, leader of a parliamentary oppo- 
-— sition party, recently officiated at the mar- 
— riage of 15 couples in a Zen Buddhist temple 
- in Seoul—even though he is a Christian. 
— The ceremony was witnessed by several 
- benchfuls of Mr Kim's party colleagues, 
— each bearing a cash gift for the newly-weds. 
— Finding wives for rural constituents is be- 
- coming a useful way to win their votes. 
R. In Korea’s galloping industrialisation, 
— farmers have been left behind. A generation 
ago more than 80% of the working popula- 
tion worked on the land. Now the figure is 
less than 18%, and still falling as half a mil- 
- lion young people a year leave the sticks to 
find jobs in the cities. Few girls want to 
marry the faithful eldest sons who remain 
- behind, which explains the politically ar- 
- ranged weddings. Farmers are getting older, 
— too. In 1975 only 1796 were over 50; now 
32% are. 
Farms are small. The average size is a 
— hectare (two and a half acres), including a 
- handkerchief-sized rice field. The usual 
dairy herd consists of three animals, of 
which cynics say one exists only for a gov- 
= ernment subsidy and another pulls a cart. 
Farmers have been slow to move into high 
value-added products, like flowers. By Asian 
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standards, they are not poor: But after edu- 
cating their children and buying televisions 
and telephones like their richer cousins in 
town, many have fallen heavily into debt. 

Like farmers everywhere, they grumble. 
And this year they have found a political 
voice. In February thousands of farmers 
came into Seoul to demonstrate outside par- 
liament. Their rally turned into a riot. In 
March a new national farm association was 
formed, promising a more aggressive ap- 
proach to farmers’ problems than has been 
shown by other farming groups. 

The farmers want food imports into Ko- 
rea to be slowed down. The country's "self- 
sufficiency ratio” (the proportion of home- 
grown food eaten at home) fell from 9496 in 
1965 to 4196 in 1987. Even so, Korea's trad- 
ing partners say the country is too restric- 
tive. A GATT panel is about to rule on Ko- 
rea's beef imports, which are restricted this 
year to 39,000 tonnes for “balance-of-pay- 
ments reasons", even though the country 
had a $1012 billion trade surplus last year. 

Opposition politicians, aware of the ru- 
ral vote, support the farmers’ demand for 
more protection. Yet the government 
knows that it cannot concede this demand. 
Korea depends heavily on its exports of 
manufactures, particularly to America. If it 
refuses to import more beef, fruit or rice, 
Korea could find it harder to export cars 
and video recorders. 

Two months ago President Roh Tae 
Woo announced a "comprehensive rural- 
development programme" to wake up the 
countryside economy. Under the plan, fac- 
tories would be built on local-government 
land, and firms would get incentives to 
move out of town. But similar schemes by 
Mr Roh's two predecessors came to noth- 
ing. City life is still what most Koreans want. 

















Sodai's law | 


APAN may not be the favourite 

country of the no-growth Greens, 

but they could learn something 
from the way the Japanese deal with 
the refuse of civilisation. Household- 
ers are expected to sort their rubbish 
into things that can and cannot be 
burnt (and sometimes into other, 
more detailed, categories). Each kind 
of rubbish is collected on particular 
days. And in Tokyo once a month 
there is a collection for sodai gomi, 
things that are too big for Tokyo's 
tiny dustcarts. 

The sort of items that are put out 
for collection could respectably fur- 
nish a flat, and do. A prow! around 
the neighbourhood on the right night 
reveals rich pickings: tables with the 
correct number of legs, together with 
televisions, washing-machines and ra- 
dios, whose only faults are a blown 
fuse and an out-of-date look. 

Lack of storage space is the main 
reason that Japanese do not hang on 
to old treasures. But they also seem to 
suffer from a love of the new. 
Matsushita, the world’s biggest con- 
sumer-electronics company  (Na- 





tional, Panasonic and Technics are 
some of its labels) says the average 
telly in Japan gets replaced every six 
or seven years, broken or not. 

The design of top-selling electron- 
ics goods is constantly changed. How 
could you bear to be seen with last 
year's ghetto blaster when this year's 
is matt black and has rounded edges? 
Car firms change the design of their 
models every two or three years, com- 
pared with five or more years for the 
life of a European design. 

Most of the big junk is delivered 
direct to the crusher. But even the 
Japanese balk at chucking away cars 
with some life in them. Instead, they 
are exported to less fussy countries: 











































































Nicholas Brady 


dt “WASHINGTON DC 


HE Deen of the Treasury, 
housed next to the White House in one 
f Washington's finest buildings (as seen on 
e ten-dollar bill), has all the trappings of a 
"strong institution. In fact, its power is lim- 
ited. The Federal Reserve Board indepen- 
-. dently sets monetary policy. The president's 
2 budget director negotiates with Congress on 
m “he: federal budget. Throw in the Council of 

economic Advisers, a bevy of other White 


“House officials and the Commerce and- 


State Departments—and it becomes clear 
that the Treasury’s influence in Washington 
depends largely on the man at the top. He, 
since last August, has been Mr Nicholas 
Brady. 
Mr Brady has spent most of his life as an 
upper-crust Wall Street investment banker. 
He presided over the official commission in- 
vestigating rhe October 1987 stockmarket 
crash. He is one of President Bush's closest 
friends— typically for both men, they met at 
a tennis match—-which assures him 
.. instant access to the top. He has no 
ent political ambition (he was 
ited to complete. the term of a 
w Jersey senator in 1981, but did 








= e esed to Ske a ncs view. 
Against these two assets, set two li- 
abilities: no great technical grasp, 
“along with a lack of the smooth 
presentational skills (useful for deal- 
ing with Congress and the press) that 
his predecessor as treasury secretary, 
Mr Jim Baker, had in abundance. 
The Reagan years left the Trea- 
sury with three huge bits of unfin- 
ished (or, more accurately, unstarted) 
business: the budget deficit, the sav- 
ings-and-loan (thrift) crisis and third- 
world debt. The deficit has so far 
n finessed by the budget director, 
^ Mr Richard Darman, though Mr 
Brady. was involved in much of the 
. negotiation with Congress. Mr Brady 
...has also been pushing the proposed 
“cut in capital-gains tax; he still hopes 
this will fill most of the $5 billion rev- 
..enue hole in the 1990 budget 
agreement. . 
Th is year’s budget shenanigans 
he little credit to anyone By 















The unforced errors of 


contrast Mr Brady and his team, led by a 
new under-secretary from Harvard, Mr Rob- 
ert Glauber, showed skill in their quick han- 
dling of the mess in the thrift industry, After 
a hesitant start they put together a package 
to take over, and if necessary close, bank- 
rupt thrifts, to pay off insured depositors 
and to strengthen surviving thrifts’ capital 
requirements. Adroit lobbying has pushed 
most of this through both houses of Con- 
gress. Mr Brady still feels strongly that the 
$50 billion of new bonds to finance the deal 
should be off-budget. To count them as part 
of federal borrowing, as many in Congress 
want, would involve breaking the Gramm- 
Rudman ceilings on the deficit. But if con- 
gressional Democrats pursue the point, Mr 
Brady may not recommend a veto. 

The knottiest problems on thrifts lie 
ahead. The government still seems to be un- 
derestimating the eventual cost of the pack- 
age. It will be hard for inexperienced Trea- 





sury officials to supervise the | 
portfolio that will fall into the lap o 
agency charged with closing. 
thrifts, the Resolution Trust 
And nobody i is keen to scale down 
erous federal deposit insurance. | 
surance of up to $100,000 pe 
many thrifts into their reckl 
insolvency. i 
The third bit of ee bi 
international debt. It had long been ob 
that the Baker “plan” for encouraging 
loans to indebted countries that ade 
the right economic policies was not 4 
ing. Mr Brady and his experienced ü 
secretary, Mr David Mulford, deserve c 
for accepting the need for some actual 
forgiveness. But if the Brady plan is 
follow its predecessor into oblivion, 
may have to push slow and obdurate 
mercial banks (page 14). E 
A more immediate worry for Mr 
is the recent strength of the dollar.- 
economists think it jeopardises the ch 
of further improvement in America’s tr 
deficit; some now reckon the curre 
count deficit might widen to over $200 
lion in 1990. Treasury officials deplore 
rise in the dollar—though Mr Brady him 
is careful to do no more than express 
view that it is hardly surprising, gi 
recent political goings-on in cout 
like Japan and China. Off 
less willing to recognise that p 
the blame should also lie with le 
the whole job of restraining de 
to the Fed, while fiscal policy s 
loose. 
At the July economic summi 
Paris, the six other summiteers wi 
looking for assurances that Ame 
remains committed to policy cc 
dination to reduce trade imbalan 
The trouble is that it is harder tc 
to see which policies countries 
agree on. In any case, Mr 
doubts whether central-bank 
vention can stop strong cur 
market surges. 
The finance ministers of. 
; countries have formed a low of 
ak of the treasury secretary. lt wil 
hard for Mr Brady to win theit 
teem. He will not be helped by fea 
a new protectionist mood in W 
ington, partly caused by Am 
decision to name Japan, India 
Brazil as unfair trading partners. 
Brady hopes some trade tensions 
be defused by talking to the Jag 
about structural impedimer 
trade. For these, he conce 











AMERICAN SURVEY 


blame may sometimes lie with America. 

It is harsh to judge Mr Brady's perfor- 
mance after only a few months in the job. 
But even those who are impressed by his 
plans for thrifts and third-world debt think 
he may be better at reacting to problems 
that he inherited than at planning for the 
future. And his role as the administration's 
chief economic spokesman sometimes seems 
in question. When the inflation numbers re- 
cently looked bleak, it was not Mr Brady but 
Mr Michael Boskin, chairman of the Coun- 
cil of Economic Advisers (already rumoured 
to be leaving), who was wheeled out to claim 
that all was well. 


Two for tomorrow 


Mr Brady's reply is that the problems he in- 
herited were pressing, and that most of his 
time has inevitably been spent on them. He 
is starting to pay attention to longer-term is- 
sues as well. Two especially cry out for atten- 
tion: what to do about America's low sav- 
ings, and how to boost productivity. On 
both, Mr Brady is boxed in by the budget 
deficit, which is itself a source of dis-saving. 
The deficit also makes it hard to contem- 
plate any measures to stimulate personal 
savings that might lose federal revenue. By 
propping up interest rates, the deficit keeps 
up the cost of capital to industry, thus dis- 
couraging desirable productivity-improving 
investments. 

The Treasury may yet produce some 
new ideas. Mr Brady is keen to stick to the 
anti-tax-break philosophy of the 1986 re- 
form, but sees no reason why that should 
rule out tax changes to remove any bias 
against savings. His officials are looking at 
restoring tax incentives for individual retire- 
ment accounts, though these are more likely 
to affect people's choice of instrument than 
the level of saving itself. More promising 
ideas—such as getting rid of the tax deduct- 
ibility of interest on home-equity loans and 
cutting social-security entitlements to en- 
courage private saving for old age—seem to 
be ruled out on political grounds. 

Reviving American productivity will be 
harder still. Mr Brady's Wall Street experi- 
ence has convinced him that American busi- 
ness focuses too much on the short term. 
His new deputy, Mr John Robson, has a use- 
ful business background. Between them 
they are searching for a way to encourage 
equity finance rather than the debt that 
companies have been busily running up. 
And they will have to fight off those (some 
of them in the Commerce Department) who 
might use the watchwords of competitive- 
ness and productivity to disguise an inter- 
ventionist industrial policy. 

The general view in Washington is that 
Mr Brady is a weak treasury secretary. He 
will need imagination—and a fair amount of 
luck with the course of the economy—to 
live that reputation down. 
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START 


Keeping count 


WASHINGTON, DC 


T HAS the Bush stamp now, says à 
proprietorial White House of the presi- 
dent's inherited plan for cutting America's 
and Russia's vast arsenals of long-range nu- 
clear weapons by 35-5096. The stamp does 
not show Mr Bush at his most intellectually 
stimulating. The American approach, as the 
strategic arms reduction talks (START) were 
resumed in Geneva this week after a seven- 
month gap, was indecisive, somewhat tan- 
gential to the main issues. 
Impelled by the summit-driven enthusi- 
asm of Messrs Reagan and Gorbachev, the 
treaty was swept within reach of completion: 


di cin n he 
Let’s see: one, two, three, four... 


the outline, the overall numbers and most of 
the calculations were agreed. But as Mr 
Richard Burt, the newly confirmed Ameri- 
can START negotiator, and Mr Yuri 
Nazarkin, his new Soviet counterpart, settle 
down to six summer weeks of getting to 
know one another, they have a negligible 
chance of resolving the stiff differences that 
still remain. These include decisions on mo- 
bile land-based missiles (Russia has them, 
America is planning to), on sea-based cruise 
missiles (how to monitor them without an 
intolerable intrusiveness), and on space- 
based defence systems (whether to abide by 
the anti-ballistic missile treaty). 

With the change of administration, 
America's enthusiasm began to fade. The 
doubters, who do not believe the agreement 
as it stands to be in America's best interest, 
expressed their views more insistently. 
Would the treaty leave the country more 
vulnerable to a nuclear first strike? The 
White House was uncomfortable with the 





knowledge that going ahead with the treaty 
would almost certainly oblige it to make an 
unambiguous political decision on star wars. 
It was not ready for this. 

All this added to the attraction of the 
thesis, advanced by Mr Henry Kissinger 
among others, that a balance of conven- 
tional forces should be the precondition for 
any large strategic nuclear cuts. Conven- 
tional-force reduction, once considered the 
unglamorous poor relation of nuclear disar- 
mament, would save both America and Rus- 
sia huge quantities of money. Mr Mikhail 
Gorbachev proposed the idea; Mr Bush em- 
braced it. Plans for conventional disarma- 
ment were promoted to the top of the arms- 
control agenda. 

The START talks were delayed while the 
Bush team pondered its acclaimed “strategic 
review". But the public conclusions that 





emerged from this review fell short of a co- 
herent pattern. Mr Bush's men had not, it 
seemed, been able to co-ordinate their plans 
for strategic modernisation with their plans 
for strategic-arms control. This turned out 
to be awkward. The administration finds it- 
self beginning its negotiations with the Rus- 
sians on the reduction of strategic systems at 
the same time as it is engaged in a tussle with 
Congress on the modernisation of these 
systems. 

At Geneva, America’s official, but not 
serious, position is to stand by the Reagan 
administration’s proposal that all mobile 
land-based missiles should be banned (the 
Soviet Union has deployed two types of mis- 
sile on its roads and railways). In Washing- 
ton the administration is trying to persuade 
a dubious Congress to agree to its plan to get 
the MX multi-warhead missile out of silos 
and onto railway trucks, and also— partly as 
a sop for congressional Democrats and 
partly to postpone decision-making—to be- 
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gin developing the much-more-expensive 
mobile single-warhead Midgetman. Faced 
with this contradiction, Mr Bush sum- 
moned congressional leaders to the White 
House to inform them of the obvious: the 
proposed ban would be retracted if and 
when Congress provided the finance for the 
mobile-missile systems. 

Geneva, meanwhile, was offered a diver- 
sion. The rationale behind the ban on mo- 
bile missiles was the argument, advanced by 
the Defence Department, that a mere nu- 
merical limit (as opposed to a ban) would be 
impossible to monitor. So why not, said Mr 
Bush's men, test the verification procedures 
first, and then reach an agreement after- 
wards? The more normal arrangement is the 
other way around. The Americans urged a 
practice run. Various methods were sug- 
gested, some of which are already in use to 
verify the observance of the medium-range 
missile treaty: inspectors should plant them- 

ives outside a mobile-missile factory; there 

ould be trial on-site inspections of stored 
missiles; the missiles themselves might even 
be tagged with an electronic anti-cheating 
device. 

As first presented, these verification 
ideas seemed to be America’s new prerequ- 
isite for an agreement. This impression was 
soon corrected. Mr Jim Baker, the secretary 
of state, made it clear to the Senate Foreign 
Relations Committee that the advance-veri- 
fication plan was not in any way a precon- 
dition: it was just an idea for the Russians to 
reject or to take up. A rather gimmicky one, 


perhaps. 





Nuclear waste 


Whose rubbish? 


WHEN he was appointed sec- 
retary of energy last year, Ad- 
miral James Watkins knew 
that he faced a serious prob- 
lem in South Carolina: re- 
storing production of tritium 
at two Savannah River nu- 
clear plants there. These 
plants, the only source of a gas that is con- 
sidered indispensable to the manufacture of 
nuclear weapons, were shut on grounds of 
safety. Nearly a year later all four of the 
South Carolina reactors remain closed and 
the Department of Energy now says that 
none can be restarted before next year at the 
earliest. 

A bigger storm is also gathering 
strength. It involves the chemical and radio- 
active pollution caused by existing nuclear- 
weapons plants over the past 45 years. The 
general charge is that production has been 
given priority over health and safety. On 
June 16th the deputy energy secretary prom- 
ised that in future these priorities will be 


THE ECONOMIST JUNE 24 1989 


Baa 








Too hot to handle 


reversed. 

The most sensational accusations are 
made against a plant at Rocky Flats, 16 miles 
outside Denver, Colorado. It processes plu- 
tonium for nuclear warheads and is run, ex- 
pensively, by the Rockwell International 
Corporation. On June 7th the Department 
of Justice announced a criminal investiga- 
tion into Rockwell's disposal practices and 
concealment of dangerous wastes. The same 
day 70 FB1 agents descended on the plant, 
along with federal environmental experts. 
Last year the General Accounting Office, an 
investigative-research arm of Congress, 
found 108 spots on the plant’s grounds 
where radioactive wastes were buried. It also 
found that solvents had seeped into the 
ground water. 

Colorado has been complaining for a 
long time about suspected contamination of 
its air and water and its inability to oversee 
the federal installation. Colorado is not 
alone. There are 17 sizeable nuclear-weap- 
ons plants scattered over 12 states. All 12 
governors have been expressing their anger 
and frustration about the failure of the fed- 
eral government to deal with the pollution 
the plants are responsible for. 

On May 5th the governors wrote to the 
energy secretary that public confidence in 
his department's ability to deal with the 
problem “has been seriously eroded”. They 
complain that the federal government has 
failed to set and observe deadlines for clean- 
ing the sites, and failed to provide enough 
money to do the job. For example, although 
the GAO puts the cost of cleaning up the sites 
at $130 billion, only $975m was appropri- 
ated this year. The one issue that divides the 
governors and thus may delay the work is 
how the money will be shared among them. 
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A graphic example of the cost of clean- 
ing the water and land that have been poi- 
soned comes from Oak Ridge in Tennessee, 
where America’s first nuclear-weapons 
plant was built 46 years ago. The clean-up 
there, which was the first to be attempted, 
began in 1983. It has already cost $838m 
and the end is not in sight, particularly in 
preventing the seepage of radioactive and 
chemical wastes into streams and under- 
ground water. Most worrying are the hun- 
dreds of thousands of pounds of mercury 
that may have been dumped into a stream 
that runs through the town of Oak Ridge. 
This year the town's environmental and 
safety budget has reached $329m. 

The polluters may, with some justice, ar- 
gue that they have nowhere for their danger- 
ous waste to go. The first permanent home 
for it was supposed to open last autumn, 
2,000 feet underground in the salt flats of 
New Mexico. The Energy Department has 
so far failed to persuade its own inspectors 
that the depository, which has already cost 
$700m, is itself safe. 





Elections 


Getting them out 


URNOUT at American elections is a 

bit like British inflation: the method of 
calculating it makes it look worse than it is 
when compared with other countries. Brit- 
ish inflation figures are distorted by the in- 
clusion of mortgage-interest rates; American 
turnout calculations include all kinds of 
people who could not vote even if they 
wanted to. 

Official statistics compare the actual 
number of people who vote in an election 
with the voting-age population. The latter 
includes people who have not registered, 
and smaller ineligible groups such as for- 
eigners and people in prison. That makes 
the turnout proportions look smaller than 
they would if actual voters were expressed as 


(2 © % of voting-age population 
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a percentage of registered voters (ie, those 
actually eligible to vote), as is done almost 
everywhere else. 

Given this statistical quirk, America’s 
turnout of 50% in last year's presidential 
election was much less anaemic than most 
critics of American democracy pretend. The 
percentage of registered voters who voted 
last vear was probably around 7596. That is 
smaller than the average in most democra- 
cies (see chart), but compares quite well with 
participation in Britain, France and lreland. 
The real problem in America is that only 
about 6596 of eligible voters have taken the 
trouble to register. 

Each state has different voter-registra- 
tion rules. The most liberal—those permit- 
ting registration by mail or on election 
day—tend to have the highest turnout. But 
many of the laws are archaic, and most place 
the burden of registering squarely on the 
voter. In Britain, by comparison, citizens get 
a form (with a stamped addressed envelope) 
from the local authorities once a year. That 
is why at least 9096 of Britain's eligible vot- 
ers are registered. Register everyone in 
America, say the experts, and turnout 
would rise by perhaps ten percentage points. 

Congress, which finds it hard to handle 
election-law matters dispassionately, has 





Louisiana's economy 


Life after oll 


BATON ROUGE 


S OIL a blessing or a curse? To look at 

Louisiana's economy, you might wonder. 
Ever since Governor Huey Long battled 
with Standard Oil in the 1920s, the state has 
milked as much as it could from oil and gas 
companies. The money went into fine roads 
and bridges, America's most generous free 
hospitals, a burgeoning state bureau- 
cracy—and a system of kickbacks and cor- 
rupt politics that would do a third-world dic- 
tatorship proud. 

Today Louisiana is one of America's 
poorest states. Its unemployment and illiter- 
acy rates are the highest in the country, and 
its pollution among the worst. The trouble 
is that people adapted all too easily to the 
cushion of oil. Who needed to do well at 
high school or college when high-paying oil 
or construction jobs were easy to get? And 
why should individuals pay for state spend- 
ing when the oil companies could? The re- 
sult was a place with little appeal for busi- 
nesses that (unlike oil or petrochemicals) 
could go elsewhere. 

This left Louisiana's economy more 
closely tied to the fortunes of the oil busi- 
ness than any other state's. That was fine 
while oil was dear, as the populist governor, 
Mr Edwin Edwards, found in the 1970s and 
early 1980s. In 1982 4196 of the state gov- 
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come up with a surprisingly simple proposal 
that could bring the country as close as pos- 
sible to universal registration. Dubbed "mo- 
tor voter" legislation, the idea is to put a 
question on all forms for applying for or re- 
newing a driving licence, asking whether the 
applicant would like to register to vote. lt 
requires a decision. If the answer is “no”, 
the applicant must say so. 

Supporters of the proposal estimate 
that between 8096 and 8796 of the adult 
population holds either a driver's licence or 
an official identification card issued by a 
state motor-vehicle authority. Even if some 
stubbornly chose not to register, a large ma- 
jority of Americans would at least have been 
asked and many would take up the offer. 
When the District of Columbia began a sim- 
ilar scheme, four times as many people as 
usual registered in the first month. 

Unfortunately, Congress's plans are be- 
ing held up by the political squabbles that 
always accompany election-law amend- 
ments. The argument this time is in part 
over how and when voters' lists should be 
purged of out-of-date names. Safeguards 
against fraud are necessary, of course, but it 
would be sad if a dispute over how to get rid 
of names should derail a sensible plan for 
collecting more of them. 


——————————— P E 


ernment's revenue came directly from oil 
and gas. Louisiana brushed off the reces- 
sions that twice hit the rest of America. But 
when the oil bubble burst, the state's econ- 
omy and budget collapsed too. When a for- 
mer Shreveport congressman, Mr Buddy 
Roemer, won the governorship in late 1987, 





Roemer faces the fiscal s:wamp 


unemployment was 1296, the state's accu- 
mulated budget deficit had reached nearly 
$2 billion and oil and gas revenues had 
fallen to 1496 of state income. 

Mr Roemer eagerly espoused fiscal re- 
form, both to reduce the burden of state 
spending and to shift its financing from 
business to individuals. He salvaged Louisi- 
ana's creditworthiness by refinancing half 
the accumulated deficit through a new ten- 
vear bond. But his wider plans to restore the 
state's fiscal balance have fallen foul of a re- 
calcitrant legislature and a state constitution 
designed to prevent any increases in taxes 
on individuals. 

The legislature threw out reform of the 
state's archaic property taxes, which fall al- 
most exclusively on business. Then in April 
Mr Roemer put a package of other tax 
changes, including a progressive income tax, 
to the voters—and lost by 55% to 45%. 
That left a $700m hole in the budget for the 
fiscal year starting on July Ist—hard to fi" 
since the constitution quaintly forbids t: 
increases in odd-numbered years. 

The governor and the legislature are in 
the closing stages of negotiating an agree- 
ment that balances next year’s budget by 
cutting some spending and renewing a two- 
cent sales tax on food, power and medicines. 
An unexpected $100m surplus in the cur- 
rent fiscal year is helping. But tax reform is 
still on the agenda. 

For Mr Roemer, a 45-year-old Harvard 
graduate, is an energetic optimist. He plans 
a special session of the legislature as soon as 
the budget is passed to make the two-cent 
tax permanent and to raise taxes on car li- 
cences (still constitutionally stuck at $3). In 
October he wants a fresh popular vote to ap- 
prove a balanced-budget amendment, 
higher petrol taxes and fiscal restructuring. 
Nor has he finished cutting spending: state 
employment has fallen from 53,000 to 
47,000 but Mr Roemer wants it down to 
42,000. He talks of privatising some of thi 
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chari y hospitals. F 
arcane bits of Louisiana’ $ Diosc 
-code that made some businessmen 
ofi investing. He has increased teachers' 
nd reduced class sizes. Now he plans to 
e up higher education by putting state 
versities under a single board. 

Louisiana ought to have a bright future. 
cheap to live in and do business in; its 
and gas have spawned a strong chemical 
ustry that should attract foreign invest- 
rent; it has six deep-water ports and a good 
oad network. But none of that will bring 
:onomic revival unless Mr Roemer's fiscal 
nd educational reforms succeed. The risk is 
yat Mr Roemer may lose his reform propos- 
ls again in October—and fall victim in the 
991 election to a more populist candidate 
aybe Mr Edwards again) who appeals to 
electorate's desire for a free lunch. Mr 
mer has guarded against that by reform- 
campaign finance and trying to root out 
iption. But Louisiana's future chances 
sperity will still depend on its voters. 



























































e tide recedes 


NE feature of American health care 
hat most countries are spared is the 
ical-malpractice suit. Because they fear 
taken to court and forced to pay ruin- 
sums to their patients, doctors and hos- 
s have to pay insurance premiums 





Say cheese 


N THE dod of litigation, there are law- 
. yers who can find work in an advertise- 
nt for cheese. A botched promotional 
mpetition staged by Kraft, an interna- 
nal food-producing company based in 
nois, has set the wheels of justice 
moving. 
=- Kraft's competition, run in Chicago 
] and Houston, invited customers to buy 
|| packages of cheese slices and to match the 
| enclosed puzzle piece with another piece 
|| in a newspaper advertisement. The odds 
|] of winning the grand prize, a Dodge van, 
- were designed to be 15.2m to 1. The firm 
‘also planned to give away 100 bicycles, 
100 skateboards and 8,000 packages of its 
liced cheese. 
.. The day after the advertisements ap- 
peared in. newspapers, Kraft discovered 
‘that a printing error had greatly enhanced 
the customers’ chances of winning. At 
least 100 people had matching pieces that 
would have entitled them to the van; one 
woman. claimed the | van n and four skate- 
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amounting, in 1987, to at least $8 billion. In 
Florida, obstetricians paid $187,000 a year 
each—or simply left the state. 

Inevitably this pushes up the cost of 
medical care. Not only do doctors have to 
pay for the insurance; they also have an in- 
centive to order expensive tests and proce- 
dures that might protect them if they end up 
seeing their patients in court. Most irritating 
to doctors and patients alike, about 60% of 
gains from malpractice suits go not to in- 
jured patients, but to lawyers, insurance 
companies and the courts. 

Now the tide appears to be turning. As 
the chart shows, the number of malpractice 
verdicts has fallen from its peak of 356 in 
1984 to less than a third of that in 1988. The 
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boards as well. 

The company cancelled the contest 
and offered winners money as compensa- 
tion. Van winners could claim $250, bike 
winners $50, skateboard winners $25 and 
cheese winners $5. Kraft also said it would 
give the winners a chance to get the origi- 
nal prize, too, by holding a lottery in July. 
The plan would cost Kraft at least $3m, 
compared with its original budget of 
$250,000. 

It might cost a lot more. Though Kraft 
acted swiftly, there are dissatisfied “win- 
ners”. Their lawyers are mobilising. The 
day after the competition was cancelled, 
two separate law suits were filed charging 
Kraft with breaking its contract with the 
competitors and demanding that the com- 
pany award the promised prize to every 
winner. At the least the lawsuits may 
prompt Kraft to boost its proposed 
compensation. 

Kraft's travails are another item for the 
it’s-different-in-America list. When Brit- 









‘number of huge jury aw: : 
more than $1 m— fell A e y. Most. 
malpractice cases are settled without a. final 
jury verdict, but juries still set the pattern. 

True, what goés down can go up again, 
and the average claim is getting larger. Dut 
some. insurance companies are starting to 
cut their prices for medical-malpractice in- 
surance. In April this year insurers am- 

nounced rate cuts (or at least no annual 
rises) in three states. Cuts are expected in at 
least 30 others. Increases are likely in only 
three. 

Why. the apparent turnaround? Doc- 
tors, especially those attached to hospitals, 
are taking extra steps to avoid giving pa- 
tients any excuse for going to court. Some- 
times this involves no more than a show of 
concern. Usually, patients benefit—except 
when they have to pay for needless tests. 
And when the national medical malpractice 
databank that Congress has authorised 
comes into existence later this year, it wil" 
become easy to identify doctors with ; E 
record of malpractice; at present they cari. 
move to another state, leaving their offence $ 
behind. 

The biggest changes, TE are in 
state malpractice laws. California led the 
way in 1975 by limiting awards for pain and 
suffering to $250,000 and putting a cap on 
lawyers’ fees in malpractice cases, Partly be- 
cause of this law, malpractice insurance pre- 
miums for obstetricians are half as much in 
California as in New York. Other states are 
following suit. 
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ain's Daily Mirror was forced to cancel a 
competition last year because an error in 
its “Rainbow” contest threatened to re- 
ward thousands of readers with £500 
($780 today), the tabloid offered its disap- 
p winners s £l nos Je each. 





The bank that puts the 





Arab world at your fingertips 


When you're doing business with the Arab 
world, it’s only sensible to use a bank that speaks the 


language, knows the markets and understands the 


business environment. 

And when it comes to experience 
and contacts in the region, nobody has 
more to offer you than Gulf International 
Bank. 

Founded specifically to develop trade, 


industry and investment in the Arab coun- 


GIB 
abs all chill Big 


tries GIB offers the highest professional standards 
in merchant and wholesale commercial banking ser- 


vices, including trade finance, foreign exchange and 


investment advice. 

And with its offices in London, New York, 
Singapore, Tokyo and Frankfurt - and bank- 
ing connections worldwide - it is ideally 
placed to serve you wherever you are. 

For full information, contact your nearest 


office. 


GIB OFFICES: HEAD OFFICE: PO. BOX 1017, MANAMA, BAHRAIN TEI 0973) 534000 TELEX: 8802 DOWALI BN 


LONDON: 2-6, CANNON STREET, LONDON TEL (044) 1 248 6411 TELEX 8817889 G 
SINGAPORE: SHELL TOWER, 50 RAFFLES PLACE, SINGAPORE TEL (065) 224 8771 TELEX 


FRANKFURT. TRITON HAUS, 42 BOCKENHEIMER LANDSTRASSE, FRANKFURT/MAI 


28227 GIBSIN RS TOKYO: 1-1, MINAMI 





IBANK G NEW YORK: 499, PARK AVENUE. NEW YORK TEL 01) 212 303 3060 TELEX: 424027 GIBANK NY 
AOYAMA 1-CHOME, MINATO-KU, TOKYO TEL (081) 3 423 4096 TELEX: 2425596 GIBTYO 
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AFTER DINNER, YOU'LL 
ENJOY AN ASSORTMENT 
OF IRRESISTIBLE 
COFFEE CREAMS. 


First we take our own coffee, 
grown in the foothills of Java. 

Freshly brewed, and piping hot. 
Then we add spices and liqueurs from 
all over the world. And top them off 
with some lightly whipped cream. 

The result is a choice of 5 exotic 
coffees to tempt you, and round off a 
perfect meal in the air. 

In Executive Class, we serve café 
Neapolitan and Jamaican coffee. 

And to make the choice more 
difficult in First Class, we also offer 
Irish coffee, Salzburger coffee and café 
Gingembre. 

Naturally, if all these coffees are 
not your cup of tea, you can always 
have your coffee black. 

With a little milk or cream. Or if 
you prefer, totally caffeine-free. No 
matter the choice, it will be served in 


the enchanting Indonesian way. 


Garuda Indonesia’ Ge 


Proud to welcome you aboard. 





INTERNATIONAL 


A cuddlier class of bear 


Rafsanjani and lesser Satans in Moscow 


OT long ago the damage that two de- 
cades of Leonid Brezhnev had inflicted 

on Soviet interests in the Middle East was 
enough to make the average Russian diplo- 
mat seek solace in vodka. No longer. On 
June 20th Mr Ali Akbar Rafsanjani, argu- 
ably the most powerful man in Iran since the 
death of Ayatollah Khomeini, pitched up in 
Moscow. Mr Rafsanjani, no Russophile, is 
said to be interested mainly in showing the 
mullahs back home that he is not slavishly 
pro-western, and in acquiring lots of MIG-29 
fighters for Iran’s decrepit air force. Yet his 
visit is a sign of changing times. Suddenly it 
is Russia’s turn to smile in the Middle East. 
The smile is long overdue. After the 
1967 Arab-Israeli war Russia took the side of 
the Arabs, rearming Egypt and Syria and 
breaking off relations with Israel. The ges- 
ture did it little good. Anwar Sadat's 1979 
peace with Israel enticed Egypt deep into the 
American camp, where it stubbornly stays. 
Iran and Saudi Arabia, both militantly Is- 
lamic in different ways, shunned the godless 
communists who invaded Afghanistan in 
the same year. For most of the 1980s Rus- 
sia's only half-reliable friends in the Middle 
East were the unpredictable President Hafez 
Assad of Syria, the unlovely Colonel 
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Moammar Qaddafi of Libya and the un- 
important Marxist rulers of South Yemen. 

So what is changing? For one thing, 
presentation. In February, two days after the 
last Russian soldier left Afghanistan, Mr Ed- 
ward Shevardnadze, the Soviet foreign min- 
ister, set off on a five-country courtesy tour 
of the Middle East. He paid the first visit 
ever by a Soviet foreign minister to pro-west- 
ern Jordan; and the first since 1972 to Egypt. 
Wherever he went he oozed reasonableness: 
in [ran he went so far as to promise to medi- 
ate between Britain and Iran in the matter of 
Mr Salman Rushdie’s “Satanic Verses". 
The Soviet foreign ministry has even cre- 
ated a new job: Mr Gennady Tarasov, an 
Arabic-speaking career diplomat, has been 
made Russia's first special roving envoy for 
the Middle East. 

The roving ambassador has several new 
embassies to rove to. Pre-Gorbachev, Ku- 
wait was the only conservative oil sheikh- 
dom to maintain diplomatic relations with 
Russia. Now fiercely anticcommunist Oman, 
Qatar and the United Arab Emirates do so 
too. An exchange of ambassadors with Bah- 
rein and Saudi Arabia may be imminent, 
and Soviet relations with Jordan, Egypt, Tu- 
nisia and Morocco are improving fast. 


= = - a = UOQ 
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Behind this bustle lies a deeper change. 
The Russians have come to realise that 
breaking off relations with Israel was a mis- 
take, because it left the United States free to 
monopolise peace efforts in the area. To 
make amends, the Soviet Union has ex- 
changed consular delegations with Israel 
and let many more Jews emigrate from Rus- 
sia. In February Mr Shevardnadze met his 
Israeli counterpart in Cairo. Some moder- 
ates inside the Palestine Liberation Orga- 
nisation say they want Russia to restore full 
relations with Israel. 

The Soviet return to the Middle East 
has been helped by the change of adminis- 
tration in America. Mr Ronald Reagan saw 
Israel as a strategic bulwark against the Evil 
Empire. Mr George Bush seems more in- 
clined to treat Israel and its problems as just 
another regional tangle, which Russia 
should help to tidy up. Mr Gorbachev, 
American diplomats openly acknowledge, 
did a lot to talk Mr Yasser Arafat into rec- 
ognising Israel and renouncing terrorism. 

The Americans think the Russians can 
help again, by pushing Syria's President As- 
sad to the peace table. On June 15th the 


Middle East experts at the American State | 


Department, who once saw their job as 
blocking Soviet influence in the region, met 
their opposite numbers from Moscow, os- 
tensibly in search of ways to work together 
for peace between Israel and the Arabs. 

Superpower consensus in the Middle 
East? Not quite yet. The Russians are cer- 
tainly reshaping relations with their tradi- 
tional allies. Colonel Qaddafi has been told 
to expect no support for terrorism, and Pres- 
ident Assad has been told to abandon hopes 
of defeating Israel in war. But sceptical 
Americans argue that Soviet arms sales tell a 
different story. The Russians recently sent 
Libya the Sukhoi 24, an ultra-modern 
bomber. President Assad has been denied 
the SS-24 ballistic missile, which he says he 
needs for "strategic parity” with Israel. But 
his army is awash with Soviet advisers, and 
he has been allowed to buy the Sukhoi 22 
and MIG-29 aircraft, together with a forest of 
anti-aircraft missiles. 

With useful interests in Syria, not least 
the use of the naval bases at Latakia and 
Tartus, Mr Gorbachev will think hard be- 


fore needlessly antagonising President As- 


sad. In particular, the Syrian president. 


wants Russia to stick to its demand for an 
international peace conference at which the 
five permanent members of the United Na- 
tions Security Council (America, Russia, 


China, Britain and France) will “help” Is- — 


rael and the Arabs settle their differences. 
The Americans, in contrast, want Russia to 
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drop or defer that idea in favour of the Is- 
raeli-inspired idea of holding elections in the 
occupied West Bank and Gaza. 

Privately, American diplomats say they 
are looking for a test of Soviet intentions in 
the Middle East. Soviet backing—however 
provisional—for Israel's election plan would 
fit the bill nicely. But if Mr Rafsanjani leaves 
Moscow with the promise of a spanking new 


air force in his pocket, that will send a differ- 
ent message. He probably won’t. The Rus- 
sians may be happy to sell Iran some tanks 
and guns, but took care during the eight- 
year Gulf war to stay on speaking terms with 
both sides. An impulsive action that upsets 
both Iraq and the delicate balance of power 
in the Gulf may have been the Brezhnev 
way. It should not be Mr Gorbachev's. 





Kurds 


The state that never was 


Iraq's. uprooting of its Kurdish minority is the blackest chapter in a long 


story of persecution 


SEPARATE state for the Kurds is one 

of history's great might-have-beens. 
For a moment in 1920, when Turkey's em- 
pire in the Middle East was collapsing, it 
nearly came about. In the Treaty of Sévres of 
that year the western powers tried, among 
other things, to provide separate countries 
for both the Armenians and the Kurds (see 
map). But Sévres was rejected by the Turk- 
ish nationalist hero Ataturk. When he went 
back to war, and did well, it was superseded 
by the 1923 Treaty of Lausanne, which of- 
fered Turkey better terms. The plan for a 
Kurdish state vanished. 

The Kurds themselves did not. Between 
17m and 21m of them continue to live 
where Kurdish people have lived for centu- 
ries: in the regions of the Taurus and Zagros 
mountains known loosely as “Kurdistan”. 
Most are citizens of Iran (up to 5m), Iraq (up 
to 4m) or Turkey (up to 10m). Unlike the 
manufactured nations of the Middle East, 
Kurds have a language and culture of their 
own. Independence, though, is now the wild 
dream of a small minority. Most would now- 


E 


Missing the waters of Babylon 
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adays settle for a modest degree of auton- 
omy and a chance to lead decent lives as the 
distinctive people they are. 

Some hope. After a short delay caused 
by international protests, the Iraqi govern- 
ment of President Saddam Hussein has be- 
gun to uproot some 300,000 Iraqi Kurds 
from their homes in Kurdistan. Kurdish ex- 
iles say that 10,000 Kurds from Twasora, 
12,000 from Sangasar and 5,000 from 
Degala have already been deported and 
their homes destroyed. The citizens of 
Ranya have been given notice to leave. 
Troops and tanks entered Qala Diza on June 
Ist. Its 100,000 inhabitants were told to pre- 
pare one suitcase only before being de- 
ported. Many are said to have barricaded 
themselves inside their homes. By mid-June 
the town was empty. 

Iraq says it wants to provide its Kurds 
with electricity, water and access to schools 
and clinics. In fact it is extending a cam- 
paign of persecution that started ten years 
ago with the expulsion of Kurds from a "se 
curity zone” along the Iranian frontier. In 
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the past two years this policy has been ex- 
tended through much of Kurdistan. Some 
4 000 villages are estimated to have been de- 
stroyed, up to Im Kurds have been moved 
within Kurdistan and another 500,000 have 
been sent to camps in remote desert regions. 
In the oil-rich parts of Kurdistan, Kurds are 
forbidden to build new houses or sell their 
homes to other Kurds. Only Arabs can buy. 

Kurds have never been easy to govern. 
For centuries their warlike mountain tribes 
fought off the encroachment of Persian 
shahs and Turkish sultans. The Kurds in 
Iran established an independent republic in 
Mahabad in 1946, but it lasted less than a 
year. Iraq’s Kurds rebelled in 1931-32 and 
again in 1944-45 against the centralising au- 
thority of Baghdad. They supported the 
overthrow of King Feisal in 1958 but, when 
they got nothing in return, began a long 
guerrilla war under their legendary chief- 
tain, Mullah Mustapha Barzani. 1 

In 1974 Iraq responded to the guerrillas 
by offering autonomy. Although it may have 
been the best offer any Kurds had ever re- 
ceived, it was not good enough. Many Kurd- 
ish areas were left out of the proposed 
autonomous zone, and its governor and rul- 
ing council were to be appointees of the gov- 
ernment in Baghdad. Kurdish was named 
the official language, but schools were re- 
quired to teach in Arabic. The rebellion 
flared up again, this time with the help of 
the Shah of Iran. It ended, with a Kurdish 
defeat, in 1975, when the Shah withdrew his 
support in return for a share of sovereignty 
over the Shatt al-Arab waterway, 

The fall of the Shah in 1979, and Iraq’s 
invasion of Iran a year later, were greeted by 
the Kurds on both sides of the border as a 
golden opportunity. Iran's Kurds took an 
active part in the revolution, established 
control of their part of Kurdistan and asked 
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Procordia is one of 
Sweden's largest indus- 
trial groups. The tur- 
nover in 1988 amounted 
to 18.2 billion Swedish 
kronor, of which some 
35% was generated 
abroad. The profit after 
financial items amoun- 
ted to 1,99] million 
Swedish kronor. The 
Group employs some 
27,000 people. 

. Procordia's activities are 
concentrated in the Consumer Goods, Services, Health 
Care and Engineering fields. The choice of these business 
areas creates a balance between high risk and less capital- 
intensive activities. 

The Services sector includes security, cleaning and catering 
services, restaurants, hotels and educational products. 

The Consumer Goods sector markets a wide range of food 
products, ranging from natural medicines to dry foods, 
desserts and snacks. The Swedish Tobacco Group com- 
petes successfully against large multinational tobacco com- 
panies. It is also the world's largest producer of smokeless 
tobacco products. 

Pripps and Falken are the names of Sweden's two largest 
brewing companies in beer and soft drinks. 





To find out more about the performance, direction 
and prospects of some of Sweden's most successful 
corporations send for a free copy of the 1988 annual 
report of the corporations listed below. 

Please circle for your free copies: 


ASSI CARDO EUROC FFV MoDo 
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NOBEL INDUSTRIES SWEDEN Company 
PERSTORP PROCORDIA SANDVIK Address 
SKANSKA STORA Country 


Swedish Annual Report Promotion, 
Box 10020, S-100 55 Stockholm, Sweden. 








The pharmaceutical company Kabl supplies world markets. 
with advanced products in Nutrition, Growth hormones - 
and Haematology, while ACO is in basic drugs, primarily | 
in the Swedish market. | 
The Engineering sector consists of some companies fore- _ 
most in material handling. " 









PROCORDIA 


x . M 331988 showed sustained - 
qo E strong earnings trend and - 
n C M good liquidity, which pro- 
vide freedom of action.” z 
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FROM A SPECIAL CORRESPONDENT IN BASRA 


OREIGN diplomats have been given 

guided tours, the last of the mess is 
being cleared up. Thanks to some prod- 
| ding from President Saddam Hussein, 
| the rebuilding of Basra, the lraqi port 
| which Iran nearly captured in the Gulf 
war, is officially over. 

At one point the president thought 
the work was going too slowly. He di- 

| vided the city into segments and gave 
responsibility for rebuilding each to one 
of Iraq's various governorates. The $5 
billion project entailed rebuilding roads 
battered by Iranian heavy guns and re- 
| placing some 3,000 war-damaged homes. 
Tent cities sprang up to house 100,000 
| or so building workers drafted in from all 
| over the country. For the first time in 
years bemused Basrans found nomadic 
bedouins from the desert working in 
their city. Building sites in other parts of 
| Iraq have been left half-finished by work- 
ers sent to Basra. 

Why so generous? Basra is populated 
mainly by Shia Muslims. Ayatollah Kho- 
meini once hoped its people would revolt 
against Iraq's Sunni rulers. That did not 
happen, but President Hussein seems de- 
termined that he will never again be ac- 
cused of starving Basra of resources. The 

| city is being turned into a showcase. 
Many of the newly paved roads were dust 

tracks before the war. There is a smart 
new corniche, and the canals that once 
earned Basra an improbable reputation 

as the "Venice of the East" are being 

| carefully prettified. 

| 





Ayatollah Khomeini for recognition. He re- 
sponded by sending his Revolutionary 
Guards on a ruthless campaign to regain 
Kurdistan for Tehran. By 1984 the rebellion 
was largely over. Iranian Kurds who took 
refuge in lraq still mount sporadic raids 
across the border, but few go along with 
their leader, Dr Abdulrahman Qassemlou, 
in believing that after the death of Ayatollah 
Khomeini Iran's new leaders will be forced 
to grant the Kurds autonomy. 

At first the Kurds of Iraq fared better 
during the Gulf war. Their two main fac- 
tions, the KDP and PUK, sank their differ- 
ences and joined forces to establish control 
over large swathes of northern lraq. But 
they staked everything on an Iranian victory 
that never came. When lran accepted a 
ceasefire in July 1988, Iraq's army was freed 
to exact revenge. It did so last year, with the 
help of poison gas. More than 100,000 Iraqi 
Kurds fled to Turkey and Iran. 

Neither place is much of a haven. Offi- 
cially the 10m or so Kurds who live in Tur- 
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The pace of work has caused prob- 
lems. Work gangs drilled repeatedly 
through subterranean pipes, leading to 
frequent water shortages. Many Basrans 
may be relieved when, on June 25th, the 
reconstruction circus moves south to the 
ruined town of Faw, which was occupied 
by Iranian soldiers for two years until 
Iraq recaptured it in April 1988. Presi- 
dent Hussein says every Iraqi must take 
part in reconstructing Faw for one day, 
or make a contribution of at least $3 to- 
wards the cost. So far 2m Iraqis are said 
to have volunteered their labour, and al- 
most 3m have paid up. Iraq's Arab allies 
have been invited to a grand ceremony 
marking Faw's rebirth. A special request 
has gone to Mr Yasser Arafat to bring 


along a symbolic bagful of soil and stones 
from Palestine. 


key are "Mountain Turks" who are forbid- 
den to wear traditional costume in the large 
towns of Kurdistan. Teaching and writing in 
Kurdish has been banned since 1924, and 
the penalties are severe: five-year jail sen- 
tences can be imposed on Kurds found in 
possession of Kurdish language material. 
"Mountain Turks" are encouraged to mi- 
grate to western Turkey. 

Many have chosen instead to stay home 
and go underground. A dozen or so illegal 
Kurdish organisations in Turkey fight for 
aims that range from the promotion of 
Kurdish culture to full independence. For 
five years gunmen from the Syrian-based 
Marxist Kurdish Workers party have been 
fighting the Turkish army in Kurdistan. 
More than 1,200 people have been killed. 
The fragile hope for a better future rests 
mainly on Turkey's need to impress Europe 
if it is ever to join the European Commu- 
nity. No wonder Barzani called his wretched 
people “the orphans of the universe". 
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Cemetery politics 


FROM OUR ISRAEL CORRESPONDENT 


T WAS Mr Yitzhak Shamir, Israel's prime 

minister, who once said that a peace 
made with the Palestine Liberation Orga- 
nisation would lead to the “peace of the 
graveyard”. On June 20th, at the funeral of 
a Jewish settler stabbed to death in the West 
Bank, the peace of the graveyard was rup- 
tured by the screams of right-wingers calling 
the prime minister a traitor for failing to 
crush the Palestinian uprising and for offer- 
ing talks with Palestinian leaders elected 
from the occupied territories. 

Mr Shamir called his treatment at the 
funeral a disgrace. As leader of the Likud 
half of Israel's disunited "national unity" 
government, he needed no reminding that 
his peace policy is in big trouble. The set- 
tlers’ "antifada" has a shrewd and ambi 
tious patron inside the prime minister's owr. 
party. The trade minister, Mr Ariel Sharon, 
a bulky former general, has made it clear 
that he will fight his boss's election plan 
tooth and claw when the 2,600 members of 
the Likud's gigantic central committee meet 
to discuss it on July 5th. 

The bitter scenes at the funeral of Ste- 
ven Rosenfeld, the 21st Jewish victim of the 
uprising in which about 520 Palestinians 
have been killed, underlined the fragility of 
Mr Shamir's peace offer. Though the PLO 
may be close to accepting a version of the 
plan, his own supporters are increasingly 


‘sceptical. Mr Shamir says he will resign if the 


party rejects the initiative. Even so, a poll 
published by Yediot Aharonot on June 21st 
found that only 5596 of the central commit- 
tee will support him. 

The strength of the prime minister's po- 
sition depends on much—perhaps too 
much—of the plan's detail being left unsaid 





No peace for Shamir 
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CAN MAKE ALL - 
YOUR SACRIFICES 
WORTHWHILE. | 


There you are - living and possibly working a long 




































way away from home. Maybe in a sunnier climate and quite 
probably with a good standard of living. 
But you still feel that distance, don't you? 

Especially when all those enthralling annual events are... 

: taking place. You know, the ones from the Grand National vi 

to Glyndebourne that make England so English and so. 

different from anywhere else. But there are compensations 
Invest offshore for more. | 


As an overseas resident you can take advantage of the 





many benefits ofinvesting your savings and earnings offshore. 
And who better to do it with than Barclays. 
International Funds? | : 
Barclays is a name you know and can trust. : 
Barclays International Funds is a group of no. 


less than 17 expertly managed funds marketed from 






"3. pi politically stable Jersey in the Channel Islands. 
o NI With a firm that offers more. 
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LEES aaceu: T : You can invest in anything: equities worldwide, 
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Monday E | Major currencies, gilts and other fixed interest stacks, 
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even minerals. 

And you enjoy total flexibility. 

You can switch from one fund to another 
without a lot of bother. 

. You can start with as little as £1,000 or USS1,500. 
There are, however, special privileges for those 
investing £50,000 or USS100,000 or more. 

“Why not send the coupon today for details, abso- 


lutely free of charge and without obligation on your part. 


























Please send me a copy of your free brochure and details of 


kd | your Special Cunard Holiday Offer. y 





1 am considering investing a sum of £ 


Name 





Address 








BARCLAYS 





SEND TO: RICHARD ROBERTS, 
BARCLAYS INTERNATIONAL FUNDS, 
DEPE E/24 6/*ss PO BOX 152, 
l RUB DES MIEEEEN SI HELIER, 
e JERSEY C ELL: (e544) GISAN, 






THESE INVESTMENTS HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933 OF THE UNITED STATES OF AMERICA AND THEY 
ARE NOT AVAILABLE EITHER DIRECTLY OR INDIRECTLY TO RESIDENTS OF OR CITIZENS OF THE USA. TS TERRITORIES OR POSSESSIONS 




























































East Jerusalen. hick israel anne x d in. 
7, be allowed to take part in the vote? 


tion? Will Israel ever withdraw from the 
upied territories, or part of them? At 


ie, to ward off Mr Sharon, Mr Shamir 


- 


g the Palestinians. ' 
arder to sell abroad. = | 
Under cover of the peace initiative, Is- 
l is. meanwhile stepping up its punitive 
easures against the uprising. On June 18th 
ree Islamic organisations, including the 
ggest of them, Hamas, were added to the 
t of proscribed Palestinian groups. There 
plans to speed up the deportation of ac- 
sts and extend the maximum term of de- 
on without trial from six months to a 
Unprovoked attacks on Arabs by Jew- 
civilians grow more frequent: on June 
h settlers attacked Arab passers-by in 
eparate incidents. A civil war between 
Israel's police commissioner said after- 
s, was no longer unthinkable. 
Jeneral Amram Mitzna, the liberal 
znik who has been in command of 
West Bank, was also present at Mr 
senfeld's funeral. He is taking study leave 
1 will be replaced by General Yitzhak 
rdechai, an lragi-born general who, as 
of southern command, has employed 
tougher measures against the Palestin- 
n the Gaza Strip. Some settlers still 
o the army to defeat the uprising, but 
p brass has few illusions. The chief of 
General Dan Shomron, told a par 
entary committee recently that there 
d be no forceful solution to the 
ada—short, he added for emphasis, of 


; deportation, starvation or genocide. 








ere, you try 


OUR ARGENTINA CORRESPONDENT 


AIGHT have been the moment for a 
ttle pride in Argentina: one cleanly 
cted leader is handing over to another, 
d for the first time ever the party in power 
ill give way to the opposition. But the pass- 
ng of President Raul Alfonsin's govern- 
ment is not strictly legal. The constitution 
ets the president's term of office at six years 
d allows him to resign. It does not say 
en, how or even if the president-elect can 
voyer before the six years are up. 

Mr Alfonsin’s party lost the election in 
» but his six years do not run out until 
ember. After swearing at first to stay on 
he bitter end, Mr Alfonsin now accepts 
dangers of ruling as lame duck. Even so, 
disagrees with the president-elect, Mr 
arlos Menem of the Peronist movement, 
out the best date for an early transfer of 
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| international observers supervise the : 


st emphasise how little he is really offer- E 
makes the plan 


1983. But thee 


dug resignation a MEN Mines is sworn in, 
and Mr Menem refuses to let that happen 


before July 8th. | 

Mr Alfonsin leaves behind an Argen- 
tina. laudably less violent. and rather more 
: one he took over in late 
omy has fallen to bits. In- 
flation is estimated at 100% a month, beside 
which Bolivia's past hyperinflation seems al- 
most ordinary. Output and jobs are falling. 
The five-austral piece, worth over $6 four 
years ago, is a silly tinny coin: you need four 
of them to buy a box of matches. Interest 
arrears on the $60 billion foreign deht 
amount to at least $4.2 billion, of which $3.5 







billion is owed to the banks. Argentina is 


said to be $150m behind on its dues to the 


International Monetary Fund. 

Mr Menem, press-ganged into power a 
full five months earlier than expected, has 
put together a cabinet that looks less than 
cohesive. The labour and welfare ministries 
have gone to the right-wing union bosses 
who are widely thought to have financed his 
campaign. Mr Miguel Roig, who has been 
put in charge of the economy, speaks the 
language of austerity, bur Mr Menem has 
lumbered. him with deputies chosen from 
the free-spending ranks of Peronist academ- 
ics, politicians and hangers-on. 

Mr Menem’s aides say the debt question 
will be left to Mr Roig. But already Mr Do- 
mingo Cavallo, the man he has chosen to be 
foreign minister, has been boasting that Ar- 
gentina will continue to withhold interest 
payments until the troubled economy is put 








As usual, the armed forces’ demand for 
“vindication” of past violations of human 
rights hangs over everything. The Peronists 
wanted to hustle the defeated Mr Alfonsin 
into conceding an amnesty for guilty officers 
before stepping down. To share out the 
shame, Mr Alfonsin tried to draw his succes- 
sor into joint backing for an amnesty. At 
first Mr Menem refused. Now he says maybe 
yes, maybe no, but definitely not now, to the 
idea of an eventual pardon. With all their 
troubles, Argentines need both a president 
and a president-elect with a little more flair 
for taking decisions... 
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FROM OUR SPECIAL CORRESPONDENT IN WINDHOEK 





TTISa dream come true,” said Mr Hage 

Geingob as he ended a quarter of a 
century's exile from Namibia. Mr Geingob 
arrived home on June 18th with two other 
senior members of swaro; the movement 
which began fighting South Africa’s occupa- 
tion of Namibia in 1966. He will direct its 
campaign for Namibia’s first free election, 
which is due in November. SWAPO will prob- 
ably win. 

And then? Al though most Namibians 
expect life to get easier with independence, 
it is hard to see exactly how it can. Namib- 
ia's population grows by 3-4% a year; its 
economy, over the past decade, by an aver- 
age of only 1%. One in three Namibians is 
out of work and therefore bound to look to 
the new SWAPO government to create jobs 
and raise spending on welfare. After all, 
won't they inherit a state with a fortune in 
diamonds and uranium under the ground? 

Up to a point, Lord Copper. The dia- 


mond and uranium mines already form the , = 


economy's backbone. They produce over 
half Namibia’s exports and a third of its 

cpp. There is a limit to how much more the 

mines can be squeezed: at present over two- 

thirds of the mining companies’ profits go in 

tax. As for jobs, the number of miners has 

been falling for some time. 

The mines’ owners have been shadow- 
boxing with SWAPO since the beginning of 
this year. Namibia's one uranium mine, at 
Róssing, is owned by RTZ; it is the company's 
only asset in the country. For several years it 
has been only just profitable, and it has been 
plagued by strikes. The company has been 


. sending SWAPO thinly veiled threats that it 


will leave if the going gets any tougher. 

De Beers, which owns the diamond 
mines along Namibia's south-eastern coast, 
is in a weaker bargaining position. The 
mines produce just under 1m carats of dia- 
monds a year, out of total world production 
of around 90m carats. But Namibia’s 






















The US Dollar Bond Market has started to perform strongly as 
investor confidence has increased. In our opinion there are now 
clear signs that US long term interest rates have reached a cyclical 
peak and are set to fall further. Monetary growth remains restric- 
tive and evidence is mounting of a marked slowdown in US 
economic activity and a consequent easing of inflationary pres- 


sures. Falling long term interest rates will lead to a rise in the cap- 
ital value of bonds. 


The Guinness Flight US Dollar Bond Fund provides investors with 
a convenient means of investing in a professionally managed 
portfolio of high quality US Dollar denominated bonds. Total return 
over the past year was 8.8%*. The fund's average income over the 
last three months was 8961. Over 12 months, the Dollar has risen 
14.5%** against Sterling. 

The fund is part of the Guinness Flight Global Strategy Fund range 
of money, bond and equity funds. Guinness Flight is a leading fund 
management company with one and a half billion US Dollars under 
advice and management. 





Investors are reminded that past performance is not a guide to 
future returns and that the value of investments, and the income 
from them, may fall as well as rise. 

*Offer to bid basis in Dollars, gross income reinvested, exclusive of. initial 
charge; 1 year 1.6.88 — 31.5.89. Performance since launch 25. 1.85-31.5.89: 
44.2%. Source: Managers’ published daily prices. 

“FT daily spot rates of exchange 1.6.88-31.5.89. 

tThe fund's accrued annualised average income, 1.3.89-31.5.89, was 8%. 
This advertisement has been issued with the approval of Guinness Flight Global 
Asset Management Limited, a member of IMRO and LAUTRO and the invest- 
ment adviser to Guinness Flight Global Strategy Fund Limited - a Guernsey Al 
Authorised Fund and UK Recognised Collective Investment Scheme. 
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CURRENT INCOME 8.0%* 
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FUND MANAGERS (GUERNSEY) LIMITED 
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PO Box 250, La Plaiderie, St Peter Port, Guernsey, Channel Islands 
Telephone (0481) 710404 or Telex 4191284 GFFUND G 


Please send me a prospectus and scheme particulars for 
Guinness Flight Global Strategy Fund Limiled. 










MATS eem vin ol Ie rns anta nov 











if you would also like to be contacted by a representative of Guinness Fight: who cán assig 
you with all aspects of Guinness Flight Funds, please enter your telephone number 











INTERNATIONAL 





And, when you’ve settled down, make us rich 


beaches are the best source of high-quality 
gem diamonds in the world, and De Beers 
needs to control their production in order 
to maintain its monopoly of the world dia- 
mond trade. 

The company argues that it is in 
SWAPO's interest to stay friendly. The com- 
pany's existing mines have a life expectancy 
Of ten years. Output will start to fall in 1996, 
and De Beers will have to start laying off 
workers even earlier. At that point, says De 
Beers, mining for diamonds must shift to the 
seabed, and only De Beers knows how to ex- 
tract them from it. Over the past four years 
it has spent R200m ($92m) prospecting 20 
kilometres offshore at depths of around 120 
metres. Scooping up these gems may turn 
out to cost more than they are worth. But 
De Beers worries that the new government 
might grab all the information it has 
amassed from its underwater research and 
hand it over to a competitor. 

Diamonds are not Namibia's only un- 
derwater prospect. The cold Benguela Cur- 


— rent that washes along its 1,000 miles of 


coast creates a rich feeding ground for fish. 
The problem is how to make fish pay. For 
the past decade fleets of foreign trawlers 
have been helping themselves: last year Rus- 
sians, Spaniards and Romanians netted 
around 400,000 tonnes of hake and 600,000 
tonnes of pilchards from the 200-nautical 
mile territorial zone Namibia will claim. 

A 1596 levy on the catch of hake alone 
would raise around R450m a year—which 
neatly matches the budget subsidy Namibia 
got from South Africa until the beginning of 
this year. But it would not be easy to collect. 
Mozambique's poorly paid inspectors, 
charged with collecting a similar levy, are 
easily persuaded to look the other way. Na- 
mibia's inspectors might find it hard to ser- 
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vice their own boats: the country's only 
deep-water port is Walvis Bay, which will 
continue to belong to South Africa after in- 
dependence. Maybe the price of freedom 
really is above rubies. 





South Africa 


Scholarly Soweto 


FROM OUR SOUTH AFRICA CORRESPONDENT 


N 1976 the wretched standard of 

Soweto's schools caused riots which 
turned into nearly two years of rebellion. 
Today another education scandal is growing 
in South Africa's largest township. The 
school boycott of the mid-1980s, which dis- 
rupted the studies of most youngsters in 
Soweto, has fizzled out, to be replaced by the 
opposite problem. Overcrowding is causing 
chaos. This is bad news for parents in the 
township, but also for South Africa's white 
rulers, whose memory of 1976 is vivid. 

Black pupils everywhere in the country 
have trouble passing the matriculation ex- 
ams at the end of their school careers. In 
Soweto the standards are particularly low. 
The pass rate last year for the whole of 
South Africa, excluding the nominally inde- 
pendent statelet of Transkei, was 57%. In 
Soweto it was 38%, despite the presence 
there of some of the best qualified teachers 
in the country and some of the newest and 
best equipped schools. 

Good teachers can achieve little in an 
atmosphere of violence. In recent weeks one 
teacher and three pupils have been shot in 
or near schools. Two of the pupils died. 
Schoolgirls have been abducted from school 
premises and raped at gun- or knife-point. 





There have been clashes between rival 


bands of students, and between students 
and ordinary citizens. 

The overcrowding comes partly from 
population growth. Since the 1976 revolt 
the number of Soweto secondary-school pu- 
pils has nearly doubled, from 37,000 to 
more than 68,000; over the same period the 
number of schools for them has increased 
less sharply, from 41 to 62. Things got worse 
as a result of the 1984-86 township revolt 
(which also started in Soweto), when at least 
Rl5m ($5.4m) of school property was 
wrecked. Since then the pillage has contin- 
ued on a scale fit to please a Vandal. 

Mr Peet Struwig, the civil servant in 
charge of education in the black townships 
around Soweto, takes the fate of a new 
school, Fontanus, as illustration. It cost 
R3.5m and was opened last year. First the 
caretaker's cottage and administrative block 
were burnt down by arsonists. Then the 
metalwork and woodwork centres were bro- . 
ken into and the equipment stolen. Next 
burglars, cheekily using tools pilfered from 
the metalwork centre, swept through the do- 
mestic-science centre, stealing six stoves. 
Later the laboratories were ransacked by 
thieves who destroyed whatever they could 
not remove. In the end the library was 
raided and most of the books stolen. The 
attacks were not confined to property. The 
headmaster was stabbed. 

Mr Struwig says the violence reflects the 
general crime rate in Soweto. But schools 
are especially popular targets for young peo- 
ple who cannot get places in them. Of the 
many matriculation candidates who failed 
last year, 3,000 have been refused readmis- 
sion to ordinary schools, though they can 
register at special “finishing schools". On 
top of that, plenty of pupils leave school be- 
fore attempting the exam and are then un- 
able to find jobs. 

Three years ago Mr Ken Hartsthorne, 
who once worked for the ministry of black 
education, calculated that 90% of black chil- 
dren drop out before reaching the final year 
of school. Of those who do stay on, only half 
pass. The ministry claims that the attrition 
rate has since diminished to 75%. Many 
who leave join the gangs of street children. 
In 1976 the violence began within the 
schools; this time it comes from those ex- 
cluded from them. 

The teachers’ plight is made more seri- 
ous by the government's restrictions on the 
National Education Crisis Committee, per- 
haps the most representative of the black 
organisations seeking to redress the defr 
ciencies of the education system. Without 
the committee to represent them, the teach- 
ers are too easily cast as government stooges, 
applying unpopular regulations to keep 
"street children” out of their schools. That 
leaves the teachers in the front line, to be 
assaulted, stabbed or shot. 


—  Á————— ——— HÉÁBR——— — —Ó' 


THE ECONOMIST JUNE 24 1989 










When the vote comes in 


AOST ruling parties suffered in the 
. AVA Euro-elections on June 15th and 
18th. The broad agreement on economic 
policy among most mainstream parties of 
left and right meant that protest votes had 
to seek out extreme, anti-establishment par- 
des. Hence the gains for the far right in 
France, West Germany and Belgium; for the 
Communists in Italy, Spain and Portugal 
and for the Greens almost everywhere. 
The Greens and their regionalist allies 
have doubled their seats to 39. Mr Wilfried 
Telkümper, the president of the Greens’ 
group, stresses their distinctness from the 
traditional left, which believes in economic 
progress. Thus in the last parliament the 
Oreens allied with the far right to protect 
small farmers against industrial agriculture. 
And they teamed up with British Conserva- 
tives to lead a campaign which successfully 
squashed a proposal by the Brussels Com- 
mission to finance research into genetic en- 
gineering. Still, on many social and environ- 
mental issues the Greens will add weight to 
the centre-left core of the parliament. 
When the Greens are added to the 
Communists and Socialists, the total left-of- 
centre vote is 260, the minimum needed for 
an absolute majority in the 518-member as- 
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Luxembourg 2 
Spain 27 


Portugal 8 
j14 — WGemany 31 


< From Portugal to Poland, Europe was voting last week. Our Brussels cor- 
: gins our reports on the national and European elections with 
a look forward to the new European Parliament and to the EEC summit 


sembly. Before the election, the centre and 
right had a combined majority of about 20. 

The new assembly will still need to work 
by consensus. Its amendments count only if 
they are passed by an absolute majority. At- 
tendance and group discipline being poor, it 
will be as impossible for the left as it was for 
the right to muster the necessary 260 votes 
on its own. In the last assembly an alliance of 
Socialists and Christian Democrats. (for- 
mally called the European People’s party) 
sought to deliver the necessary votes, not al- 
ways with success. 

The alliance will continue, and should 
be more effective than in the past. Both 
groups have gained deputies: the Socialists 
thanks to Labour’s success in Britain, the 
Christian Democrats because they have 
been joined by the Spanish People’s party, 
which has abandoned the British Conserva- 
tives in the so-called European Democratic 
Group. A shrunken Conservative group 
will now find it harder to block the policies 
of this dominant alliance. These include 
support for monetary union and for extend- 
ing the powers of the parliament. Not that 
the Strasbourg parliament has the power to 
push such policies through on its own. It is 
the EEC's governments, through the Coun- 


France 13 
Holland 3 


Luxembourg 1 
Spain t 
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cil of Ministers, 

The new parliament will se 
1992 programme redder and gre 
The Socialists and Christian 
have reached an informal p; 
1992's “social dimension" ani 
tal issues. The pact also cov 
the presidency over the 
term; the Socialists are to ge 
and a half years. And the t 
agreed to work together to c 
Mrs Margaret Thatcher's vies 


And so to Madrid | 
Mrs Thatcher will be even moi 
next week's summit in Madrid 
Conservatives in Strasbourg. - 
Gonzalez, the Spanish prime ministe 
turn it is to chair the summit, has 
priorities: signing a "social chart 
achieving some movement towards 
tary union. These matters are equalh 
to Mr Jacques Delors, the presiden 
European Commission. Progress on b 
sues will depend on how much grou 
any, Mrs Thatcher is prepared to giv 
The chances of agreement on the 
charter are bleak. The commission, bai 
by 11 governments, argues that this dé 
tion of workers’ rights (which would 1 
legally binding) is needed to persuade 
groups other than bosses to supp 
1992 project. Mrs Thatcher, who fe 
the charter would pretty soon get 
by binding Euro-rules, will have none 
She may also be isolated in the 
over the Delors Report on economi 
monetary union (EMU). Britain.d 
want to be left out of talks, but refuse 
countenance Mr Delors’s insistence. 
EMU should entail a new treaty and 
ing up for the first phase of the 
programme means accepting the. 
of full union. France, Spain, West Ge 
Belgium and Italy are fully behi 
Delors. The remaining member-go 
ments are in less of a hurry but ac 
goal. The summit may cobble togeth 
agreement that postpones a final rup 
tween Britain and the rest. Mr Delor 
wait another year for Britain—bef 
leads the faithful into a monetary 
their own. | 
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| Greece 


FROM OUR ATHENS CORRESPONDENT 


EAMWORK is hardly a feature of the 

Greek national character. The last time 
it was displayed was two years ago when 
Greece beat the Soviet Union 103-101 in 
the European Basketball Championship 
finals. Now it is needed again. The election 
on June 18th left Greece without a party big 
enough to form a government. Co-opera- 
tion is the only way forward. More likely an- 
-other election will have to be held within 


< ^. two or three months. 
—- In giving Mr Andreas Papandreou's 


party only 3996 of the votes and 125 seats 
out of 300, the voters deprived the Socialists 
of their majority without humiliating them. 
(The result was, however, enough to wreck 
the victory party that the prime minister's 
mistress had organised.) The Socialists were 


^ overtaken by New Democracy, the conser- 


vatives, who won 145 seats, six short of an 
overall majority. 

- The real winner was the Alliance of the 
Left and Progress, a partnership of the Mos- 
cow-oriented Communist party (KKE) and 
the Eurocommunist New Left, joined by a 
few Socialist dissidents. A new electoral sys- 
tem—a fairly pure form of proportional 
representation—gave the Alliance 28 seats 
. (15 more than its members had in the last 
parliament). It now holds the balance of 
power and a new air of respectability. 

Mr Constantine Mitsotakis, as leader of 
the largest party, was given until June 23rd 
to see whether he could muster enough sup- 
port to survive a confidence vote in the new 
parliament. Were the Communists to ab- 
stain in such a vote, he could survive. He 
thus hoped to make the question of “cathar- 
sis", the punishment of those responsible 
for the scandals that have shaken Greece for 
the past year, his top priority. 

The Alliance of the Left is supposedly 
equally keen on "catharsis". But it has 
turned down Mr Mitsotakis's proposal for a 
deal whereby the Communists would sup- 
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Brainteaser for Mitsotakis 


port a New Democracy government for a 
month or two while it set in motion a purge, 
before handing over to a caretaker cabinet 
to hold a fresh election. The Alliance de- 
clared rather cockily that it would make its 
own proposals on this when the president 
gives it the “third mandate”. 

The Communists are in fact more inter- 
ested in being asked to form a government 
than in bringing villains to justice. Mr 
Harilaos Florakis, the KKE's secretary-gen- 
eral, has spent 18 years in prison or exile, 
and as long in hiding. For him to be asked to 
form a government would delight every per- 
secuted Greek Communist of the past six 
decades. It is a delicious prospect. 

Thus Mr Mitsotakis is likely to fail in his 
present endeavour. If so, President 
Sartzetakis must next ask Mr Papandreou to 
see what he can do. Mr Papandreou has al- 
ready made an appeal to the Alliance, which 
would indeed be ready to co-operate with 
the Socialists—but only so long as Mr 
Papandreou steps down. He, however, has 
scoffed at this demand. The election proved 
to the Socialists more than ever before that 
the party is Andreas Papandreou, scandals 
or no scandals. 

An offer to the Communists to join a 
coalition might, however, be too tempting 
for Mr Florakis to resist. The prospect of 
such a Socialist-Communist coalition hardly 
thrills Greece's NATO allies. Relations with 
America, already strained over requests for 
the extradition of a Palestinian terrorist sus- 
pect, Mr Mohammed Rashid, would be 
stretched thin. The future of America’s 
bases in Greece would be in doubt. 

If all the president's efforts draw a 
blank, he must call the party leaders to- 
gether to see if he can induce them to co- 
operate in an all-party government. If that 
too fails, Greece will have to go to the polls 
again. Before then the question arises of 
who should represent Greece at the Madrid 
summit next week. The two main parties 
seem to agree that President Sartzetakis 
should go, although they want him chaper- 
oned by advisers from the three groups. 
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Haugheyzelsl 


FROM OUR DUBLIN CORRESPONDENT 
















HE thing to understand about] 

that sometimes it gets very Polis! 
Charles Haughey, the prime minister, « 
a general election for June 15th. Like € 
eral Wojciech Jaruzelski, he was humiliatec 
by the voters but will still stay in powe 
the Poles know, and as the Irish are abo 
find out, that is an awkward position fo 
politician trying to run an unhappy ci 
with a crippled economy. = o 

Mr Haughey called the ele 
25th, when things looked bet 
ity Fianna Fail government’s po 
the opinion polls was nearly do 
the main opposition party, Fin 
government was in no danger i 
but the autocratic Mr Haugh 
depending on the opposition 1 
nomic programme through. ( 
denies he has a high-hande 
questioned about it during: 
turned to a minister and barke 
autocrat?” The minister snapp 
"No, Sir.") l i * 

Two-thirds of the voters did 
an election. At the polls they blame 
Haughey for destroying a consensu 
was working well for the country. Mi 
portant, while the prime minister was ë 
ing praise for his virtuous spending cut 
party was losing touch with its working: 
supporters, The poor saw no benefi 
Fianna Fail's financial stringency, on 
in health services and education. 
blamed the government for the cont 
high levels of unemployment (18% 
emigration: last year, out of a populatio 
3.5m, 40,000 left. 

On the same day in the European: 
tion the Irish gave Fianna Fail another: 
The Irish like the EEC. It is a good way. 
reckon, to get other people's mone 
EEC election was a handy second op 
nity to rebuke Mr Haughey. Fianna | 
seats dropped from eight out of 15 to si 

But it is Mr Haughey’s shaken positio: 
in Dublin, not Strasbourg, that is the prok 
lem. Instead of 81 seats, he is left with 77 
of 166 in what is likely to be his fifth mit 
ity government. Fine Gael and the smal 
Progressive Democrats party, though 1 
supported Mr Haughey’s governm 
formed a pact against Fianna Fail duri 
election. They have said they will oppo 
Haughey's nomination as prime mi 
when parliament meets on June 29t 
with only 61 seats between them, th 
parties have no hope of electing thei 
man, the leader of Fine Gael, Mr 
Dukes. The left-wing parties, wh 
jumped from 16 seats to 22, say: 
prime minister is a problem for ¢ 
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nant centre-right parties and not for them. 

Between now and June 29th the chas- 
tened Mr Haughey will be making deals to 
keep himself prime minister. Making deals 
and maybe a pilgrimage to the Black Ma- 
donna of Czestochowa, too. 
























Green economics 





HE Greens are often dismissed as a 
single-issue party. If only it were so. 
Most of the people who voted for them 
were probably aware of their defence pol- 
icies—withdrawal from NATO, unilateral 
nuclear disarmament—because these 
had received some publicity. But Green 
economics has attracted a lot less atten- 
| tion. Which is odd, because next to their 
|| economic policies the Greens’ defence 
proposals seem pathetically tame. 

The Greens, to sum up their various 
manifestoes, are against competition, 
trade, growth and consumption. Compe- 
tition “sets communities and nations 
against each other"; trade is pointless 

("British butter being sold in France at 
the same time as French butter being 
| sold in Britain is wasteful nonsense"); 
| growth pollutes and "gives power to mul- 
tinational corporations which have no 
| connection with the places where people 
live and work"; and consumption, "the 
heart of the problem", is what fuels the 
other three. A Green government would 
| replace these false gods with co-opera- 
| tion, self-sufficiency, sharing and thrift. 
It has to be admitted that their pro- 
gramme has a robust internal logic. A 
| critic cannot complain, for instance, that 
the proposed heavy taxes on exports and 
| 





















imports would cause stagnation and fall- 
ing real income. That is the idea. Simi- 
larly, the abolition of commercial banks, 
and the creation of new community 
banks and labour agencies (which would 
channel local savings into local jobs “at 
favourable rates to both lender and bor- 
rower”) are indeed intended to starve 
(non-local) business of capital. 

The fallacy that underlies the whole 
misguided approach is that only the 
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Luxembourg 


Mini-message 


HE smallest of the EEC's members 

(population 370,000), Luxembourg has 
its least known prime minister, Mr Jacques 
Santer. Because it was held at the same time 
as the attention-grabbing Euro-vote, Lux- 
embourg's general election on June 18th did 
little to change Mr Santer's obscurity. It did, 
however, lose him a few seats. 

The coalition of his Christian Demo- 
crats and Socialists will still send-five of the 
Grand Duchy's six Euro-Mrs to Strasbourg. 
But the government lost six of its 46 seats in 
the national parliament. The Christian 
Democrats won 22 of the seats in the 60-seat 
Chamber of Deputies, a loss of three. The 
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Still room for growth 






present level of world output, or perhaps 
something less, is “sustainable”. So all 
people can responsibly do is conserve 
and share out more fairly what they al- 
ready have. While it is true that some 
specific patterns of growth may be un- 
sustainable, there is no clear reason why 
growth in general ever need stop. Just be- 
cause growth in its present form is often 
dirty and destructive is no reason to in- 
sist that clean, green growth cannot, with 
enough political will, be brought about. 

The lesson of centuries of develop- 
ment is that (thanks mainly to trade and 
competition) economies are unfathom- 
ably flexible. Straight-line extrapolation 
is no guide to the choices to be faced. 
The right question for the Greens to ask 
is how growth might be made environ- 
mentally friendlier, and on that they 
have some good ideas. For the rest, the 
less said the better. 






Socialists also dropped three seats, winning 
18 compared with 21 last time. These are 
sizeable losses in the relatively stable Bene- 
lux world of coalition politics. The Liberals, 
Luxembourg’s main opposition party, got 
the same treatment, keeping only 11 of their 
14 seats. 

The winners were the smaller parties, 
who between them got nearly 2096 of the 
vote. Only three will be represented in the 
new national parliament; the Communists 
will have one seat, the Greens four and the 
“Five-Sixths” party four. This party, which 
took about 896 of the vote, wants the gov- 
ernment to introduce a law giving pensions 
worth five-sixths of final salary to all Luxem- 
bourgers who reach retirement age. At 
present only civil servants benefit from this 
generous regime. 





West Germany 


Hight and wrong 


FROM OUR BONN CORRESPONDENT 


PART from the jubilant far right, most 
West German politicians would love to 
forget the result of the European election on 
June 18th. If it were to be matched in the 
general election due at the end of next year, 
the country would be nigh ungovernable. 

Consider the arithmetic. For the first 
time in a nationwide election since 1949 the 
main parties of left and right each won less 
than 4096 of the votes. The conservative 
Christian Democrats led by the chancellor, 
Mr Helmut Kohl, and their Bavarian ally, 
the Christian Social Union, could jointly 
muster only 3896, a drop of 8 points com- 
pared with the previous European election 
five years ago. Bad though that result is, it is 
not quite as awful as recent opinion polls in- 
dicated it might have been. A revolt aimed 
at toppling Mr Kohl as party and govern- 
ment leader is now thought unlikely. All the 
more so, since the opposition Social Demo- 
crats did still worse, winning only 3796. 

Both the Greens and the liberal Free 
Democrats picked up a fraction, but their 
small gains were eclipsed by the spectacular 
surge of the far-right Republican party. 
Campaigning for the first time nationwide, 
the Republicans won 7.196 overall and al- 
most 1596 in Bavaria, weaning 750,000 vot- 
ers from the conservatives and 150,000 from 
the Social Democrats. 

Why the sudden lurch rightwards? 
Partly because of the death last year of Franz 
Josef Strauss, the Bavarian premier, who by 
sheer strength of personality held many 
right-wingers to the established conservative 
parties. The Republicans now have a 
personality of their own in their leader, Mr 
Franz Schónhuber, a former member of Hit- 
ler's Waffen-ss and one-time host of a popu- 
lar Bavarian television talk-show. What is 
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dic. 
more, artful packaging has sold the party's 
xenophobia to voters who would angrily dis- 
claim neo-Nazi sympathies. The Republi- 
cans insist they are not against all immi- 
grants, just those who snaffle scarce German 
housing and guzzle social-security benefits; 
they are not against European co-operation 
in principle but despise the EEC and its sin- 
gle market on the grounds that it hinders 
German unity and will let the Mafia and 
drug-peddlers flood across German borders. 

The established parties reject any idea of 
coalition with the Republicans, but that 
leaves them in a dilemma. Last Sunday's re- 
sult, if replicated in next year's general elec- 
tion, would give neither the present centre- 
right government in Bonn, nor a red-Green 
alternative, a working majority. A so-called 
“trafic light" alliance—red-Green-yellow 
(that is, including the Free Democrats)—is 
barely feasible. Yet most people abhor the 
idea of a “grand coalition” of the kind 
which existed in the late 1960s, fearing it 
vould encourage extremists inside and espe- 
cially outside parliament. 

Pundits, especially in the government 
camp, stress that with a turnout of only 
62%, the European election was no guide to 
a future general election. Maybe. In the last 
general election in 1987 both the conserva- 
tives and the Social Democrats actually did 
worse than in the Euro-election of 1984. 
Some people argue that the Republicans will 
fade once new policies to boost house build- 
ing and curb immigration take effect. But 
much the same was said after the Republi- 
cans scored their first big success in the Ber- 
lin election in January. And Mr Schénhuber 
now has a lot more cash to bolster his party 
organisation across the country. Thanks to 
German rules that channel taxpayers’ 
money to parties according to the number of 
voters they attract, the Republicans stand to 
receive more than DM16m ($8m) for Sun- 


day’s good showing. 





France 


Voter fatigue 


FROM OUR PARIS CORRESPONDENT 


A aruy hit France. Only half of all eligi- 
ble voters bothered to turn out. The 
French, it is true, have gone to the polls four 
times in the past 13 months—seven times if 
both rounds of elections are counted. Yet 
apart from last autumn’s referendum on 
New Caledonia, this was a record low for 
modern national elections in France. 

Still, the half of France which did vote 
had interesting things to say. It gave a fillip 
to the conservatives, most of whom stood 
together under the leadership of Mr Valéry 
Giscard d'Estaing, France's president in 
1974-81. His list won 2996 of the votes and 
26 of France's 81 seats in the Strasbourg 
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Advantage Giscard 


parliament. This was a triumph for Mr Gis- 
card d'Estaing, who many people treat as a 
has-been. Whether it is also a comeback re- 
mains to be seen. The alignment of forces in 
the new European Parliament make it un- 
likely that he can realise his ambition of be- 
coming its president. 

Mrs Simone Veil, a former president of 
the European Parliament who led a break- 
away centre-right list, was disappointed to 
get only 8% of the votes. She had been hop- 
ing to score at least half as much as the main 
conservatives. These results will strengthen 
those conservatives who argue that the 
right—plagued by feuds between its lead- 
ers—does better together than apart. 

The Socialists managed just 24% of the 
votes, better than in 1984 but less than they 
were hoping for. The leader of their list for 
this election, Mr Laurent Fabius, president 
of the National Assembly and former prime 
minister, has shown again that he lacks the 
spark to appeal to French voters. This is a 
setback for Mr Fabius in the succession 
struggle among Socialists for an eventual re- 
placement for the 72-year-old President 
Mitterrand. The prime minister, Mr Michel 
Rocard, is the immediate beneficiary. 

Mr Fabius cannot take all the blame. A 
series of elections has shown that Mr 
Mitterrand, Mr Rocard and the Socialists 
are popular in that order. On their own, 
France’s Socialists can now count on well 
under a third and perhaps as little as a quar- 
ter of the vote. They are in government 
thanks mainly to the divisions of the right. 

All in all, the right-left divide in this 
election, if one counts ecologists as more left 
than right, was close to the 60-40 split it has 
been for some time. Yet this tidy distinction 
is coming to look more and more bogus. 
The large parties together got barely more 
than half the vote. This is not just a quirk of 







-UMUFE 
a Euro-election. More and more in French 
politics, it is issues and personalities, not 
party labels, that count. | 
Among the small parties, the Greens 
had the big breakthrough, winning 1196 of 
the votes. The Communist party, with 896, 
continues a historic decline that last year's 
parliamentary election only briefly arrested 
The far-right National Front got 1296, less 
than its depressing peak of 1496 in the presi- 
dential election of May 1988, but more than 
it got in the local elections in March. Its ap- 
peal is limited but persistent. 
The June rebuff to the Socialists is un- 
likely to do Mr Rocard's government much: 
direct harm. All the same, Mr Rocard's. 
popularity cannot go on for ever. Although 
official inflation is 3.7%, people are grous- 
ing about the rising cost of food and ser- 
vices. If the complaints get worse, this spring. 
could prove to have been the point at whi h 
opinion turned. r- 


Italy : 
Occhetto's day 


FROM OUR ROME CORRESPONDENT 


N ITALY even a mini shift in the vote can. 
make a big difference to national politics. 
And national politics were very much to the 
fore in a European election campaign whick 
kicked off last month with the resignation of 
the Christian Democrats’ Mr Ciriaco De 
Mita and his coalition. i 

Read in millimetres rather 1 
centimetres, the results of last Sunday's vo 
have further weakened a coalition cl 
was already showing the strain. Of all the 
five parties in Mr De Mita's outgoing cabi- 
net, only Mr Bettino Craxi's Socialists made 
gains on their results both in the last Eurc 
election (up 3.6 points) and in the 1987 gen- 
eral election (up 0.5 points). But Mr Craxi 
had hoped to do a good deal better. The 
Christian Democrats, though still the larg- 
est party, are stuck at 3396 of the votes—the 
lowest share in the party's history. The small. 
Liberal, Republican and Social Democratic 
parties, in spite of the support of candidates 
on loan from the still tinier Radical party, 
put together only 7.196 between them. 

The stil-powerful Communists, the 
main opposition party, were delighted with 
the result. Contrary even to their own 
expectations, they managed to improve (by 
1 point, to 27.6%) on their 1987 general- 
election result, thus signalling a halt in what 
had looked like an irreversible decline. Mr 
Achille Occhetto, their new leader, is push- 
ing his party as fast as he can in a Social 
Democratic direction. His party's recovery 
upsets Mr Craxi's plan to lead a Socialist- 
dominated coalition to power in the not- 
too-distant future. | 

The sudden growth of Italy’s Greens, 




































































EUROPE 

jho although divided into two groups won 
6.2% of the votes between them, is another 
cause for Socialist concern. Mr Craxi, 
whose party held the environment porfolio 
Mr De Mita's outgoing cabinet, would 
C liked to capture a lot of those votes. His 
obvious dissatisfaction does not bode well 
for the current efforts of his old rival, Mr De 
M ea, to put together a new government. 
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‘Spain 
Felipe’s fillip 


FROM OUR MADRID CORRESPONDENT 


El. 


I 'T WILL be a contented Mr Felipe Gonza- 
.lez who plays host at next week's EEC 
summit in Madrid. His Socialists were one 
of the few ruling parties to perform well in 
the European election. They lost a Euroseat, 
b slightly increased their share of the vote. 
More important, there still seems no credi- 
b le alternative to a Gonzalez government. 
A To the prime minister's left, the Com- 
munists benefited from working-class dis- 
" atisfaction with the government's policies, 
- buttheir gain was slight. Mr Adolfo Suarez's 
| ocratic and Social Centre slipped back 
SA And to the right, Mr Manuel Fraga’s 
w-look People’s party dropped to 21% of 
he vote from 25% at Spain's first European 
election in 1987. 
X Mr Fraga's hopes of leading a broad 
an ti-Socialist alliance now look forlorn. So 
d loes the future of Mr Marcelino Oreja, who 
headed the conservatives’ list for Stras- 
bourg. If the lacklustre Mr Oreja, a former 
- secretary-general of the Council of Europe, 
cannot bring the People's party success in a 
European poll, he scarcely looks the man to 
deliver victory to it in a national one. 
= Kfall this makes Mr Gonzalez look hard 
'to beat, the result was hardly an endorse- 
m ent of his government. The Socialists re- 
ceived Im less votes than in 1987 on the 
dc owest turnout (5596) since the return of de- 
-mocracy 12 years ago. Those who did go to 
the polls showed indifference for the big na- 
| tio nal parties and their growing fondness for 
minority and regional ones (which together 
took a quarter of the votes). 
= To drive home the point, they awarded 
. two seats to Mr Jose Maria Ruiz-Mateos, 
once a fugitive financier, and his son-in-law. 
Ruiz-Mateos’s best-known contribution 
- to public life was to punch an ex-minister in 
- the face. The voters, through the ballot box, 
he ve delivered a similar slap to the 
establishment. 






|| Britain 
|| Because The Economist has not yet achieved Euro- 
pean union in its own pages, the reports on the re- 
sults of the Euro-election in Britain are to be found 
on pages 29-30. 





Belgium, Denmark, Holland and Portugal 


Straws in the wind 


L vfi e in Portugal are, it seems, be- 
coming just normal Europeans. Nearly 
three-quarters of those eligible had shown 
commendable civic responsibility by turning 
out for their first Euro-vote two years ago; 
this time they stayed at home in droves to 
record the lowest turnout (5196) since their 
first free election, in 1974. As elsewhere, 
most of those who did bother to vote seem 
to have had national niggles on their minds. 
The Social Democrats led by the prime min- 
ister, Mr Anibal Cavaco Silva, got 33% of 
the votes, compared with 5096 in the general 
election two years ago. Voters took umbrage 
at new tax and labour reforms. Mr Cavaco 
Silva may since have added to the umbrage 
by suggesting that people simply did not un- 
derstand his policies. 

In Denmark, Mr Poul Schlüter's Con- 
servatives lost two of their four Euro-seats, 
although their partners in government, the 
Liberals, went up from two to three. Danes 
seem to understand only too well the gov- 
ernment's recent programme to reduce high 
taxes and cut drastically some welfare bene- 
fits. Not all Danes may like their govern- 
ment's Thatcherite policies but, like Brit- 
ain's prime minister, plenty of them have 
their doubts about the Community. Anti- 
EEC parties between them hold five of Den- 
mark's 16 seats. 

Mr Ruud Lubbers’s ruling Christian 
Democrats must be feeling pleased with 
themselves in the run-up to Holland’s gen- 
eral election on September 6th. Their tally, 
34.6% of the votes, equalled their best ever, 
while their Labour opponents and their co- 
alition partners the Liberals, whose defec- 
tion over a parliamentary vote forced the 
general election, both fared badly. Holland's 
Labour party, like Britain’s, has been re- 
thinking policy in an attempt to appeal to 
more middle-of-the-road voters, but unlike 
Britain's has gone on losing votes. Labour's 
losses were gains for a Rainbow coalition of 
reds and Greens, who have all recently 
emphasised their greenish hues. They will 
send two MEPs to join the profusion of 
greenery in Strasbourg. 

Voting in Belgium is a duty and non- 
voters may be fined. Not surprisingly, Bel- 
gians topped the European turnout league, 
with 9396. Belgium's French and Flemish 
speakers went their separate ways. In the 
French-speaking parts, the ruling coalition 
of Christian Democrats and Socialists held 
on to all their seats, with the opposition Lib- 
erals losing a seat to the Greens. In Flanders 
the Christian Democrats won a seat, but the 
Flemish Socialists lost nearly a third of their 
votes and forfeited one seat. The mildly 
right-wing Flemish Volksunie, the fifth part- 


ner in the ruling coalition, lost a seat to the 





OW 


far-right Flemish Block. 

Meanwhile two of Belgium's old politi- 
cal warhorses have decamped for Stras- 
bourg. The outgoing foreign minister, Mr 
Leo Tindemans, will head the Flemish 
Christian Democrats in the European Par- 
liament and would eventually like to head 
the parliament. Mr Willy De Clercq, the 
flamboyant head of the Flemish Liberals in 
Strasbourg and a former EEC commissioner, 
has a different, but just as powerful reason 
for leaving Brussels: like some of his fellow 
MEPs he will find that Strasbourg i is nota bad 
place to be when your party is condemned 
to opposition at home. 





Poland 


A way out 


FROM OUR WARSAW CORRESPONDENT 


UST when the Polish communist party 

had begun to pull itself together—or, pos- 

sibly, apart—after the shock of a semi- 
democratic election, along came the second 
round with further humiliation. 

[n the run-offs for the upper house on 
June 18th, Solidarity lost only one out of 
nine seats, to an entrepreneur from the ob- 
scure town of Pila. This left the opposition 
in control of 99 out of 100 seats in the new 
Senate. In the Sejm, the lower house, the op- 
position not only has every one of the 3596 
of seats it was allowed by the pre-election 
agreement. It also has friends among com- 
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votes to elect each Green to the Euro- 
pean Parliament, i in Italy roughly 430,000; 
itain 2.3m Green votes secured no 
s at all. All voters in the European 
:ction are equal, but some, it seems, are 
more équal than others. 
The explanation—much d it any- 
way—-ies in the different countries’ dit 
ferent voting systems. Ten of the Commu- 
nitys 12 countries have proportional 
representation (PR). Ireland, including the 
United Kingdom province of Northern 
Ireland, uses the single transferable vote 
STV), in which voters number candidates 
_order of preference and see their votes 
transferred as their choices are either 
elected or eliminated. Mainland Britain 
picks its winners according to who runs 
rst past the post. — 
. Voting-system enthusiasts in the Eng- 
li-speaking world tend to go for STV. It 
cks the mathematical precision of pure 
PR but ensures that each candidate has a 
rritorial constituency (albeit shared with 
thers) and allows the voters to select the 
andidate or candidates of their choice. 
In the system preferred on the conti- 
it the voter has to choose an entire 
arty list, which generally includes as 
many names as there are seats. In some 
tries (eg, Belgium, Denmark, Hol- 
ind, Italy and Luxembourg) voters can 
idicate which candidates they like best, 
: their preferences are not binding. As 
rule, if the party gets 10% of the vote, 
he first 10 10% of the names on the party’s 








deputies. In the communist-only 
Is, party candidates whom solidarity 
rtedly labelled "reformers" swept 
ardliner rivals, including the Warsaw 
boss. It seemed in some regions as if a 
comment by Gazeta Wyborca, the 
arity newspaper, was all that was 
led to turn those who bothered to vote 
the turnout was a paltry 25%) against some 
apless party boss. 

— Despite their catastrophe at-the polls, 
he communists still have power, though 
hey are unable to use it without the opposi- 
ion's support. Knowing that the system is 
I| run by apparatchiks, Solidarity refuses 
enter the "grand coalition" proposed by 
government. Yet Solidarity's members, 
-already expect their democratically 
ed leaders to get on with hanane 
, may soon get impatient. Solidarity's 
‘Rierarchy, created in the days of illegal- 
, is unclear, particularly concerning rela- 
ns between the old trade-union leaders 
d the new parliamentarians. With both 
es disorganised, who will take control of 








| [^ FRANCE it took roughly 210,000. 





Not just a matter of equity 


list are elected. West Germany and France 
insist that each party must win at least 596 
of the vote before it wins any seats at all. 
This makes the system less proportional, 
but helps to keep out fringe groups. 

The European Parliament has tried to 
promote a uniform electoral system 
throughout the Community, as required 
by the Treaty of Rome. The system it likes 





is PR with regional constituencies for the 


larger countries, national ones for the | 


smaller countries. The Council of Minis- 
ters, however, has never managed to agree 
on voting. The main obstacle is Britain, 
which, despite its readiness to use STV in 
Northern Ireland (because a first-past-the- 
post system could result in little or no 
representation for Catholics), balks at ex- 
tending it to the mainland. Mrs Thatcher 
is a strong opponent of change—and a 


-. beneficiary of Britain's current system: in 


Poland's essential economic reforms? 
Some Solidarity leaders think the oppo- 


‘sition should. Mr Witold Trzeciakowski, 


. Solidarity's chief economist, presented an 


intriguing memorandum to France's Presi- 
dent Mitterrand during his visit to Poland 
last week. It called for an unusual form of co- 
operation between Solidarity and western 
banks and businessmen. 

Mr Trzeciakowski would like Poland to 
be ranked as a “heavily indebted nation", 
the term used by the United States treasury 


secretary, Mr Nicholas Brady, for Latin 


American problem cases. Mr Trzeciakowski 
proposes that Poland should then be made 
eligible for a serious debt-reduction pro- 
gramme, backed by the Paris Club of official 
lenders. He sketches a package of IMF and 


World Bank loans and debt-conversion ` 


projects, particularly aimed at developing 
private businesses and joint ventures. This 
would come with an IMF austerity pro- 
gramme and thorough industrial restructur- 
ing. The total package would provide Po- 
land with a cool $10 billion. 


unless it were either a three-party 


Yer. | “leadership, all providing | 


-her with: an absolute majority in Parlia- 


ment, her party has. polled less than 20€ n 


_of the votes. - 


In the European deco TEM 


Britain's Tories. would have done tees 


badly, relative to Labour, under pr. The 
Tories Would, under PR, have won roughly | 
29 seats in mainland Britain instead of the 
32 they actually got; Labour would have 
had roughly 33, instead of 45. The main 
beneficiaries would have been the smaller 
parties: most spectacularly, the Greens, 


-who would have won 11 instead of none. 


Although the European election dem- 
onstrated the unfairness of the first-past- 


the-post system in Britain, the results in 


West Germany should have caused some 
disquiet among supporters of proportion- 

ality. The outcome in Germany, if repro- 
duced in a general election, would have 
meant that no government could be 
formed with an absolute majority of c 
- coali- 





| 
| 

tion or a grand coalition of the Christian 

Democrats and Social Democrats. 

West Germany often used to be cited | 
as an example of a country where PR not 
only gave justice to the voters but also, by 
tending to make the Free Democrats (lib- 
erals) a partner in government, restrained 
the possible excesses of the two big par- 
ties. But in recent months the dog of the 
West German government has been 
wagged, with tempestuous results for 
NATO, by its Free Democratic tail in the 
shape of Mr Hans-Dietrich Genscher. In 
Germany at least, PR seems to be produc- 
ing neither stability nor moderation. 







It will be lucky to get anything like that 
much. Mexico, top of Mr Brady's help list 
with a debt nearly three times as big as Po- 
land's, has been pencilled in for $7 billion o 
support for debt relief. (A similar, if slightly 
less costly, plan for Poland is being proposed 

by Mr George Soros, a Hungarian-born : 
New York financier.) But even if the 
Trzeciakowski plan falls flat, its scope shows 
that at least some part of Solidarity is al- 
ready willing to attempt bold solutions for 
Poland's economic disaster—and to take 
responsibility for them. 

The. most intriguing part of the 
Trzeciakowski plan is his suggestion that the 
new Senate—that is, Solidarity —should 
oversee the implementation of the pro- 
gramme, bypassing the government. The 
government will not surrender that much 


power lightly. As for Solidarity, the idea of 


supporting reforms that would create unem- 


ployment is highly awkward. The opposi- . 
tion leadership has not deci : led whether to. 
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UR MISSION IS TO SERVE today’s most successful people 
and their businesses, around the world, around the clock. 

ce Our clients are creators of wealth. They have little need of 
P healers who are passive stewards. 

m Instead, they will seek out tbe bank tbat is most ambitious on 
- its clients’ bebalf, that is most successful for its clients, and, above all, the 
- most responsive. 

Excel in all these qualities, and your office will prosper 












; In your dealings with clients, mold your organization to the 
-client’s own. Recognize and respect a client’s ues with other 
banks. Heed those who counsel your clients. 








How IO RUN 
A BANK FOR 
PEOPLE WHO 
CREATE WEALTH 





Don’t take on a new client unless you can pledge your top 
people. Make it a policy to exceed expectations. | 

Never preach to your clients. Learn from them. They are 
among the most successful people on earth. 

Get to know each client like family. Clients who are auda- 
cious in business life may shun risk when choosing invest- 
ments for their private accounts. 

Don't oversell. Promise only what you can deliver, and 
deliver quickly. Make security your passion. Guard client con- 
fidences like the Crown Jewels. 

Keep your clients informed. Timely information i is often. 
more valuable than gold to our clients. Not at all by chance, 
American Express Company i is the la: gest private. user ‘of tele- 
communications services on earth. CN | 

















2 4-HOUR CLOCKS 


xpress Bank maintains ened in 19 time zones, 


highly secure electronic nervous system. We are a 
ia engine that runs on a 24-hour clock. 


e four product families—Commercial Services, Sav- 
gs an d Investments, Special Transactions, and Treasury Ser- 
vices— -are the soul of our enterprise. Make them your focus. 


_ = Te is no accident that they mesh so neatly with the per- 

: sonal, commercial and entrepreneurial needs of our clients. 

E Item: Currency traders positioned around the globe assure 
our clients of 24-hour access to Treasury Services. 

s . Item: Our specialists in asset finance, shipping, real estate, 
|. and other disciplines can be at a clients side within a day. 
ltem: American Express Bank will often engineer a prod- 
i uct specifically for a private client. So the fit is exact. 


AN ELITE CORPS 


.. In recruiting, be patient. American Express Bank is an elite 
zs corps. Hire only those who can enhance our reputation. They 
| “are rare birds. Seek out those few who combine these traits: 
E 
Character. Cast-iron integrity, brains, energy, 
stamina, and grace under pressure. 
2. 
Verve. We admire activists who are willing 
to break some china within the Bank 
in order to be effective for their clients. 
3. 
Entrepreneurship. We reward those whose 
solutions to one client's needs create fertile 
opportunities for other clients. 


4. 
Unselfishness. Every Account Officer must be 


a "switchboard" connecting clients with 
whoever will best serve their needs. 
5. 
Resilience. People who thrive on weeks of 
sustained effort, and who display a genius 
for keeping up with change. 


Argentina 


It is the duty of every Senior Manager to apply u ] em 


pressure to maintain our standards in ey MER 


Spend at least half your time outside your offic e, 
clients. You'll be amazed at how much smarter you be 

Your office is like a ship. It will move faster wher 
scrape the barnacles off its bottom. Eliminate obsolete serv 
and redundant departments. Banish committees. — 

Never forget for an instant that when your. cl 
trust your people they are really trusting you. You 
captain of the ship. i 

Eradicate intolerance in any form. Ditto paroct : 
are international bankers, not village bureaucrats, 

Respond instantly to requests from other offices an 
own requests will receive equal attention. | 

Create an atmosphere of intelligent ferment wi 
Bank. Make life exciting. Those who cannot. thrive: on: 
have no business in banking today. 


AMERICAN | 


It is the custom of American Express Bank's most senior people to meet with prospective clients. To arrange an introduction, 
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Arrivistes and traditionalists 


HIS survey must start by sorting out a general 

confusion of terms. In the 1980s private bank- 
ing means specialist banking for the rich, or what 
Americans—in a clumsy attempt to avoid the 
word—call high-net-worth individuals. 

This business takes several forms. At its crudest, 
private banking simply means a bank lumping all its 
richest clients together and selling them an array of 
services, be it discretionary investment manage- 
ment, trust and estate planning or unsecured lines 
of credit. 

As for the definition of "rich", that depends on 
the bank and the market it is after. Generally in 
America the threshold is $1m in net liquid assets 
whereas in Britain it is half that, sometimes less. 
However, there are no hard and fast rules. No bank 
is going to turn down an initial deposit of $50,000 if 
it knows the client is worth millions. This makes 
sense. The wealthy usually have more than one pri- 
vate banker, which is why this is an area where 
bankers are willing to share the business. 

Private banking's attractions are such that it is 
now a fad in an industry infamous for its temporary 
enthusiasms. lt is not hard to see why private bank- 
ing is popular. When banks lend money to a com- 
pany, they are paid spreads of only tenths of a per- 
centage point over what they themselves pay for 
funds. By contrast, in private banking they can still 
charge a comparatively usurious one to two percent- 
age points over America's prime rate in lending to 
rich individuals with an unblemished track-record 
for paying back their debts. 

The lending aspect of the business predomi- 
nates in optimistic America. This is appropriate 
since it reflects the country's enterprise culture. 
American banks' private-banking clients are often 
self-made individuals who have built their fortunes 
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through the liberal use of credit. Their natural in- 
stinct is to become even wealthier by borrowing still 
more. 

By contrast in Switzerland, which remains the 
capital of international private banking, the busi- 
ness is quite different. It is concerned almost en- 
tirely with investment management. The emphasis 
there is on the preservation of capital and secrecy in 
a haven of political neutrality. 

The confusion of terms stems from the fact that 
modern private banking has nothing to do with 
what used to be meant when an institution was de- 
scribed as a private bank, though some old- 
fashoned private banks do practise contemporary 
private banking. A private bank, in its literal and 
exact sense, is a bank where the business is owned 
by the partners who share unlimited liability in the 
event of losses. This is a peculiarly disciplined kind 
of banking, for when such a bank lends money the 
partners are lending their own money. 


Genuinely private 
Few examples remain of this diminishing breed. In 
Britain there is C. Hoare & Co, founded in 1672 
and still the traditional banker of the landed gentry. 
The senior partner, Mr Henry Hoare, a direct de- 
scendant of the founder ten generations back and 
one of six partners all of whom are called Hoare, is 
clear what he means by private banking. He says: 
"We are definitely private bankers. We are owned 
by the working shareholders and directors. You 
cannot own shares in the bank unless you are a part- 
ner." Since the partners are advancing their own 
money, all lending has to be personally sanctioned 
by one of them, even an overdraft of £5. 

In America there is Brown Brothers Harriman 
& Co. Founded in 1882 and with 33 partners to- 
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day, Brown Brothers is an agency broker as well as 
an investment manager and traditional banker, tak- 
ing in deposits and lending them on. Its peculiarity 
is that, being private, its depositors are not insured 
by the Federal Deposit Insurance Corporation 
(FDIC). That has not stopped foreigners on occasion 
asking Brown Brothers to endorse money-centre 
banks' acceptances for a fee. Foreigners wanted that 
service because they did not trust the credit of 
America's largest FDIC-insured banks. 

Unlimited liability has naturally bred a cautious 
attitude amongst the firm's partners. Unlike most 
Wall Street investment banks, Brown Brothers did 
not pursue headlong growth during the bull market. 
[nstead it concentrated on the return it earned on 
its capital, which in 1987 was an impressive 65%. 
Although the firm has been criticised for being 
fuddy-duddy, such a strategy is hard to fault. One of 
the partners, Mr Landon Hilliard, says: "Our goal is 
a high return on equity that can produce a good life- 
style for the partners and employees of this firm." 
What other reason is there to be in business? 

Brown Brothers earns about 2096 of its reve- 
nues from acting as a custodian for foreign institu- 
tions' holdings of American securities. Some of its 
longest-standing clients are the Swiss private banks, 
such as Pictet & Cie, and Lombard, Odier & Cie of 
Geneva. These banques privées are also genuinely 
private in the sense that they are wholly owned by 
their partners though, unlike Brown Brothers or 
Hoare, they are not in the lending business. Instead 
they are almost exclusively investment managers, 
mostly of private wealth. They are notoriously dis- 
creet: only their initials, not their names, are on the 
electronic doors of their Geneva town-house offices. 
It is natural for them to feel more comfortable doing 
business with a Brown Brothers than with a mass 
merchandiser of unit trusts. 

To be genuinely private in the modern financial 
world, where money is increasingly separated from 
its owner through the institutionalisation of sav- 
ings, is a purity worth preserving. Sadly, however, it 
also is fast becoming a luxury at a time when govern- 
ments too often bail out the practitioners of bad 
banking. 





Tried and tested tradition at Hoare & Co 


The stampede by American and European 
banks in recent years to call themselves private 
bankers could be viewed as a remarkable conceit, 
for little is private about these banks. First, the 
bankers are not risking their own money when they 
lend. That is why the big commercial banks lent bil- 
lions to Latin America and put their depositors and 
shareholders at risk, whereas Brown Brothers sold 
its total Latin America exposure of $5m in 1984 for 
80 cents on the dollar. 

Second, America’s banks are protected from 
the laws of the market place: thanks to federal de- 
posit insurance all individual deposits are guaran- 
teed by the government up to $100,000 (and in 
practice all deposits of whatever size). Which means 
that the risk of loss has effectively been socialised. 
This can be discouraging for capitalist private 
banks. When the imprudent and the reckless get 
bailed out by the taxpayer, what is the incentive to 
be a wise private banker? 


Absolute terms 


This may be viewed as stuffy criticism of modern 
finance. If so, this survey is unashamedly old-fash- 
ioned. The world was a safer place when there was 
no deposit insurance and when there were many 
more private banks. The demise of private banking 
in its pure sense is just another aspect of the deteri- 
oration in modern credit standards. 

The same deterioration has occurred in invest- 
ment management, a central part of modern private 
banking. Institutional investment has bred the non- 
sense of comparative performance management vis- 
a-vis a share index. A money manager is delighted if 
his fund loses 20% of its value when most of his 
competitors lose 30%. Equally he is unhappy if he 
makes 10% and his competition makes 20%. This is 
silly. What matters to a rich individual is absolute 
not comparative performance, and the preservation 
of his wealth after allowing for inflation. 

The Swiss understand this, which is why they 
still think in terms of absolute performance. They 
know from bitter experience that their private cli- 
ents dislike losing money more than they like earn- 
ing a return on it. By contrast, the growth of pen- 
sion funds and other forced-savings schemes has 
bred a bureaucratic hierarchy where salaried money 
managers ape indices and report to committees of 
trustees advised by fee-charging consultants. It is 
doubtful if the beneficiaries of these funds would be 
entirely happy if the peculiar logic of comparative 
performance was ever explained to them. 

This distinction between private and institu- 
tional business is crucial because they are very dif- 
ferent markets serving very different types of cli- 
ents—one an individual responsible for his own 
destiny, the other a salaried official playing with 
other people’s money. The long-term private bank- 
ers understand this distinction, which is why they 
will still be in the business a century from now, 
whereas many of those firms now seeking to exploit 
a short-term opportunity will long since have de- 
parted the scene. 

The faddishness of private banking has natu- 
rally reached its most extreme expression in Amer- 
ica. The result is far removed from old-fashioned 
private banking. 


——— SS eS MEN 
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Morning in America 


OOK at the growth and concentration of wealth 

during the Reagan boom, aided by falling inter- 

est rates, rising share prices and lower tax rates. The 
rich have simply got richer. 

Private bankers reckon there are at least 1m mil- 
lionaires in America. That is probably an underesti- 
mate. Take what has happened to personal balance 
sheets as a result of the corporate takeover boom. In 
1988 alone there were 3,500 public deals worth 
some $311 billion. An estimated 4096 of that real- 
ised paper wealth went into private hands. 

Private | bankers call this trend the 
"monetisation" of private wealth. It is the market 
they all pursue. The classic target is the entrepre- 
neur in the rustbelt who sells his widget-making 
company for $300m. Suddenly he needs a whole 
range of services from investment management to 
estate planning, which he is unlikely to get from his 
local bank. 

The traditional leaders in American private 
banking are Morgan Guaranty and us Trust. Both 
these blue-blooded firms have a powerful grip on 
old American money. Morgan manages $17 billion 
and US Trust $16 billion of private money and both 
charge the standard 196 on discretionary funds un- 
der management. They also have stiff minimum in- 
vestments befitting their pre-eminence in the mar- 
ket. Morgan, the only institution worldwide which 
declined to be interviewed for this survey, will only 
manage money on a discretionary basis for accounts 
of over $5m. 

US Trust is less elitist, with a $2m minimum. Of 
its $16 billion under management, $6 billion is in 
trust form. Reflecting its old-money ties, 40% of us 
Trust's business goes back more than one genera- 
tion. In an effort to maintain individual service, 
each money manager is limited to 50 family portfo- 
lios. Moreover, the money manager's bonus is based 
on three criteria: his annual investment perfor- 
mance compared with the Standard and Poor's 500 
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share index, his three-to-five year investment record 
and, at least as important, whether the client is satis- 
fied. 

However, investment is not the most important 
feature of American private banking. Lending is. 
This is especially true for those banks going after 
newly created wealth. Loans range from “life-style” 
lending, by which is meant financing a highly paid 
professional’s cash-flow needs between annual bo- 
nuses, to financing the expansion of a client’s busi- 
ness; from $500,000-plus house mortgages to fi- 
nancing purchases of jet-set-type goodies like 
private aircraft and motor yachts. 

Some banks, led by Morgan, are even grafting 
corporate-finance and property skills on to their pri- 
vate-banking activities. The aim is to attract the 
mega-rich client whom all private banks cultivate, 
the sort of individual who thinks little of buying a 
company or office block on his own personal 
account. 

In private banking it is common for 20% of the 
clients to generate 80% of the profits. However, the 
other accounts are worth keeping because 90% of 
new private-banking customers come from recom- 
mendations by existing clients. 


Life is a cycle 
American private bankers are confident their mar- 
ket is under-serviced and sure to grow. Their aim is 
to plug into what they call the individual’s “life Cy- 
cle". The theory goes that in the first stage a private- 
banking relationship is dominated by lending, as 
the entrepreneur builds his company and his per- 
sonal fortune up. Then by his mid-40s it changes as 
the same individual increasingly wants portfolio 
management of his capital in preparation for retire- 
ment. He will also need a private banker to make 
arrangements for passing on his wealth in the hope 
of reducing inheritance tax. 

Armed with demographic data showing that 
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It is not hard to see 
why private 
banking is hot in 
America 








the number of retired households will still be grow- 
ing well into the early years of the next century, and 
that baby boomers will continue to turn from being 
consumers to savers, those in charge of domestic 
private banking in America’s top banks unani- 
mously proclaim complete confidence in the future. 

Thus, Chemical says its loan business is growing 
at arate of 40% a vear. It already has 70 loan officers 
handling 14,000 borrowers in its private bank. Half 
the loans are unsecured. As for Chase Manhattan, 
its domestic private-banking group has recently 
hired 200 more staff. It is attracting 700 new clients 
a year to add to its present tally of 12,000 American 
private-banking clients. So it is go-go times in pri- 
vate banking. In many American banks it is one of 
the fastest growing areas, alongside lending for le- 
veraged buy-outs. 

Nor are these private bankers inhibited by any 
concern that this affluence may prove temporary 
and that the boom in private banking may be 
merely a symptom of a cyclical peak in individual 
wealth. Such lack of concern is instructive, because 
private banking in America now has all the traits of 
a business into which too many have rushed. Still, 
bad credits to date have mainly been confined to 
property loans in depressed areas such as Denver 
and Houston. In general, this is a business in which 
bankers so far appear to be more than adequately 
paid for the credit risks they assume. 

The ultimate accolade to American-style private 
banking came last year when Switzerland's sixth- 
largest bank, Banca della Svizzera ltaliana, hired 
seven people from Chemical's private-banking unit 
led by Mrs Louise Gunderson. In one shot Mrs 
Gunderson became the most senior woman in à 
Swiss bank, albeit one based in New York. Mrs 
Gunderson will continue the niche business she was 
running at Chemical, which specialises in entrepre- 
neurial clients with a minimum net worth of $10m. 
She describes her role as lending to "wealth cre- 
ators”. Lending in this area, as in the rest of private 
banking, is based on an individual's total cash flow. 
It is therefore the opposite of leveraged buy-out 
lending because it is not predicated on the selling of 
an asset. Where private bankers often go wrong is 
when they adopt a transactional approach and lend 
against a specific project, be it an office-block or a 
start-up publication. 
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Mrs Gunderson says: "We are lending on an in- 
dividual's ability to pay back out of cash flow." She 
says the danger in her business is to grow too 
quickly, for lending to individuals depends primar- 
ily on knowing the client. This is presumably easier 
in a small group like Mrs Gunderson’s where each 
private banker deals with only about 25 clients. 

A good private banker also needs to know when 
to say no. One New York-based veteran of the busi- 
ness recalls a prospective client who had already 
borrowed $100m against an art portfolio worth 
$140m and wanted to borrow still more to pay the 
outstanding interest on his existing debt. The re- 
quest was turned down on two counts. The individ- 
ual did not have the cash flow to service his debt, 
and the banker did not think he was being paid ade- 
quately to make bets on the art market. 

On another occasion the same banker lent 
money to a former client who had gone bankrupt as 
a result of his obligations as a limited partner in a 
tax-shelter which went badly wrong. Knowing that 
the client was an experienced corporate-finance spe- 
cialist, the banker lent him $100,000 in a letter of 
credit against his Wall Street salary of $400,000 to 
finance the purchase of a fishmeal company making 
catfood. Two and a half years later the man sold the 
company for $60m and the private banker had a 
rich and happy client on his books. 


Lucrative Latins 


This is clearly the American way. There will always 
be bankers willing to bet on an individual's poten- 
tial. That is a good thing, though whether such ac- 
tivity will always be labelled private banking is an- 
other matter. Probably not. 

But there is another more traditional side to pri- 
vate banking in America. This is the country's share 
of the international private-banking business where 
America has been a receptacle of money coming 
mainly from Latin America. 

Swiss bankers fed up with moralising lectures 
from Washington about dirty money are fond of 
pointing out that the biggest private bank of them 
all is Citicorp's Park Avenue headquarters. They 
have a point. New York and Miami have long been 
the two main conduits of flight capital out of Latin 
America and much of that money still resides in 
these cities. Guesstimates are that there is anything 
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between $125 billion and $400 billion of Latin 
American money abroad. Most of that money left 
those countries before the debt crisis broke in 1982. 
This is not surprising since the money which was 
lent to Latin America often came straight back to 
the same banks in the form of private-banking 
deposits—the much discussed in-and-out formula. 
As a general rule, New York receives Brazilian, 
Argentinian and Mexican flight capital. Miami is fa- 
voured by Venezuelans, Colombians and Central 
Americans. As the chart shows, Mexicans are reck- 
oned to have shown least confidence in their coun- 
try, in terms of billions of dollars they sent abroad, 
followed by Venezuelans and Argentines. However, 
since 1982 the flow of capital out has slowed down 
to a relative trickle, save for the booming drug 
trade. Latin America has been in a slump, which 
meant that little legitimate new wealth has been cre- 
ated. The debtor countries have also imposed much 
tougher exchange controls. 


If Citibank probably benefited the most be- 





cause of its extensive Latin American branch net- 
work, that region is only one part of its global pri- 
vate bank which was hived off into a separate unit in 
1985 and which now employs 3,600 people. It made 
$100m in pre-tax profits in 1987 and is on course to 
double that by 1992. Citibank divides its private 
bank into six divisions—three in America, plus 
Asia Pacific, Europe Middle East and Canada-Latin 
America. All are big sources of profit, though 
America remains the largest. Total private-banking 
assets under management are $54 billion, of which 
just under half are American. The minimum dis- 
cretionary account is $1 m. Citibank has also lent $7 
billion worldwide to 8,000 private clients. 

Citibank's strength is its range of local-currency 
products in the 19 countries in which it has private 

ks. Two examples. First, Citibank last year set 
up a private bank in Brazil. It deals exclusively with 
local cruzado business and services. Second, Citi- 
bank has made headway in Japan, a country where 
private banking barely exists as a business. After 
two and a half years Citibank has 1,000 Japanese 
private-banking clients. 

Mr David Gibson, the head of Citibank's pri- 
vate bank, contends that the differences between 
American and international private banking will 
blur as more firms compete on a worldwide basis. 
That may be true for Citibank, which is genuinely 
global in its focus. But its approach remains rela- 
tively unusual. In most banks, American and inter- 
national private banking is a very different business, 
requiring separate managerial skills, which is why 
Union Bank of Switzerland (uns) recently hired Mr 
Tony Guernsey from Morgan to set up its private- 
banking effort in New York. 

The distinction between the two businesses is 
likely to persist. Where the two approaches blur the 
most is in London, which in private banking is a 
sort of halfway house between the hyper-aggression 
of America and the conservative stuffiness of Swit- 
zerland. 
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Polished Brits 


EE British halfway house in private banking is, 
oddly, best symbolised in the person of Mr Gil- 
bert de Botton, founder and chairman of Global As- 
set Management (Gam). Mr de Botton is a Swiss na- 
tional who ran the Rothschild private bank in 
Zurich before founding GAM in London in 1983. He 
now has $2.3 billion under management, more than 
$2 billion of which is money invested by GAM's 650- 
odd private clients. Total institutional money under 
management is a mere $250m. 

The GAM operation is in many respects unique. 
Mr de Botton, a man of elaborate cultivation and a 
speaker of seven languages (a useful skill in private 
banking), has combined all the traditional features 
of Swiss-style private banking—discretion, healthy 
respect for old money, and smart town-house offices 
replete with well-appointed meeting rooms so that 
one rich client will not bump into another. How- 
ever, on top of that he has added his own formula 
which is distinctly unSwiss. That is his insistence 
that clients invest through one of the inhouse 50 or 
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so mutual funds that GAM runs. 

This was a risky strategy. First, mutual funds are 
usually associated with the mass retail market for 
those who cannot afford to achieve the necessary 
diversification with their own money. Yet Mr de 
Botton's discretionary clients must invest a mini- 
mum of $1m in GAM funds, and he is considering 
raising it to $3m. Second, mutual funds have unfor- 
tunate connotations in Europe, where most of GAM 
clients are. Europeans remember Mr Bernie 
Cornfeld's Investors’ Overseas Services (ios) "fund 
of funds" scheme. A brilliant idea ahead of its time 
(which many respectable financiers subsequently 
copied), 10s degenerated into one of the most cele- 


brated financial scandals of the late 1960s and early . 


1970s. Mr de Botton says that even today the West 
German market is tough to crack because of the lin- 
gering stigma created by ios. 

Even so, Mr de Botton is committed to what he 
calls the "vulgar medium" of funds. First, he can 
produce a performance record which the outside 































London has its 





— r3 ARILSIRLS 
3A ( ‘les 


0 SURVEY PRIVA 


€ 


CH 


fv AP 


world can monitor, something the Swiss system has 
so far conspicuously failed to deliver. And GAM's 
performance has so far been generally impressive. 
For example, in 1988 the GAM worldwide dollar 
fund rose by 26% and the equivalent Swiss-franc 
fund by 46%. This was encouraging for GAM, which 
had to cope with $350m-worth of redemptions in 
the four months following the stockmarket crash in 
October 1987. Second, the mutual funds allow GAM 
clients to benefit from both diversification and 
smaller broking commissions. They also keep Mr de 
Botton’s administrative costs down. 

Diversification is central to the GAM belief that 
as no money manager is a genius it is essential to 
spread the risk. A $5m portfolio invested in ten 
GAM funds will result in some 500 equity invest- 
ments, all of them actively managed. 

This gives rise to the third rationale for funds. 
They allow money managers to concentrate on in- 
vesting. Clients are dealt with by a separate species 
of hand-holder called portfolio managers. They are 
responsible for asset allocation in the sense of the 
appropriate mix of funds. As in all private-portfolio 
management, there are two vital questions to an- 
swer. What is the client's tolerance for risk? In other 
words, does he want income or capital? And second, 
what is the client’s reference currency? In what cur- 
rency will he measure GAM's investment perfor- 
mance? This last point is crucial. A Swiss-franc- 


based investor makes a huge currency bet if 80% of 


his investments are in dollar assets; whereas the op- 
posite is true if he is dollar-based. 

Through the mutual funds, Mr de Botton is also 
able to make use of money-management stars who 
are experts in their own field. On a sub-contractual 
basis, he has specialists based in New York to man- 
age GAM’s currency, risk-arbitrage and junk-bond 
funds. 

This idea of sub-contracting top investment tal- 
ent is not unique. It was started 20 years ago by a 
Geneva-based money-management boutique, Notz, 
Stucki & Cie, which in 1969 made the first $100m 


investment with Mr George Soros’s now famous 
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Quantum Fund. Quantum went on to record the "T 


best sustained performance of any investment fund 
ever. Notz, Stucki's private clients are still invested 
in it. 

Mr de Botton has developed sub-contracting 
into a fine art. He compares himself to a conductor 
of an orchestra filled with virtuosos. With the port- 
folios actively managed by experts, his main invest- 
ment role is determining GAM's strategic view on 
currencies, the other essential component of all in- 
ternational investment. 

If the GAM approach is a blend of Swiss discre- 
tion with London and New York performance mea- 
surement, more-traditional British private banking 
also reflects that mix. Like America's big money- 
centre banks, Britain's clearing banks have set up 
separate private banks in an effort to cater exclu- 
sively for their growing number of wealthy clients. 
There remains, however, a serious questionmark as 
to whether these huge organisations can deliver the 
quality of personal service essential in private 
banking. 

Distinctive service 

That may be why Barclays, which was originally cre- 
ated out of a collection of private banks, is 
rumoured to be considering relaunching Martins, 
with its distinctive grasshopper symbol, as its pri- 
vate-banking arm. Founded in 1563, Martins was 
the oldest bank in England before it was merged 
with Barclays in 1968. Reviving it would make a lot 
of sense. A successful private-banking subsidiary 
must have its own separate recruitment and career 
structure. Clients do not like it if their appointed 
private banker is transferred after two years to an- 
other department of the bank. 

Successful private bankers are also a different 
breed from run-of-the-mill clearing bankers. They 
need to be able to get on with rich people, be they 
tenth-generation dukes or parvenu property devel- 
opers. This is why National Westminster's wholly 
owned subsidiary Coutts & Co is such a success. 

Founded in 1692, Coutts has retained its auton- 
omy in terms of recruitment since being acquired by 
NatWest in 1920. Coutts's general retail-banking 
business has always been upmarket. To have a bank 
account there requires a minimum salary of £50,000 
a year. In the separate private-banking arm, 
Coutts's international minimum is $500,000 and 
within Britain £250,000. Coutts's challenge is to 
keep its private banking distinct from its branch 
banking. The two markets can be compared to the 
difference between the first-class and business-class 
sections on a transAtlantic aircraft. 

That Coutts thinks it can make this distinction 
is clear from its decision to set up in 1987 a private 
bank in Geneva. The rationale was that it had been 
referring good clients to the Geneva private banks 
for too long. Although Coutts's head of private 
banking, Mr Warwick Newbury, argues that for the 
non-resident London provides as good banking se- 
crecy as Switzerland does, the perception still re- 
mains that Switzerland is the safe where the world's 
wealthy park their capital. 

This image remains intact, even though Swiss 
banking will soon be deregulated and its legendary 
secrecy has already been eroded. 
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THERE’S A SIDE TO 
NOMURA KNOWN ONLY 
TO A VERY FEW. 

A PRIVATE SWISS BANK 
WHICH CAN DRAW ON 
NOMURAS WORLDWIDE 
RESOURCES. 

IT GIVES US A VERY 
SPECIAL ABILITY TO 
IDENTIFY OPPORTUNITIES 
AND MINIMISE RISK. 
THUS, WE NOT ONLY 
PRESERVE YOUR WEALTH, 
WE BUILD ON IT. 

AND, IN THE TIME- 
HONOURED TRADITIONS OF 
SWISS PRIVATE BANKING, 
YOU'LL FIND OUR 
CONTINUITY OF SERVICE, 
OUR DEDICATED PERSONAL 
APPROACH AND OUR 
DISCRETION IMPECCABLE. 
AT | NoMURA BANK 
| T] (SWITZERLAND) WE LOOK 
73 iet | UPON OUR RELATIONSHIP 





WITH OUR CLIENTS AS A 
TRUE PARTNERSHIP. 

A PARTNERSHIP WE 
MAKE SURE WILL FLOURISH. 


GNOMURA 


Personal Private Banking 


1 NOMURA BANK 
+} (SWITZERLAND) LTD. 


] ZURICH - BAHNHOFSTRASSE 71. 
PO BOX 8023. TEL: (01) 2199111. 
: E. Lor GENEVA - 10, QUAI DU SEUJET. 
7 ee UH 1211 GENEVA 11 TEL: (022) 324646, 
5 = LUGANO - VIA PRETORIO 9. 


i : | 
@ The Nomura Securities Co., Ltd. 1-9-1. NIHONBASHI. CHUO-KU, TOKYO 103 JAPAN | 6900 LUGANO TEL: (091) 202222. 


Issued by Nomura Bank (Switzerland) Ltd. and approved for circulation in the U.K. by Nomura International Limited, a member of TSA. 
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Switzerland is a 
special case among 
the world 5 main 
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financial centres 
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A very private matter 


RIVATE clients in Switzerland remain more 

important than institutional customers. Al- 
though the Swiss are trying to build up their institu- 
tional business, their profits still depend on pleasing 
rich individuals. Right from the top of an organisa- 
tion, this breeds an attention to personal service to 
which other banks can only aspire. 

Switzerland still dominates international pri- 
vate banking. McKinsey, a management consultant, 
estimates that the Swiss private-banking market to- 
tals some SFr1.3 trillion-1.5 trillion ($750-900 bil- 
lion). Between a quarter and a third of that by vol- 
ume is domestic business, be it Swiss nationals or 
foreigners residing in Switzerland. 

McKinsev also reckons that Switzerland has be- 
tween one-third and one-half of the total interna- 
tional offshore private-banking market that is 
thought to total around SFr2 trillion. This is an im- 
pressive market share, especially at a time when ev- 
ery hard-up government in the world, from Ireland 
to Gibraltar to Vanuatu, is setting up its own off- 
shore financial centre as a seemingly easy way to 
earn some precious foreign exchange. 

However, Switzerland's pre-eminence is based 
on history and tradition, not short-term expedi- 
ency. Swiss political neutrality was fought for on the 
battlefield and has stood the test of centuries. Every 
Swiss citizen—including its private bankers—must 
(depending on age) still do two to four weeks' mili- 
tary service a year. The country also hopes to have a 
nuclear fallout shelter for every resident by 2000. 

Swiss banking secrecy has its roots, contrary to 
popular impression, in the country's own culture. lt 
was not grafted on as a means of attracting interna- 
tional flight capital. The Swiss positively revere pri- 
vacy. This is an attitude of mind, not a marketing 
tool. Foreign clients, be they Africans, Chinese or 
French, sense this and appreciate it. 

The traditional Swiss private-banking clients di- 
vide into three usually related categories: those es- 
caping foreign-exchange controls; those fleeing pu- 
nitive inflation rates in their own countries; and 
those evading what they view as confiscatory tax- 
ation (though, as the chart on the next page shows, 
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marginal rates of tax have been coming down). This 
wayward capital flows into several sorts of eager 
hands. The biggest chunk, perhaps as much as 5096, 
goes to the "big three" Swiss banks, namely Crédit 
Suisse, UBS and Swiss Banking Corporation. None 
of them discloses the amount of money it manages, 
though clearly the total sum is huge. Estimates are 
around $500 billion. Mr Juerg Frick of Crédit Suisse 
does reveal that 1096 of the bank's private clients 
account for 9096 of the value. He reckons the same 
pattern holds true for most Swiss banks. 

McKinsey estimates that the Swiss private 
banks and what it calls specialised securities banks 
(bv which it means former private banks that have 
become public companies such as Zurich-based 
Bank Julius Baer and Bank J. Vontobel) have up to a 
3096 share of Switzerland's private-banking market. 
The biggest of these—Pictet, Lombard Odier and 
Julius Baer—manage around $20 billion each, the 
largest chunk of which remains private wealth, 
though the institutional portion is growing. Private 
funds in these banks tend to be managed on a dis- 
cretionary basis from around SFrlm up, though 
limits are flexible. The publicity-shy partners of 

















Dividing the cake 
Swiss private-banking market, 1988 
Total: SFr1.3 trillion-1.5 trillion 


Big three” 40-50% ————— ——— ———31 


Specialised securities 
banks 10-15% 


Private banks 
10-15% — —— 





Foreign banks 
5-10% 






Other banks 15-25% — —— 





* Union Bank of Switzerland, Swiss Banking Corporation, Crédit Suisse 
Source: McKinsey 
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Sydney Palk, Head of International Private Banking, 








describes the development of Barclays’ services to the 
international high net-worth individual but first asks 


the question... 











[International 
Private Banking - 


- Can it be Defined? 


Notwo banks agree on a definition 
of "Private Banking", whether 
domestic or cross-border. And so the 
few quoted profit or turnover fi igures 
available from this most secretive end 
of the banking world offer little 
guidance to comparative standing or 
performance. 


Some banks set the *entry level" for 
private banking as low as 50,000 dollars 
while others shun those with investable 
wealth of less than 10 million dollars. 
Some include earnings from securities or 
mutual funds in their private banking 


figures. Others, including Barclays, 
exclude them. 


However, all banks agree that private 
banking is a growth market. There is an 
estimated one million households in the 
United States with an annual net income 
exceeding one million dollars. And the 
numbers of the “seriously rich” 
worldwide brings this figure up to 
anywhere between three and ten million 
-a huge and potentially highly profitable 
market. 


Whatever definition of “rich” is 





employed, a large proportion of that 
market remains untapped. 


For banks, in comparison with their 
ordinary commercial lending activities, 
private banking has many attractions. It 
generates fees from those who are happy 
to pay well for quality service. 


Risk is minimal. In most private banking 
transactions, the bank is a deposit taker or 
a secured lender. Private banking impacts 
less upon a bank’s balance sheet and 
makes small demands upon a bank’s 
capital adequacy. 
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| ut ain we are witnessing a 
al change i in the way many banks 






nds to bring together 
nancial disciplines for the 
vidual in a central location 

n of Barclays clients find a 

istinct advantage. We have chosen to 
our principle offices in Geneva, 
London, New York and Hong Kong and 
ipplement these by specialist account 
xecutives resident in Jersey, Marbella, 





i Ve piens from d 





trust and. discretion. However i in 


is s demand ing arequirement 


other cases, clients are attracted to our 


centres of expertise simply because the 
facilities provide the sophistication 
needed to handle complex issues 
associated with trust, settlements or 
foundations. 


Consistently we find that clients are 
looking for an economically stable 
location for their wealth and the 
confidence that their affairs will be 
professionally managed in a secure 
environment. 


They set the most demanding standards 
but Barclays can demonstrate that we are 
more than equipped to compete in this 
marketplace with our well established 
global representation. > 


Barclays provides a wide array of services 
ranging from multi-currency deposit 
accounts and foreign exchange to global 


. portfolio management and complex 


fiduciary services. We find that a 
customer's commercial and personal 


PO 





DISCRETION 
TRUSTS 


affairs are often closely connected sothat . @ 
account executivesarerequestedto — 

arrange finance for the purchase of 

commercial property or provide Letters 

of Credit to facilitate trading transactions 

in the country of domicile often using 

personal assets in support. 





However, our strategy with regard to 
clients’ funds is primarily asset 
preservation. We act as custodians of the 
wealth entrusted to us for safe-keeping 
utilising prudent management 
techniques. 


Although Switzerland canc aiman early 


chi kem in Private] sank ng built from 











European wealth at the turn of the last rid 
century, other centres have evolved inthe enviable service to international cli 
recent past stemming from either political ^ each centre and enhance this cap: 
instability or newly created wealth (e.g. through modern communication 
New York for Latin America and Hong competitors can claim the depth o 
Kong for the Far East). London itself product speciality provided by ov 
continues to hold a key position largelyas ^ International Private Banking Divis 
the result of its reputation for financial supported by research and executio 
expertise. It is not surprising, therefore, ^^ capability in the foreign exchange 
and money markets, trust facilities 
and global market research in 
support of portfolio management 
formidable combination enables o 
account executives to provideat 
personal service. 


INTERNATIONAL PRIVATE BANKING 


‘HONG KONG 


WICAYMAN ISLANDS -~ Y y | AX. 2 


€ BANKING CENTRES 
L]FIDUCIARY CENTRES 
JOINT CENTRES 































. Why did Barclays decide to enter 
orld of International Private 
king two years ago? "- 


i We were hiv: in private banking” 
though we did not label it as such. Our 
ibstantial presence in three leading banking 
tions: Switzerland, clari a major 


^ sence in London, Geneva, and New 
d the offshore centres enabled tis to. 


to bs our services to. 


to this demand from ihe | 


small and specialised units. Besides 
attracting new customers, their responsibility 
was and is to ensure relationships with 
individual clients, providing access to all the 
Group services but in particular to those 


i directed to the protection of the client's 


asse t. 





; Qa As scores of other banks offer 


apparently similar services, why 
should your target clientele choose you 


rather than one of your Swiss or. 


~~ American rivals? 


199 A Barclays is the largest London-based’ | 


international bank. Our presence in so many 
countries means Group services are easy for 
the customer to access. For the client, - 
Barclays means a major British bank in a 
significant market where they feel thetr : 


3 money is safe. 
We háve offshore fiduciary capacity equal to 


or bigger than anyone else. In-house 


" 4 investment services include a wide range of 
D mutual funds as well as Barclays de Zoete- | 


CN m “Wedd, our investment banking arm. 





























/ emme successful Ther i is no reason why 


l Clearly, American banks represent very real B 


competition but accessibility is a major plus 
point for us. The Swiss banks are significant 

npetitin buti itis interesting to note that 

ny of the deposits taken by Swiss banks 

are ultimately placed — specially i in 

E uromarkets - mid London. 











9, “What do you. see as the fature for 
International Private Banking? 





| Private Banking! 


: Fitness different things to different. 


institutions. But using. our definition of 





opeis on nec T growth path while 
‘astern countries continue to be 











Member of IMRO 





a growing number of affluent individuals 
around the world should not be seeking safe 
havens for their money away from percetved 
political or social risk. 

One obvious threat is a possible world 
economic downturn. Certainly the business 
was not left untouched by the events of 
October 1987 although that did serve to 
augment cash deposits and flight to quality. 
Regulatory changes are difficult to foresee. 
Some countries, particularly in the Far 
East, are taking a more liberal attitude to 


. wealth creation. As for the effects of 1992 in 


the European Economic Community, there 

is little clarity. So far, most of the emphasis — - 
has been on harmonisation and its effect 

upon corporate structures and the effect on 

the wealthy individual has been largely 

ignored. Harmonisation might make certain 
offshore centres more attractive. 


C) How does the International 





l Private Banking. Division of Barclays 
: intend to meet the challenge of the 





wants and deliver i it. We have to exhibit 
flexibility in counselling and servicing our 
clients — the counterpart of their own attitude —— 
to markets. We have to heightenour = = 
knowledge of the products demanded by 

our clients. 

We intend TOU ERE 
promoting our services with greater 


| aggression although we recognise that the 
‘way to expand International Private 


= Banking is through personal contact. We 


deliver a traditional personalised banking 
service to a clientele which wants something 
more than mass banking and which has the 
wealth to justify it. 


s; % This Briefing | has been prepared as a service to everyone interested in finance by 
nk Public Relations Department, 54 Lombard Street, London EC3P 3AH. Tel: 01-626 1567, Ext. 4374 












these firms are among the most handsomely paid 
men in finance. There are nine general partners in 
Lombard Odier. Pictet has only six. | 

. The rest of the market is divided between the 
foreign banks, with an estimated 5-1096 market 
share, and other Swiss banks such as regional 
banks, with perhaps a 15-2596 share. There are 
more than 600 banks in Switzerland. 
. The biggest foreign participants are Citibank, 
and American Express, which runs its worldwide 
private-banking operation from Switzerland. They 
are closely followed by Paribas. Amex's strength 
stems from its purchase in 1983 of Mr Edmond 
Safra's Geneva-based Trade Development Bank 
(TDB). After a three-year pledge not to compete, Mr 
Safra is now back in the private-banking business in 
Geneva with Safra Republic Holdings, which is 
49% owned by Republic Bank of New York, which 
in turn is 3376 owned by Mr Safra. Beginning opera- 
tions in 1988, Safra Republic already had total de- 
posits of $3.1 billion at the end of March 1989. 

Mr Safra, a doyen of international private bank- 
ing, has a specialised client list, consisting mainly of 
wealthy Sephardic Jews like himself. In private 
banking ethnic ties matter for the obvious reason 
that people need to be comfortable with those to 
whom they entrust their wealth. 

Safra Republic (like TDB before it) is an oddity 
in Swiss private banking, since it does hardly any 
investment management. Mr Safra has a deep dis- 
trust of the whims of the stockmarket. Rather the 
business is concerned with pure banking. The over- 
riding principle is the safety of clients’ funds. Cli- 
ents’ nest-eggs are placed as safely as possible in 
short-term liquid instruments such as government 
paper and certificates of deposit. Mr Safra earns a 
profitable spread in the process. In order to keep 
risk to a minimum, interest-rate exposures match 
Wherever possible the maturity and interest rate of 
the bank's deposit liabilities. Investment perfor- 
mance is not an issue. Preservation of capital is all. 

Mr Safra's clients do not come to him to make 
money, save what they accumulate in compound in- 
terest in the currency of their choice (see chart). For 
this reason they will usually place only a portion of 
their wealth with Safra Republic. Mr Jeffrey Keil, 
the president of Republic New York, says that a 
typical client may be worth $10m-20m and have be- 
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00 and $5m “entrusted with us". H 


tween $50 
adds: “The 


percentage of his net worth he is likely to want in a 


safe place in liquid form.” 


... Mr Safra's ultra-conservative policy means that 
Republic New York's growth, unlike 99% of com- 
mercial banks today, is driven by deposits, not lend- 


__ ing. Less than one-quarter of the bank's assets are in 
"loans, even though it is a commercial bank in Amer- 


ica. In pure accounting terms that makes it Ameri- 
ca's most conservative bank. Unsurprisingly, Re- 
public was the first sizeable American bank to write 
off most.of its third-world debt exposure. 

— If Mr Safra is one phenomenon of Swiss private 


banking, a different one is the proliferation of 
money-management boutiques. These are set up by 


money managers who leave one of the big banks, 


takinga few satisfied clients with them. They will, 


e E 
however, retain a custodian bank to handle the 
clearing of their securities. Swiss banks are famous 
for the clockwork efficiency of their back Offices, a 


point which private clients appreciate in the form of 


accurate and understandable monthly account 


Statements. Compare this with the back-office 


chaos in post-Big Bang London. 

A single money manager can be highly profit- 
able when managing only SFr150m, which is not 
much by banking standards. This is why so many of 
these boutiques have been formed. McKinsey esti- 
mates that they now manage about 10% of Switzer- 
land’s private banking funds. 


Mini-bangs 

If Swiss private banking is evolving, it remains a 
cosy world which accommodates many sorts. A 
bomb, however, is about to go off—in the shape of 
deregulation. For the Swiss are about to face their 
own Big Bang—the introduction of negotiated 
broking commissions. 

The trigger for deregulation in Switzerland is a 
recently published report from the country s Cartel 
Commission, whose recommendations have already 
been widely and openly discussed in Switzerland. 
The report has recommended scrapping the fixed- 
price structure, known as conventions, which cover 
broking commissions, foreign-exchange transac- 
tions and other charges levied by the banks. Al 
though the Swiss Bankers Association will have un- 


more unsettled the world, the higher 


‘Specialist Safra. 
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Private Banking 


“Why do so many top investors 


Carlo A Grigioni, Vice President, Singapore, with Edgar G. Schobel, 
Senior Vice President, Private Banking Division, New York. 





choose SBC as their private bank?" 


They know we're active on every major 
stock exchange. A leading bank in issues 
and acquisitions worldwide. That we're an 
AAA-rated bank, with the largest interna- 
tional network of any Swiss bank. That we 
provide the speed, the power, the global 
resources vital to big, successful busi- 
ness. 

But they also know that when Swiss Bank 
Corporation returns to its first love — Pri- 
vate Banking - it is with a very special, very 





personal style. Global in investment man- 
agement capacity. But totally individual, 
totally Swiss in precision and discretion. 
That's why they entrust us with their 
Portfolio Management, their stock deal- 
ings, the management of their personal 
fortunes. 

Because they recognize that, despite our 
global success, we've managed to re- 
main what we first set out to be - one of 
the best private banks in the world. 


Swiss Bank 
Corporation 


Schweizerischer Bankverein 
Société de Banque Suisse 


The key Swiss bank 


General Management in CH-4002 Basel, Aeschenplatz 6, and in CH-8022 Zurich, Paradeplatz 6. Over 200 offices throughout Switzerland. Worldwide 
network (branches, subsidiaries and representatives): Europe: Amsterdam, Dublin, Edinburgh, Frankfurt, Jersey, London, Luxembourg, Madrid, 
Manchester, Monte Carlo, Munich, Paris, Stuttgart. North America: Atlanta, Calgary, Chicago, Dallas, Houston, Los Angeles, Miami, Montreal, New York, San 
Francisco, Toronto, Vancouver. Latin America: Bogotá, Buenos Aires, Caracas, Lima, Mexico, Montevideo, Panama, Rio de Janeiro, Sáo Paulo. Caribbean: 
Grand Cayman, Nassau. Middle East: Bahrain, Cairo, Tehran. Africa: Johannesburg. Asia: Bombay, Hong Kong, Osaka, Seoul, Singapore, Tokyo. 


Australia: Melbourne, Sydney. 


Lintas Zürich SBV4089 
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y to produce a formal response, the almost 
unanimous expectation. is that the long-standing 
Swiss banking cartel will go by 1991 at the latest. 
But the transition will be gradual. There will be no 
single D-day as in London, but a series of mini- 
bangs. 

Even so, the consequences, as with all deregula- 
tion, will be dramatic. The small customer will pay 
more, the big customer less. The big three banks 
and the prominent private banks will gain in market 
share at the expense of the inefficient and 
undercapitalised. Some of the less competitive 
banks will fail—a point of concern to many bank- 
ers, since the Swiss image of safety does not sit well 
with the spectacle of failing banks. 

However, the biggest change will be in the way 


v. private clients pay their Swiss bankers. American 


and British competitors have long criticised the 
Swiss banking cartel as a licence to steal. “The Swiss 
charge everything that moves" is a familar refrain to 
be heard from jealous rivals. These criticisms refer 
to the fixed prices on broking commissions, custo- 
dian fees, dividend-collection fees, foreign-exchange 
transaction fees and the like, with which the Swiss 
have traditionally billed their clients. 

Psychologically, it certainly appears to the client 
that he is being charged many times over. Take the 
man who buys American shares through a Swiss 
bank. He will be charged a Swiss broking commis- 
sion with a full fixed-price foreign broking commis- 
sion on top (even if the Swiss bank boughr the 
shares cheaply through an American discount bro- 
ker). The client will also be charged a fixed conven- 
tion rate for the currency conversion. 

However, what is usually not mentioned in 
these accusations of Swiss avarice is that the Swiss 
charge low or no fees for discretionary investment 
management. By contrast, their private-banking ri- 
vals in London and New York charge a flat 1% of 
total assets managed. Both Pictet and Crédit Suisse, 
for example, charge no management fee at all. They 
make their money on commissions and other 
charges. | 

What matters is the total revenue stream, in- 
cluding all charges, that a Swiss bank secures from a 
customer. Mr Pierre Mirabaud, a managing partner 
at Mirabaud & Co, a small Geneva private bank, 
reckons clients who are active traders end up paying 
1.2% of funds they have invested, whereas the stan- 
dard client pays 0.896. Mr Lucas Muhleman of 
McKinsey's Zurich office broadly agrees. He esti- 
mates the average Swiss bank earns between 0.696 
and 1.276 of assets managed for a private client, de- 
pending on the frequency of trading. Clearly this is 
not so different from the flat 196 charged elsewhere. 
The celebrated expensiveness of the Swiss is thus a 
myth, circulated to great effect by the competition. 

Deregulation will allow the Swiss to do away 


1 |. with the sundry charges and start levying flat man- 
| agement fees of 1%, just like everyone else. Mr Frick 


of Crédit Suisse even thinks the rate will fall as a 
result of Swiss deregulation: "I think the 196 man- 
agement fee will come down to 0.5-0.7596 on a 
worldwide basis," he says. Certainly, charging flat 
management fees makes sense for the Swiss. Clients 
prefer one overall charge to a plethora of small ones, 
which is why many Swiss bankers told this cor- 
respondent that the way they have traditionally 











pid". However, the practice, 
like banking secrecy, has its origins in a Swiss tradi- 
tion, albeit an irritating one. Mr Hans Baer, chair- 
man of Bank Julius Baer, recalls how 20 years ago 
Swiss hotels used to charge extra for the heat sup- 
plied to a room. 


No tax haven 


There are, however, some costs that the Swiss have 
to pass on: the ones imposed by their own govern- 
ment. Switzerland is no tax haven. Take Swiss 
stamp duty on securities transactions. It is a flat 
0.165% per transaction (which means 0.33% to go 
in and out, both buying and selling). Worse, stamp 
duty is levied on everything, from equities to Euro- 
bonds to money-market instruments. The cost 
quickly mounts up and has certainly reduced Swit- 
zerland's competitiveness as a financial centre. lt 
means, for example, that if a private client has a 
one-month time deposit in a Swiss bank he will be 
charged 0.33% every time he rolls over—12 times a 
year, if he keeps it. 

The Swiss banks have been campaigning vigor- 
ously to have the stamp duty removed, as deregula- 
tion elsewhere makes it more anomalous. Abolition 
would be difficult, because the duty contributes 
some SFr? billion (8%) annually to the Swiss federal 
government's revenue. The present Socialist f- 
nance minister, Mr Otto Stich, has responded by 
saying he will abolish the stamp duty only if he can 
tax fiduciary deposits instead. That idea has caused 
Swiss bankers untold horror. 

Fiduciary deposits are a device used by Swiss 
banks to prevent their foreign depositors paying the 
Swiss withholding tax of 3596 on interest income. 
As a result, foreign holders of Swiss bank accounts 
seldom hold cash balances in Switzerland. Instead 
the Swiss bank will—for a fee, of course— place a 
fiduciary deposit outside Switzerland, be it at its 
Luxembourg subsidiary or perhaps another bank in 
London. Each time, the client must sign a waiver 
that the deposit is "for the account and risk of the 
customer", which means the bank is no longer re- 
sponsible for the safety of the funds. The paradoxi- 
cal result is that foreign capital deposited in Switzer- 
land as a safe haven often ends up outside the 
country. 

Aside from the somewhat unfair criticism of 
their expensiveness, the other area where the Swiss 
are under pressure concerns their investment per- 
formance, where they suffer from the partly valid 
reputation of being last into an investment and last 
out. As a result, more Swiss banking clients are 
pressing both for better performance and for more 
open disclosure of performance. | 

Still, as Mr Safra's success demonstrates, Swit- 
zerland is a peculiar market. Crédit Suisse says that 
even today more than 5096 of its private clients are 
still interested only in capital preservation. This is 
not so surprising. Wealthy people based in coun- 
tries plagued by runaway inflation and depreciating 
currencies are naturally happy if their flight capital 
just retains íts purchasing power in, say, dollars. 
They simply do not share the mentality of those 
who study unit-trust performance tables. 

The Swiss banks are not paid to take stock- 
market risks. Rather they are paid to keep the pri- 
vate client happy and to allow him to sleep at night. 













































-. When wealth 
whispers, the 
bankers remain 
. mum 
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COMPAGNIE DE BANQUE ET D'INVESTISSEMENTS 


Declaration on opening an account or securities account 
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(€ WISS banking secrecy is still the best in the 

) world." The speaker is Mr Felix Zulauf of the 
Zurich-based Clariden Bank. If Mr Zulauf sounds 
defensive, he has reason to be. For the perceived 
erosion in Swiss secrecy is real, even though it is 
limited. It stems from a worldwide trend towards 
greater disclosure, though much of the running has 
been made by extra-jurisdictional fishing parties 
conducted by branches of the United States Justice 
Department. 

The Swiss, as natural pragmatists, have so far 
bent with the wind. The big three banks have all 
expanded into America and are scared stiff of hav- 
ing their accounts frozen there, an action they know 
the Americans would be quite capable of. In the 
early 1980s the Securities and Exchange Commis- 
sion (SEC) threatened to ban the Swiss from dealing 
on America’s stock exchanges unless they co-oper- 
ated with its investigations. That would have ex- 
cluded them as investors from what was then the 
world’s biggest stockmarket. 

— However, the Swiss also realise they can bend 
only so far without destroying their franchise. It is 
secrecy combined with political neutrality, not in- 
vestment performance or personal service, which ul- 
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money the Swiss attract. Which leads to the heart of 
the Swiss mystique— banking secrecy. 





timately make Switzerland so very special. 

The Swiss also know there are limits to the ex- 
tent the American authorities can indulge their 
overweening sense of right and wrong. For America 
lives off its foreign creditors. When Continental Ii- 
nois went bust in. 1984 the rDiC bailed out all its 
anonymous Swiss-bank-account depositors, how- 
ever large, so concerned was it to prevent panic 
withdrawals. Foreigners still own about 25% of the 
deposits in American’s banking system. 

The most publicised erosion in Swiss banking 
secrecy was the decision in March 1986 to freeze the 
accounts of the former Philippine president, Mr 
Ferdinand Marcos. The Swiss bank involved, 
Crédit Suisse, had no choice but to co-operate be- 
cause it was ordered to do so by the Swiss govern- 
ment. Swiss bankers were naturally furious, since 
the decision created an ominous precedent: for un- 
der the normal interpretation of Swiss banking se- 
crecy, Mr Marcos's assets would not have been 
blocked. This was a man who went overnight from 
being America's trusted ally to being an interna- 
tional pariah. In theory Swiss banking secrecy 
should be waived in order to co-operate with a for- 
eign judicial inquiry only when there is convincing 
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Declaration by Swiss attorney or notary 
upon opening an account or securities account 
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proof that the account holder has committed a 
crime under Swiss law. Yet the Swiss government 
acted even before receiving an official request from 
the Philippine government to do so, let alone being 
shown proof of an alleged crime. To freeze Mr Mar- 
cos’s accounts just because international opinion 
suddenly agreed he was a rogue was and is absurd. 
The same applies to a later decision to block the 
accounts of Haiti's former president, Mr Jean- 
Claude Duvalier. As Swiss bankers rightly say: “We 
cannot play moral policeman for the world.” 

However, the Swiss will co-operate where they 
perceive it to be in their own interest. That is why 
they passed a law in 1988 making insider trading a 
crime in Switzerland. That enables the banks to co- 
operate with the SEC in insider-trading investiga- 
tions without infringing their banking secrecy. Mr 
Alois Mayer, an investment chief at UBS, says: “If we 
agree to collaborate with the SEC on stock fraud that 
is not an erosion of secrecy. It is a weight off my 
chest." 

He is not being disingenuous. The Swiss have 
no interest in accommodating blatant insider trad- 
ers and the like. It is simply not worth the potential 
scandal. That is why Pictet asked a convicted insider 
trader, Mr Dennis Levine, to close his account when 
it noticed the pattern of his trading. Mr Levine went 
to the Bahamas branch of another Swiss bank, Bank 
Leu. That bank's subsequent involvement in scan- 
dals over both Mr Levine and Britain's Guinness 
COSt it accounts. 

In private banking, one of the worst sins any 
bank can commit is to have its name regularly in the 
press tainted by scandal. Clients naturally worry 
that government investigators will be swarming all 
over the bank. 





Tax cheats welcome 


If the Swiss have compromised on insider trading, 
they are unlikely to go the whole hog and make tax 
evasion a crime in Switzerland. Swiss banks still 
refuse to supply foreign governments with informa- 
tion on suspected tax evaders. They would be fool- 
ish to back down on this point. If Switzerland ever 
decided to make tax evasion a crime, it would al- 
most certainly lose a large chunk of its private-bank- 
ing business. Despite bankers' denials, interna- 
tional private banking and tax evasion border on 
the synonymous. 
This is not a small matter. Banking accounts for 
4% of Switzerland's GNP. The Swiss by nature do 
not view tax evasion as a crime, as they do, say, mur- 
der or robbery. That is why, though the banks are 
currently rather unpopular within Switzerland be- 
cause of widespread dislike of the country’s image as 
the hoarder of the world’s black money, a move to 
make tax evasion criminal remains unlikely. It 
| would also require a referendum. In a direct democ- 
fez d Luo adem. Pw racy like Switzerland's, Mr Niklaus Blattner of the 
7 D T7 OW ua Swiss Bankers Association says: “I can't imagine 
that tax evasion would be made criminal whatever 
happens. This is deeply rooted in the Swiss psyche.” 
If the Swiss attitude towards tax evasion is the 
first pillar of the country's banking secrecy, the sec- 
ond is enshrined in law in clause 47B of the 1934 
Federal Banking Act. This states that anyone in- 
volved in a bank who reveals secrets confided to 
The big three in everything him as a result of his job faces a fine of SFr20,000 
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($12,000) and up to six months’ imprisonment. Al- 
though codes of banking secrecy provide some pro- 
tection for individual privacy in most civilised coun- 
tries, what distinguishes Switzerland from the rest is 
that it is a criminal offence for a banker to violate 
that secrecy. 

To give extra protection to this secrecy and to 
prevent criminal prosecutions, Swiss bankers de- 
vised the numbered bank account (which was a 
practical way of limiting the number of bank offi- 
cials who could get to know the name behind the 
account). Senior Swiss bankers also used numbered 
accounts themselves in order to prevent junior em- 
ployees knowing the details of their own accounts— 
another example of the national obsession with pri- 
vacy. 

However, Swiss banks will insist on knowing 
the beneficial holder of a numbered account before 
they open it. The only exception is when a Swiss 
lawyer agrees to sign a form stating that he knows 
the beneficial owner and that he is satisfied that his 
client is neither attempting to abuse secrecy nor en- 
gaged in criminal acts. Swiss bankers say that in 
most cases lawyers are reluctant to sign what 
amounts to a blanket guarantee since their profes- 
sional reputation is on the line. They will usually 
insist that the client discloses his name to the bank. 

In fact, despite their image of not asking ques- 
tions, the Swiss actually ask a lot of them. A foreign 
employee of a Swiss private bank says: "The worst 
nightmare of a Swiss bank is having an SEC investi- 
gation and not being able to show who the benefi- 
cial holder is." That is why anyone opening an ac- 
count usually has to complete some ten pages of 
documentation. The Swiss are nothing if not thor- 
ough. This need for detail doubtless deters most of 
those it is meant to. Crooks will be asked many 
fewer questions opening an account in London, 
Hongkong or the Cayman Islands. 


The wealth of centres 


Which other centres challenge Switzerland's posi- 
tion as the best haven for quiet money? The place 
most often mentioned is Luxembourg, which is sup- 
posed to have profited from money fleeing Switzer- 
land because of the erosion in secrecy. 


-n a t - 


As in Switzerland, Luxembourg's banking se- 
crecy is enshrined in law. Legislation was enacted by 
decree in March this vear to achieve just that. Also 
like Switzerland, banking secrecy is lifted in crimi- 
nal cases where convincing evidence of criminal acts 
is presented, though tax evasion is not considered a 
crime. 

However, Luxembourg has one serious draw- 
back: it is a member of the European Economic 
Community (EEC). Some fear that Luxembourg will 
one day be forced to adopt an EEC-wide withholding 
tax, a measure which has already been proposed by 
the European Commission (though rejected by 
most EEC governments). An even greater longer- 
term fear is that Luxembourg will become part of 
EEC government-wide sharing of tax data. 

Although Luxembourg will fight both possibil- 
ities strenuously since offshore finance virtually rep- 
resents its sole livelihood, the fact remains that an 
integrated Europe cannot function with a tax haven 
inside it, for all the surplus savings would then sim- 
ply flow there. That is why, in a private-banking 
context, Switzerland is much better off remaining 
outside the EEC. 

The other drawback for Luxembourg is that its 
political neutrality has not stood the test of time. 
Unlike Switzerland the Grand Duchy was, after all, 
overrun by the Nazis. The same happened to Aus- 
tria, which on paper has greater banking secrecy 
than Switzerland’s. Austrian banks actively adver- 
tise the fact they do not need to see a passport to 
open an account, nor do they need to know the ben- 
eficial owner. As for tiny Liechtenstein, it is in the 
Swiss sphere of influence and uses the Swiss franc, 
which means it is subject to Swiss pressure. Liech- 
tenstein’s future is as an appendage to Swiss private 
banking, not as a rival. The pattern is for private 
clients to form Liechtenstein companies and then 
repatriate the funds into Swiss bank accounts, 
which is why there are more companies in Liechten- 
stein than there are people. 


Other havens 


Nor do other offshore centres threaten the Swiss 
pre-eminence in private banking. The Channel Is- 
lands will remain a convenient appendage to Lon- 
don-based private banking since they are an ideal 
jurisdiction in which to set up offshore trusts. They 
are not, however, true private-banking centres. Cli- 
ents do not want to go there, and money managers 
do not want to live there. They all prefer London. 
As for London, its main niche is the Arab private- 
banking market. However, it falls down on neutral- 
ity. During the Falklands war, Argentine private- 
banking clients in, say, Morgan's London office had 
their accounts frozen. The same happened to rich 
Iranians with New York bank accounts a few years 
earlier. 

The other contenders are the warm-water ha- 
vens such as the Bahamas and the Cayman Is- 
lands—and, before its recent troubles, Panama. But 
these act more as “booking” centres, the beneficia- 
ries of regulatory arbitrage, than they do as private- 
banking centres. As such they are more likely to at- 
tract drug dealers who launder their profits in 
America into some legitimate front business and 
then expatriate the funds offshore. This is presum- 
ably one reason that American banks’ liabilities to 
,, THE ECONOMIST JUNE 24 1909 
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The responsibility of representing our customers in. 
the investment world is foremost in KFTCIC's 
priorities, Kuwait is in an advanced position in 
global financial affairs and has provided for a _ 
conducive legal environment and modern | 
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This survey has 
ignored the drug- 
laundering 
scandals of 
private banking. 
Deliberately so 





the Bahamas and the Cayman and Virgin Islands 
were $178.3 billion in August 1988, according to 
the Federal Reserve Bulletin. That represented as 
much as 27% of the total liabilities of American 
banks to foreigners of $658.2 billion. 

Switzerland has no obvious rival, which is why 
it retains much of that precious mystique. It should 
not be forgotten that less than 15 years ago the 
Swiss were charging foreign depositors negative in- 
terest rates. 

What the Swiss do best is sell fear. Although few 
Swiss bankers would admit it in public, Swiss pri- 





Limitless discretion 


HE drug trade in America alone is reckoned to 

be worth as much as $200 billion a year. It is 
therefore obvious that drug dealers use banks, just 
as they use long limousines. The business is simply 
too vast to be isolated. It has become part of the 
financial system. 

This is why the debate about banks and drug- 
money laundering ultimately leads nowhere. Private 
bankers can always make their traditional disclaim- 
ers. These are, first, that they do not accept suitcases 
filled with cash without asking questions. Second, 
that all their clients come from recommendations 
from their existing customers. Though mostlv true, 
that also is beside the point. Multi-millionaire drug 
dealers can always hide behind legitimate business- 
fronts. It is only the small fry who deal in cash, and 
they are not the target of private bankers. 

Those wishing to combat the drug trade would 
do better to tackle the demand for narcotics rather 
than to attack the related flows of cash. The flows 


vate banking will boom again when times get tough, 
be the unpleasantness war, terrorism on a-global 
scale, or electronic-banking panics. In the mean- 
time, the country will continue to perform a valu- 
able role recycling capital and offering the individ- 
ual some protection from the tyranny of 
governments, whatever their political persuasion: 
for the refreshing point about the Swiss is that they 
do not impose their values on others. They do not 
judge. Hence their aversion to playing moral police- 
man. They would rather take the money than worry 
about where it comes from. 


a 


are a symptom, not the disease itself. Attacking 
them risks further prejudicing the individual's right 
to banking secrecy as a result of heavy-handed regu- 
lation, for in an electronic-banking system, banks 
will always be used to launder money. The only ef- 
fective way to end that practice would be to ban all 
forms of cash. 

It is, of course, true that an essential attribute 
required of any successful private banker is a gener- 
ous portion of discretion. No bank wants to have 
nefarious crooks as clients, since the resulting scan- 
dal could do untold damage to its good name. 
Equally, no private banker wants to turn away big 
accounts without good reason. 

This is an individual, bespoke business where 
every client is different and where the banker inev- 
itably finds himself dealing in shades of grey. It is the 
opposite of the commodity-type business that insti- 
tutional finance has become. That is why the Swiss, 
who invented private banking, remain the best at it. 
Everyone else just copies them. 

The theme of this survey has been that the long- 
term winners in private banking will be those who 
remain conscious of its "private" nature. Those 
who are in it to chase deals and quick profits will 
soon leave the scene. 

It is not even essential to share the view of one 
cynical British private banker with years of experi- 
ence in Latin America who said: "If you had morals 
or ethics in this business you would not be in it. ” It 
is indisputable that private banking and secret 
money do go hand in hand, and some of that secret 
money would fit many people's definition of dirty 
money. 

There are, however, no easy-to-define guide- 
lines. As Dr Robert Holzach, a former chairman of 
UBS, remarked to this correspondent nearly two 
years ago: "lt is an interesting question as to 
whether money can be ethically dirty. If a prostitute 
deposits money, is it dirty?” 

The point is that money is an anonymous me- 
dium which was invented to depersonalise the ex- 
change of goods. It still retains that role. The most 
successful private bankers understand this and will, 
within sensible limits, continue to put the interests 
of their clients ahead of those of governments and 
their enforcement agents. Whether this is moral or 
not is not the subject of this survey. It is most cer- 
tainly good business. 
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SOMPREHENSIVE ASSET MANAGEME? pi 
BEGINS WITH A GLOBAL PERSPECTIVE 


~~ V Ve believe the key to achieving consistently good investment results in every market - 
environment is a comprehensive approach toward i investing. At Bessemer, we maintain 
à global perspective in making investments that includes an analysis of international 
investment opportunities as well as those available in the United States. 

Our London-based international investment staff is devoted full time to analyzing the 

relative attraction of the World's markets and thorou: ghly researching investments through- 
out Europe, the U.K. and the Far East. 
.  Bessemer manages approximatel y $6 billion for over 600 individuals and institutions 
located in the United States and abroad. We create for our chents a comprehensive invest- 
ment program that includes U.S. and international sec urities, real estate, oil and gas and 
private investments. 

Tolearn more, callor write Robert C. Elliott, Senior Executive Vice President. Bessemer 
lrust Company, N. A., 630 Fifth Avenue, New r York, New York 10111, (212) 708-9141. 
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nvest-Loan 


With Jyske Bank’s Invest-Loan you can in- 
-į vest up to four times your own capital and 
| increase your return. You borrow in a 
. low-interest currency and invest in 
high-interest currencies. In 1988 most 
of our Invest-Loan customers had a 
| 30-4096 return on their own capi- 
| tal You cannot expect that 
return every year Depending 
on market conditions, your 
final yield will increase or 
decrease so you must not 
be financially dependent 
on it. The Invest-Loan 
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‘hey know that Dubai’s Jebel Ali Free Zone a No personal income taxes. 
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IHE BANK OF KUWAIT & THE MIDDLE EAST 


Le BKME guide you to untapped business 
opportunities in Kuwait. 


Being the oldest Bank in Kuwait, The Bank of 
Kuwait and the Middle East has gained the 
experience and know-how in providing a full range 
of domestic and international banking facilities 


rr 


€ parucipate in regional and syndicated 
guarantees. We are in the international foreign 
exchange markets, and provide advice on currena 
hedging as well as on the interest rate and currena 
swaps and options 


A substantial portion of our business is oil-oriented 
We help finance oil explorations conducted by the 
Kuwait Oil Company 


We know that to be successful in winning tenders, 
you must be competitive. We're aware that this 
phenomenon includes your banking and financial 
arrangements as well. We think vou'll find our rates 
competitive and our service responsive 


For any inquiries relating to doing business in 
Kuwait, please contact our London Representative 
Office located at 


BKME Representative Office: 

Suite 60, 4th Floor, Warntord Court 
Throgmorton St, London EC 2N 2AT 
United Kingdom 

Tel: (01) 588-9550, Fax: (01) 588-9570 
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The Only Bank You Heed 
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hard after Labour gained 13 
seats in the European par- 


15% of the vote but no seats. 
The centre parties of the for- 
|, mer Alliance collapsed. Neil 
| Kinnock dreamt of a Labour 

[majority of more than 20 at 
the next general election. 


the Garter at Windsor Castle. 
-His prime minister, Felipe 
Gonzalez, gave a chivalrous 


account of talks with Margaret 


Thatcher but held out no 
hope that next week's Euro- 
pean summit in Madrid 
would see Britain fully in- 
stalled in the EMs. 


Neil Kinnock told a Socialist 
International gathering in 
Stockholm about Labour's 
commitment to Europe. But 
he made clear that were he, 
not Mrs Thatcher, in Madrid 
next week, British reservations 
about the EMS and European 
monetary union would be lit- 
tle changed. 


Home goals 


Social and Liberal Democrat 
MPs resolved to reopen the de- 
bate over their party's use of 
the Democrats label, pushed 
hard by the leader, Paddy 


Ashdown, since last autumn. 


Consumption of 
low-alcohel beers 
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.]. A temperance wagon for Brit- 
- | ain’s beer drinkers is a band- 
"| wagon for the brewers. 


Mid-term blues hit the Tories ' 


liamentary election, to win a 
45-32 majority over the Tories 
in Strasbourg. The Greens got 


King Juan Carlos of Spain was 
installed as an Extra Knight of 
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Adams, Sinn Fein mp for 
West Belfast, at the third an- 
nual Socialist Conference in 
Sheffield. “If you support the 
IRA, fair enough, well done, 
good, but that isn't the issue” 
said the Belfast mp. His 
speech, made subject to cur- 
rent broadcasting restrictions 
on IRA speakers, received a 
standing ovation. 


Going to law 


The police praised the stew- 
ards of a Muslim march in 
Bradford against “The Satanic 
Verses", blaming bored 
youths for a subsequent riot. 
A judge in the High Court 
said he would hear the case 
for bringing charges of blas- 
phemy against the book, but 
warned Muslims in the court 
that demonstrations might be 
"counter-productive ". 


The Mail on Sunday took an 
old interview with Mr Salman 
Rushdie— conducted last year 
for an American literary mag- 
azine—and misrepresented it 
as his "first interview since the 
execution call" against him in 
February. The writer was ap- 
palled, the newspaper said its 
article was of public interest, 


and Mr Rushdie consulted his 


lawyers (see page 95). 
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The unions had the law on 
their side. The law lords over- 


turned the Appeal Court’s de- 


cision that a dock strike 
would be illegal. The Appeal 
Court dismissed a bid by Brit- 
ish Rail to have a 24-hour na- 
tional rail strike outlawed. It 
went ahead. With no buses or 
tubes either, many London 
commuters sat out the longest 
day of the year in their gar- 
dens (see page 60). 
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The summer solstice passed 
peacefully at Stonehenge, 
while 800 policemen kept 400 
hippies at bay in a village 
nearby. Six who crept through 
the hedges to breach the thin 
blue line and reach the an- 
cient site found policemen 
hiding in wait for them be- 
hind the stones. 


Mrs Thatcher, Mr Edward 
Heath and Lord (Harold) Wil- 


son had all written to the In- 


land Revenue on behalf of 
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Ken Dodd, said prose 
counsel in the comed 
for tax evasion. 










| The agriculture min 










| er, John 
MacGregor, said food manu- 
facturers are to be allowed to 









against bacterial 
their products. | 
„foods will be c 
such but some doctor 
they were still not happy. 



















The head of Britain's Ho 
and Restaurant Ass. 
said he hoped Londor 
hoteliers would accept an 
matum from the Áutomo 
Association, that inclusion 
its five-star category would. 
quire a hotel to fit all bed- 






















| 
rooms with a kettle for gue 
to brew their-own cuppa : 
| Sheer impertinence, accord 
to managers at the Savoy. 
| 


The high season of sport | 
opened with Royal Ascot, bet 


side the rails than on the ra 
course. The Queen waived 
rule excluding children fro 
the royal enclosure so that 
granddaughter could join th 
family party. Í 













Westminster city council re 
ceived a complaint from Eng- 
lish Heritage about some — 
changes proposed by the , 
prime minister to her privat 
rooms at 10 Downing Stre 
An inspector said her archi 
tect was planning to add fe: 
tures "traditionally associat 
with divinity”. : 
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While those behind cried 


forward 


IN better summed up the ex- 
A.M travagance of this week's reactions to 
the European election results than a remark 
by Mr Roy Hattersley. The Tories’ share of 
the national vote, said Labour's deputy lead- 
er gravely, was their lowest since... yes, 
1868. It was certainly a good week for Mrs 
Margaret Thatcher's enemies to let off 
steam. But the drama of the results was 
hugely inflated by the media, from an errant 
exit poll by the BBC overstating the likely La- 
bour victory through to wild projections of 
Mr Neil Kinnock’s prospects in the 1990s. 
And the hot air from the Conservative 
'ack-benches proved again how unwise it is 
“to assume that Tories panic only in a crisis. 
» The election was not a crisis for the To- 
ries. It was a set-back, but it leaves them well 
within the comfort-zone for a mid-term gov- 
ernment (see box on next page for detailed 
results). À muddled and uninspired cam- 
paign has left a residue of irritation rather 
than anxiety. The attempt to save money at 
the outset by imposing a uniform election 
address of numbing tedium on all the candi- 
_ dates was ill judged. The advertising used to 
promote the campaign was a disaster. Since 





the departure of Saatchi & Saatchi, Central 


- ^ Office has used a succession of agencies on 
"an ad hoc basis. Two separate agencies were 

used, one for the rur-up to the campaign 
_and the other for the campaign itself, with 

— results that incensed many Tories at all lev- 

^ els of the party (see box). 

E The real problem for the Tories is that 

the ad-men, whether in response to market 
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research or their client’s wagging finger, 
came up with a product revealing only too 
clearly the confusion within the party over 
its attitude towards Europe. The message 
was unmistakeable—that the government 
has no idea whether its priorities lie in build- 


ing up the European Community (EC) or in: 


manning the barricades for a street fight 
against socialist tendencies in Brussels. 

Mrs Thatcher’s own dilemma grows 
sharper as her isolation from many of her 
senior colleagues grows more apparent (see 
page 64). Unless she and the party can re- 
solve their European difficulties, there are 
troubles ahead which may give last week’s 
European campaign a place in the history 
books. The electorate has many times dem- 
onstrated its impatience with any political 
party that squabbles openly on issues which 
voters know to be important but do not re- 
gard it as their business to understand. For 
ten years this has resulted in a refusal to vote 
Labour into power; since 1987 it is the for- 
mer Alliance parties which have suffered. 
Now it could be the turn of the Tories. 

More immediately, Mrs Thatcher must 
decide what to do about the party chairman- 
ship and how to extract the most from a re- 
shuffle of her government (which is still un- 
likely before late July). The lory Central 
Office, under Mr Peter Brooke as party 
chairman and Mr Peter Morrison as his dep- 
uty, lacks the kind of leadership needed now 
and provided before 1987 by Mr Norman 
Tebbit and Mr Jeffrey Archer. Mr Brooke — 
though worthy, efficient and popular— was 
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never the man to take the Tories in 
next election. Two of the front runr 
his successor are the education secreta 
Kenneth Baker, and the employmet 
tary, Mr Norman Fowler. | 
The job might be a mixed bl. 
Mr Baker. He is a leading contende 
ceed Mrs Thatcher as party leader. A f ) 
Thatcher election victory would cert: 
enhance his prospects; but in the (st 
likely) event of Mrs Thatcher tum | 
would be standing uncomfortably clos 
the falling masonry. If she is prepx 
swallow her prejudices, an effective 


gerent 











Sprouting 






66? | ‘he worst election advertisin: 


in living memory" —Mr Nor. 





| 

| man Tebbit (former chairman of the 
| Tory party) s 
| 

| 

| 

| 









"Quite extraordinarily — negativ 
damaging and confusing' ——Sir Leon 
Brittan (EEC commissioner and for 
mer Tory cabinet minister) E 






" Absolutely disgraceful: the most de- 
plorable campaign in modern times”. 
—3ir Anthony Meyer (vice-chairman 
of the Tory backbench committee on 
Europe) | 







" Have you ever heard of a more child- 
ish poster?... To live on a diet « 
Brussels: well, what does it mean? 
ordinary chap says, 'Oh, they have 
got enough money to put the sprouts 
on the end' "—Mr Edward Heath 
(former Tory prime minister, spea 
ing on BBC Radio 4) 
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RITAIN 


an would be Mr Peter Walker. 

A successful chairman may yet see this 
uropean election as a bonus. For it has 
onfirmed Labour’s choice of its leader for 
ie. next election. Most Tory members of 
liament, and many Labour ones too, re 
d Mr Neil Kinnock as unlikely ever to get 
Downing Street. 

His main success as Labour leader so far 
as been his considerable effectiveness at 
naging his party. But even there his judg- 











jreens 14.9% 
‘Conservatives lost 1 


A small comfort for the Conserva- 
tives is that they have done worse than 
his in mid-term by-elections under Mac- 
millan, Mr Edward Heath, even Mrs 
Margaret Thatcher—and come back, or 
nearly come back, at the next general 
election. The worst news for them is not 
that their Scottish and Welsh representa- 
tion was wiped out, or even that only 
-three of their 32 MEPs clung (narrowly) to 
-.seats north of the Trent. The last three 
^ columns of our table show that, com- 
pared with the 1987 general election, the 
Tory slide in votes was actually biggest 
south of the Trent. 

` e This regional pattern was good for La- 
: bour. It did best where it most needed to 
- recover the ground lost to Mrs Thatcher 
< during the 1980s: in the Midlands, Lon- 
don and that unexpected gain in Bristol. 














Democrats. Even at its weakest, 35 years 
ago, the Liberal party got more than the 
6.2% the SLD polled last week. The 


Owenite spp withdrew from most seats; 
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‘triumphant Labour 40.1%, glum Conservatives 34.7%, amazing 
the |n) Democrats 6.2%, 
of their previous 45 seats in the European par- 
liament on June 15, in what has been called their worst vote in a na- 
tionwide election this century. But: 


- € Disaster for the Social and Liberal | 





ment is suspect. On Tuesday June 20th, with 
Labour victors at two Westminster by-elec- 


tions to welcome to the Commons and with 
the glory of his European triumph to flaunt 
at Mrs Thatcher, Mr Kinnock chose to keep 
an engagement in Sweden rather than take a 


well deserved bow at Westminster. 
appointed backbenchers had 


His dis- 
only the for- 


mer Tory prime minister, Mr Edward 


Heath, to cheer as their hero of the hour. 
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Nationalists 3.4%. The 


its 0.5% vote was insignificant. 

e Never before in British politics has a 
party risen as fast as the Greens. Their 
vote in the Westminster seats they 
fought in 1987 averaged a mere 1.4%. 
Last week they got 15% nationwide. 

e If Britain had voted by the most popu- 
lar proportional representation (PR) 
system, and been split into the 12 re- 
gional constituencies proposed for Euro- 
elections by the Labour government in 
1977, then it looks as if the 78 seats 
would have divided thus: Labour 32, 
Tory 28, Green 12, SLD four, Nationalist 
two. Argument for supporters of PR: 
both larger parties would then have had 
a more geographically balanced delega- 


tion. Labour would have won four of 


south-east England's 14 seats, while the 
Tories would have had two Scots and a 
Welshman. Argument against PR: at a 
general election with this result, no gov- 
ernment could have been formed except 
a Labour-Tory coalition, or a coalition of 
either of them with the Greens. 


Rail strikes 











Stop-go 


! | ‘HE spirit of the blitz returned to Britain 
on June 21st as it faced the first national 


rail strike for seven years, along with an un- 


. derground strike in London. A man from 


the Automobile Association (AA) warned 
commuters of a “journey into the un- 
known”. A grim-faced chap on a motorway 
bridge told morning-+television viewers of 
road chaos while cars sped freely below. 

The promised chaos never materialised. 
According to the AA, the volume of traffic 
was probably a little higher than usual but, 
since people started as early as 5 am, conges- 
tion peaked at 7.30 am. By 8.30 am the 
roads were less congested than normal. Per- 
haps the sun kept people at home; more 
likely, they made military preparations or 
unBritish arrangements like car-sharing. 

There may be more misery to enjos 
Much talking will have to be done befor. 
the National Union of Railwaymen (NUR) 
settles its disputes with London Under- 
ground and British Rail. The main issue is 
productivity. Both state bodies have 
squeezed gains out of the workforce in the 
past five years—passenger miles per staff 
member have gone up, respectively, by 2796 
and 1896— but they want more. Thus: 

e British Rail wants to split the national bar- 
gaining system by regional and job catego- 
ries. It says labour shortages and cost differ- 
ences demand flexibility: in the south-east it 
is already short of people. The NUR says no, 
fearing that such changes are the first step 
towards breaking up British Rail for privati- 
sation, and has rejected a 7% pay offer. The 
company is ready to budge on pay, but not, 
so far, on bargaining. 
e Tube drivers say that when they agreed to 
single-operator trains five years ago, they 
were told they would get a pay review. Ther 
have not had one. They want drivers or 
one-man trains to get half what London Un- 
derground is saving by doing away with 
guards. Currently they get £1 a week more 
than the £290 that a two-man train driver 
gets. London Underground is offering an 
extra £30 a week, but it is tied to more pro- 
ductivity measures and “all sorts of danger- 
ous things, like part-time staff’, according 
to the union. 
@ Other staff have come out against London 
Underground’s plan to promote people for 
ability, not seniority. The management 
quotes the inquiry into the King's Cross 
fire, which recommended such changes. 
The union calls it "jobs for the blue-eyed 
boys" and says that “all our members have 
an expectation that they can climb up the 
ladder." Three weeks ago the management 
postponed the plan for three months; but 
the union struck anyway. 










. London's Docklands 


free from most pla 


It is worse to travel hopefully 


In the wasteland that was once London’s docks, 
ing constraints in 1980, 


rivate developers were set 
ince then they have been 


trying to realise the dream of a new centre for London, to rival the City and 
the West End. To succeed, they will need not just a free market, but better 
means of getting people to and from it 


GTN THE long run, people are quite con- 
fident about this area. In the short run, 
we've got big problems," says Mr Cass 
Whittaker at the Docklands office of Jones 
Lang Wootton, a large firm of surveyors. Ín 
~~» the long run, said Maynard Keynes, we are 
. all dead. That prospect now troubles many 
developers who bought Docklands sites at 
the peak of the property market in 1987— 
financing their projects, all too often, with 
short-term bank loans. 


Residential property has been hit hard- 


v t. According to Mr Stephan Miles-Brown 
<> w the estate agents, Knight Frank and 
Rutley, prices are now about the same as 
they were in 1987 but "sales velocity must 


have dropped 3096 since a year ago. People | 
whose cash flow was based on selling 70 . 
units a year, and who are selling 40 units in- 


stead, have got real problems." Building 
programmes have slowed; some developers. 
who bought land two years ago have left 
their sites empty. 


Commercial-property rents for top- 


quality space have been stuck at £20 a 


square foot since late last year. Developers 
have to find tenants: without them, the in- 
vestors who buy their finished buildings 
cannot claim tax allowances. So clever deals 
are proliferating: six-month rent-free peri 


ods, free fittings. Lower-quality space. goes . 


for as little as £15. 


The property blues in Docklands are | 
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more than just a reflection of high interest 
rates. They have their roots in the govern- 
ment's approach to reviving the area. As a 
planning phenomenon, Docklands stands 
in stark contrast to Paris’s new commercial 
centre at La Défense. The French govern- 
ment first built roads and the fast new RER 
railway to connect the development to the 
rest of Paris and to Charles de Gaulle air- 
port; then it fed the land slowly onto the 
market. 

Docklands was wrenched from the anti- 
capitalist grip: of three left-wing local au- 
thorities. The government quickly handed 
over planning powers to the London Dock- 
lands Development Corporation (LDDC), 
which let the market in to slice up the land. 


It has not been cheap: until April 1992 the 


Isle of Dogs enterprise zone gives tax holi- 
days (which, on the basis of development 
committed, will amount to around £1.5 bil- 
lion) and rates holidays (now running at 
around £24m a year). But direct state invest- 
ment has been small. 

The hands-off approach has generated 
astonishing activity. Nearly £7 billion-worth 


__ of private-sector investment has been com- 
< mitted—a remarkable feat, given the appar- 


ent futility of every improvement scheme 
considered by the local authorities in the 


1970s. Some 15,000 houses have been built; 


20m square feet of office and industrial 


space are completed or under construction, 
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Which way to success? 


with another 15m comm 
took 30 years from conc 
tion. Docklands has done it 
But such helter-skelter 
brought its own problems, : 
showing up. The subsidies tha 
developers' enthusiasm for the p 
glutted the market with property, a 
when there are starting to be som 
Offices in central London. Next year an 
13m square feet are due to be comp 
of them in Docklands. The area is bein 
fected partly because the approach of 
cut-off date for special rate relief and ca; 
allowances—April 1992—is natural 
ducing its attractions. But there is als 
nervousness about whether Docklan 
really compete, as it aspires to, for C : 
nance houses, the West End's shoppers 
eaters-out, and the residents of posh Fu 
and Hampstead. That depends partly on 
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_ pects of development which the LDDc has 
. until recently ignored. Above all, it depends 
on transport. 


Caught in a jam 
-— La Défense, through the infrastructure built 
— for it, has improved Paris's whole transport 
. System. When Mrs Thatcher visited Dock- 
- lands on June 19th she went by river be- 
cause, as one LDDC official ruefully 
- admitted,"it's the only way you can guaran- 
- tee getting here on time". Mr Michael Den- 
. nis of Olympia & York—the developer be- 
"hind Canary Wharf, Docklands’ single 
biggest project—sees the failure of the LDDC 
to provide transport as characteristic not so 
. much of any political ideology as of an in- 
_ herently British lack of Napoleonic vision, 
and the state of the economy in the early 
1980s. “If the LoDC had put in a proposal 
_ for infrastructure along the lines of La De- 
fense," he says, "no British government 
would have given it to them at that time." 
: The docks' transport system was geared 
to carrying goods, not people. There were 
Y just about enough roads for the lorries, but 
no public transport. The Isle of Dogs (see 
map on previous page), sticking out into the 
river like a thumb, has one road across its 
— north: Commercial Road, which turns into 
the East India Dock Road. It has Westferry 
- Road around its edge, and some narrow 
tracks running to the wharves. 
D The Lpopc has contributed only one 
- road through the Isle of Dogs and one new 
. transit system: the Docklands Light Railway 
(DLR). The road, as might befit an industrial 
estate, is a two-lane private affair, with pri- 
.  wate-sector traffic wardens in white caps 
hired by the LDDC from a firm called 
Securiguard to keep motorists in order and 
show lost visitors the way. The DLR, known 
affectionately or abusively as the Toytown 
-— Railway, might initially have seemed a good 
— buy, at £77m; but it goes only as far as the 
—— Tower of London, and carries only 4,000 
people an hour. 
The Economist's first foray on the DLR 
- was enlivened by a besuited man on the op- 
- posite bench, who swore loudly as the train 
- — hung around at Tower Hill. Did he work in 
— Docklands? “For my sins," he replied. The 
— — facilities manager of one new local company 
says “it sometimes takes 50 minutes to get 
from the City to Docklands", and "recruit- 
ing is very difficult at the secretarial level". 
— — LDDC staff confess they are sometimes be- 
rated by frustrated drivers from nearby of- 
fices demanding parking spaces. They retort 
— that the problems are no worse than in cen- 
tral London. As central London edges closer 
— toa standstill, that hardly sounds like a win- 
ning sales pitch. 


Second thoughts 


Chivvied by anxious developers and reju- 
venated by a clean sweep of its top execu- 
tives, the LDDC is taking stock of all this criti- 
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cism. Central government is relaxing its 
stand against a closer involvement. So after 
eight years of directing growth from the 
sidelines, the LDDC now finds itself increas- 
ingly in the business of channelling heavy 
public investment. 

The Lppc got £25m from the govern- 
ment in 1982. This year it is getting £177m; 
with its income from land sales, it will have a 
budget of £350m—of which 74% is to be 
spent on new infrastructure. lt is planning 
to provide the area with roads, trains, 
schools, doctors, housing for the poor and 
training. Some of the schemes under study 
or construction include: 

@ An extension of the DLR to Bank station. 
Paid for jointly by the Department of Trans- 
port and Olympia & York, it will cost 
£156m and is scheduled to open by the end 
of next year. 

e Extended DLR platforms for longer trains. 


Capacity could eventually be up to 13,600 
passengers an hour. 

e An extension of the DLR eastwards to the 
Royal Docks. This will cost around £140m 
and will double the railway’s length. 
Rosehaugh Stanhope, which is likely to sign 
up soon as one of the two main developers 
of the docks, has made the railway extension 
a condition of the deal. 

e Road improvements worth £550m. To 
speed them along, the additions are defined 
as access roads (although some are near-mo- 
torways), so that normal public-inquiry pro- 
cedures can be sidestepped. Nearly half the 
money will be sunk into the Limehouse link, 
to help clear the bottleneck around Com- 
mercial Road and Narrow Street. The LDDC 


says it will be the most expensive piece of 


road in Europe. 

e A tube line from Charing Cross through 
London Bridge, the Surrey Docks and Ca- 
nary Wharf. It will probably cost around £1 
billion. The developers, desperate for an an- 


- — 


The Docklands Light Railway casts its shadow on the waters 


nouncement, say the place needs one; the 
government will not commit itself until it 
has squeezed as large a contribution as possi- 
ble out of the private sector. À decision to 
go ahead seems likely within weeks. 

But decisions do not shift earth. Too of- 
ten, they are a prelude to more delays. Seven 
months ago the LDDC said that the building 
of the Limehouse link would start in early 
1989. The contract has not yet been 
awarded, and building is now expected to 
start in September. Tunnelling for the DLR's 
extension to Bank has posed a threat to wa- 
ter and gas mains; Construction News re- 
ports that work could be delayed by ten 
months. Anyway, the DLR will not do much 
to carry the 100,000-odd workers who are 
likely to occupy the office space in the Isle of 
Dogs. In the long run the tube will help; a 
tube, though necessary to the area's success 
is not sufficient to guarantee it. Brixton has 
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a tube, too. 

Developers want something like La Dé 
fense's RER to bring people in from Padding- 
ton and Heathrow. They are also lobbying 
for permission for larger aircraft to use the 
struggling City Airport. All over America, 
they point out, successful small airports 
have spawned prosperity; but locals do not 
want more noise. 

There will be interesting changes in the 
LDDC's approach when it faces its next big 
challenge, the Royal Docks further east. The 
roads within the area are already being built. 
Before the buildings are in place, links will 
be completed to the A13 and thus to the 
M11, which will open the docks to the Kent 
and Essex catchment area the developers are 
eyeing. Two big consortia of developers, ne- 
gotiating with the Corporation, have seen 
the problems of the Isle of Dogs. They are 
setting tough criteria for the transport sys- 
tem they will expect. . 
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if your job involves short or medium term investment 
and production planning, you need to keep ahead of 


changes taking place in the national and international 
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BRITAIN 


Margaret Thatcher’s wartime memories 


66 A LL the big issues of my political 

life—like the German question, 
or the need for common action on the 
environment—will be European ones." 
So said a junior minister recently, uncon- 
sciously revealing the chief lesson of the 
Tories' failure in the European elections. 
Forget those awful posters, comprehensi- 
ble only in the Soho cafés where advertis- 
ing men speak like barrow-boys; forget the 
rows between prime minister and chancel- 
lor of the exchequer. At the heart of the 
matter is this: most British politicians to- 
day feel instinctively "European." Marga- 
ret Thatcher does not. 

Her isolation needs to be carefully de- 
fined, because she does not understand it 
herself. It is not a matter that has much to 
do with most of the current arguments 
within the European Community, where 
many of her ministers (and ex-ministers, 
like Mr Norman Tebbit) agree with her. 
They are all tired of fighting proposals at 
the Council of Ministers in Brussels with 
no support—only to find other countries' 
ministers sidling up in the lunch-break 
with covert encouragement, which they 
cannot declare openly lest they offend an 
important constituency at home. Some 
ministers, like Lord Young, the secretary 
of state for trade and industry, fear that 
the European Court is fast expanding the 
range of matters that can be settled by the 
European Commission without any input 
from the Council of Ministers. A lot of 
foreign-office officials agree with him. 

Yet most of these critics of Brussels, 
among both ministers and officials, re- 
main convinced that the Community 
must be the bedrock of British foreign 
policy. On June 12th the chancellor of the 
exchequer, Mr Nigel Lawson, fretted 
about the dangers of a two-tier Europe be- 
fore the House of Commons Treasury and 
Civil Service Committee. Mr Tebbit's 
view is not that the government should 
despair of the Community, but that it 
should “negotiate resolutely” to save it. 


The French Connection 


What does Mrs Thatcher think? For her, 
European policy is now only partly about 
the Community. Even before Mr Mikhail 
Gorbachev's trip to West Germany, she 
had asked for a reading-list on German 
history. She has rediscovered the politics 
of the balance of power. She fears that 
West Germany may find a fatal attraction 
in Russian-sanctioned German unifica- 
tion, and in the chance to act as a motor 
for the stalling economies of Eastern 
Europe. 


64 


This prospect seems to be worrying 
some Frenchmen, too. They are anxious 
not to be dragged too far into a central 
European power-block by West Germany. 
Some French policy-makers, Whitehall 
now thinks, would like a sign that Britain 
places a special significance on its rela- 
tions with France. The purchase of a 
French weapon rather than an American 
one might help; so might full British mem- 
bership of the European Monetary Sys 
tem which (from the French standpoint) 
would usefully reduce the power of the 
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America’s special friend 


Bundesbank. 

No sign is forthcoming. Partly, this is 
because grandiloquent gesture is not the 
way that British diplomacy is prosecuted. 
But the main reason for British wariness 
of an alliance with France is that Mrs 
Thatcher already has a special relation- 
ship. It is with America. And she intends 
to keep it. 

This flies in the face of conventional 
European wisdom, which asserts that Mr 
Bush's recent visit to Europe—with his 
trip to Britain tacked on to the main event 
in West Germany—proved that the spe- 
cial relationship has run its course. Mrs 
Thatcher does not believe that. She is said 
to be relaxed about the fact that, after 
those pleasant love-ins of the Reagan 
years, the State Department should now 
want to cosy up to West Germany. She 
will wait, calmly, for Mr Bush to discover 
who his real European friends are. When 
he sees a pink-green coalition looming in 
Bonn, she believes, he will ask himself 
whether any country but Britain would 
(for example) let American F-111s set off 
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on the 1990s equivalent of the 1986 raid 
on Tripoli. 

What are the origins of Mrs Thatcher's 
special fondness for the American con- 
nection? Some close to her say they lie in 
the second world war—a formative time 
during which she finished school and 
went to Oxford, while all the young men 
of her generation were at war. Germany, 
then, was the enemy. France had col 
lapsed. America was a staunch ally to a 
Britain that needed one. Mr Hugo Young, 
one of her biographers, reports that no 
book has been more important to her 
than A Time for Greatness, by Herbert 
Agar, written in 1943 to provide a moral 
justification for American intervention in 
the war. 

Most Conservative men of Mrs 
Thatcher's age, or a little older, have 
drawn different lessons from the war. Mr 
Edward Heath's wartime experience con- 
vinced him of the need for European 
unity, rather than of the importance of 
the special relationship with America. Mr 
Enoch Powell ended the war detesting 
American culture, and was convinced (as 
he still is) that America was Britain's rival, 
not its friend. 

This is the awkward measure of Mrs 
Thatcher's isolation. Of her present cabi- 
net, only a few mavericks such as Lord 
Young and Mr John Moore, the social-ser- 
vices secretary, share her misty-eyed ro- 
mance with America. Sir Geoffrey Howe, 
the foreign secretary, is an infrequent visi- 
tor to Washington; in President Reagan's 
day, Sir Geoffrey's dealings with Mr 
George Shultz, his secretary of state, were 
amiable but uneasy. 

Against this background, Mrs 
Thatcher is taking a double risk. She is 
gambling that her party will put America 
first, at just the time that cabinet ministers 
bore everyone in earshot with tales of how 
at home they feel in Europe. And she is 
gambling that America still needs a stead- 
fast ally in Europe. 

Does it? It was Mr Tebbit, the 
Thatcherites’ Thatcherite, who on the 
45th anniversary of D-day conjured up vi- 
sions of an America that had withdrawn 
across the Atlantic. American troops 
would stay in Europe, he said, “nearer five 
years... than 40". And he went on to 
praise the European Community, in most 
unThatcherite language, as an “island of 
stability." Who now shares Mrs Thatch- 
er's view, expressed at the conclusion of 
her Bruges speech last year, that the bed- 
rock of British policy must be "that Atlan- 
tic community—that Europe on both 
sides of the Atlantic—which is our great- 
est inheritance and our greatest 
strength"? 
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China crisis 


Japan said it would postpone 
its 1990-94 loan programme 
for China, worth $5.5 billion 
over the five years. America 
called on international aid 
agencies to do much the same. 


Eurobanking 


The EEC's finance ministers 
agreed to bring ing into 
the single market. A licence 
granted in one EEC country 
will let banks do business in 
all the others; money may be 
deposited anywhere in the 
Community. Ministers also 
agreed that insider traders are 
to be dealt with uniformly. 
That, at least, is what they say. 


Banco o Americano, 
Spain's fourth-largest bank, is 
to buy 596 of West Germany's 
Commerzbank for $73m. 
Commerzbank already owns 
1096 of Hispano. The two are 
members of the Europartners 
group along with Banco di 
Roma and Crédit Lyonnais. 


Cleaning up 


A federal-court judge ap- 
proved Drexel Burnham 
Lambert s plan to settle the 
charges of fraud levelled 
against it by the sEC. The deci- 
sion gives the SEC considerable 
sway over Drexel's affairs. 





Drexel's fallen star, Michael 

, Who faces securities 
and tax-fraud charges, is to set 
up a new company, Interna- 
tional Capital Access, to help 
employees, unions, minorities 
and the needy to raise money. 
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Going for brokers 


James Capel topped the Lon- 
don stockbrokers' research 
league for the tenth succes- 
sive year. Extel's annual poll 
also concluded that there are 
between 3096 and 5096 too 
many analysts in the City. 


Bids 


American M&A specialist, 
Wasserstein, Perella, escorted 
A&P, America's fourth-largest 
food retailer, into a £2.09 bil- 
lion ($3.2 billion) bid for 

y, Britain's third-larg- 
est. They elbowed aside a 
£2.05 billion bid from the 


Isosceles consortium. 


Hanson has bought 
Minorco's 3096 stake in Con- 
solidated Gold Fields and 
launched a £3.1 billion ($4.8 
billion) bid for the whole com- 
pany. That is £400m less than 


Minorco's bid. 


Time's agreed $14 billion bid 
for Warner Communications 
miffed many of the American 
publisher's shareholders: they 
will not get a chance to vote 
on the deal. Paramount Com- 
munications, which has bid 
$10.7 billion for Time, agrees 
and is turning to the courts. 





Lin Broadcasting called for 
help to fend off a $5.8 billion 
bid by McCaw, a rival, part- 
owned by British Telecom. 


Britain's High Court ruled 
that Enterprise Oil, a British 
production and exploration 
company, should be free to 
buy $1 billion-worth of oil and 
gas reserves from Texas East- 
ern North Sea Incorporated. 
British Gas, Amerada Hess 
and Amoco had claimed first 


right of refusal. 


The best bytes 


The troubles of Cullinet, 
which sells databases for main- 
frame computers, are over. lt 
will be bought for $320m by 
Computer Associates, one of 
its biggest rivals. 


IBM said its personal com- 
puter business is growing by 
4096 a year. Analysts raised 
eyebrows. Big Blue also re- 
leased a kit based on Intel's 
80486 chip to triple the speed 
of its machines. 


Siemens, a West German 
electronics company, may 
soon run short of production 
capacity for personal comput- 
ers. It has signed a contract to 
supply Russia with 300,000 
machines, worth about 


DMI.5 billion ($750m). 


Vamos 





Spanish tycoon Jose Maria 
Ruiz-Mateos may take his 
seat as a member of the Euro- 
pean Parliament. After his 




















election, a judge dismissed a 
charge of assault against him, 
though one of corruption 


remains. 
Lj 






Spain joined the E 
Monetary System. The Bank 
of Spain spent more than | 
to dampen the peseta’s | 
excitement on its first heady | 
day in the system. - 


Airborn? 


British Airways and the Dutch 
carrier, KLM, willeach takea 
20% stake in Sabena, Bell — — 

gium's airline. Regulators will 
ing, the new company, tobe 
called Sabena World Airlines, 
will get off the ground at the 
start of next January. 


KLM has been busy in America - 
too. It belongs to a group led 
by Alfred Checci which per- 1 
| | 
i 
| 


an 
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itself for $3.65 billion. Mr 
Checci has until September 
18th to close the deal. 


The £21 billion ($32.5 billion) 


suaded NWA—the parent of 
European Fighter Aircraft | 


Northwest o sell - 


may never fly. West Germany 
is grumbling to its partners, 
Britain, Italy and Spain, about 
the aeroplane. Coincidentally, 
a West German company, 
AEG, now seems unlikely to 
win the contract for its radar. 


International trafficking 








A new index for the cocaine 
economy? A report found that — 
telephone calls between Amer- 
ica and Colombia grew 20-fold — 
between 1976 and 1986, suspi- — 
ciously faster than interna- | 
tional calls in general. 
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Beating Par 
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For the handicap golfer beating par is a 
considerable challenge. As a golfer Martyn 
Arbib brings the same determination and 
concentration - so much in evidence on the 
golf course - to achieving better than average 
performance in the equally challenging field of 
fund management. 

Although October 87’s Black Monday hurt 
private and professional investors alike, 
international stockmarkets have recovered 
much lost ground, and shares around the world 
are clearly moving in the right direction. 

Most commentators are agreed that, taking 
a two to five year view shares will provide 
excellent value for today’s investors, and 
currently increasing volumes of business and 
rising share prices support this view. 

Martyn Arbib and his investment team, 
however, are not content merely to enjoy the 
benefits of more favourable investment 
conditions - they're out to beat par, to get as 
much performance as they can from 
international stockmarkets. 

Like the golf swing, it’s difficult to get 
timing exactly right, but Martyn believes that 
investors who are running an historically high 
level of liquidity on that part of their overall 
assets that would normally be allocated to 
equities, should be looking to reduce that 
liquidity. 

And remember that offshore unit trusts are 
an especially convenient and potentially 
rewarding vehicle for equity investment. 

The value of a unitholding, and the income 
derived from it, can fall as well as rise and the 
realisable value of units is determined by 
reference to the ruling bid price. 

For details of the Perpetual range of unit trusts, 
simply write to: Perpetual Unit Trust Management (Jersey) 


Limited, P.O. Box 459, 19 Seaton Place, St. Helier, Jersey, 
Channel Islands. Tel: Jersey (0534) 68448, 


Member of the Jersey Fund Managers Association 


EXPerpetual 


Independent Unit Trust Management 








TOKYO 


ELUCTANTLY, but inevitably, Ja- 


V pan's big companies are learning to do: 


-— What western ones did decades ago—to g 
‘multinational. Many Japanese firms have 


had factories and sales offices abroad for 


years. But their product development, mar- 
keting, financing and investment plans have 
been directed from Japan. That made them 
merely Japanese corporations with overseas 

bsidiaries. Traditional multinationals like 
. td, IBM, and Nestlé have tended to oper- 
ate globally with regional headquarters mak- 





ing all the regional decisions. Learning to 
operate in truly global fashion is the biggest 
hurdle facing Japanese companies and one 
they could yet stumble over. 

If they do, it will not be for want of try- 
ing. Japan's big manufacturers have been 
rushing to start doing the things proper 
multinationals do. One sign of this is a raft 
of announcements about new R&D labora- 
tories overseas. Another is the way compa- 
nies like the Seibu Saison retail group are 
setting up regional headquarters in Amer- 
ica, Europe and elsewhere in Asia. 

Even some foreign directors have been 
appointed. They are not just figureheads on 
the boards of local subsidiaries, but full ex- 
ecutive directors of parent companies in Ja- 
pan. Sony, one of the most international of 
Japanese companies, has led the way again 
hv appointing a European and an | 

merican. Other  multinationally ^. . 
¿“minded companies—eg, Bridgestone,  , 
Seibu Saison and Nissan—are think- 
ing along similar lines. 

So far, though, only a handful 
of Japanese firms have taken the 
first tottering steps towards be- 
coming full-fledged multination- 

-als. Toyotas president, Mr 
Shoichiro Toyoda, sees multina- 
tionals as “companies which can 
make the best use of manpower, 

. Capital and goods all around the 

- world.” A stricter definition 

- distinguishes multinational firms 

< from those with overseas subsid- 

-diaries by the amount of control 

heir regional operating units have 

Over their own R&D, product 

levelopment and investment 
lans. 

-< By such measures, 
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The multinational , eastern style 










Toyota, Japan's largest manufacturer, is still 


very much a stay-at-home, and stands in 
marked contrast to its fellow carmakers. 
Honda has consolidated its operations in 
the United States, Canada and Mexico into 
one notably autonomous North American 
company; and Nissan has done something 
similar in Europe with its new regional head- 
quarters in Rotterdam. 

Honda is as much of a pioneering mav- 
erick in the car industry as Sony—another 
young, postwar company—is in consumer 
electronics. But why should the likes of long- 
established companies such as Hitachi, 
Matsushita and Toyota, all of which pride 
themselves on their Japaneseness, bother 
changing business practices that have served 
them well for generations? 

The short answer is the growth in the 
scale of Japanese firms' overseas Operations, 
and particularly the increase in their pro- 
duction abroad. Although such companies 
have been moving offshore for years to cut 
labour costs, avoid protectionism and to be 
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similar R&D arrangement of its own. So do 







near raw materials and latterly loc 
kets, and although even now well 
10% of their productive capacity is out 
Japan, its absolute level is reaching the c 
cal mass where it is beyond effec 
centralised control from a 
kyo, Osaka or Nagoya. As more 












its wake, so the dif 
Like American an 
nies before them, Japa 
have to devolve larg 
sibility and authority i 
and then leave it to 
managers to adjust tot 
business practices of 
they compete. For m 
nies it will be difficult. 
dividual firms mana 
it has among 
Japanese com 
ing their own judi 
rowed from established mult nat 
new management structures ir 
themselves. Success is not alway 
teed. In financial services, a muct 
Nomura Securities first tried dec 
its American and European operatio 
to end up pulling them back under Toky 
control while it reassesses what to do. 
The role model for many of Japan's n 
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research laboratories in the United Stat 
Switzerland and Japan, plus 30-odd reseat 
divisions around the world. Hitachi want: 


Sony, Mitsubishi Electric, NEC an 
host of other high-tech mani 

turers. | 
... Copying the form alone will n 
be enough. One of the secrets ol 
IBM's success is that IBM Europe. 
a European company just as IB 
Japan is a Japanese one. And. 
vincingly so. An executive o 
large Japanese publishing cor 
pany, when asked which firm ha 
written the software his firm uses 
for computer translation, said- 
could have used only a Japa 
company—IBM. 
Hitachi already has rese 
centres in San Francisco and DX 
troit in America and in Dub 
and Cambridge in Europe. 
patents or other intellectual p 
erty generated by the foreigr 
search centres belong t« 
local companies. So: 
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BUSINESS 

laboratories in New Jersey, Britain, 
West Germany and Singapore, plans 
to double its scientific staff abroad 
over the next two or three years. 
Mitsubishi Electric is setting up addi- 
tional overseas institutions for basic 
research along with centres for han- 
dling patents and licences. In all three 
cases, the aim is to tap into bright lo- 
‘cal minds in order to support the 
group’s local manufacturing and mar- 
k ting efforts. 

In Japan one of the most carefully 
conceived strategies for going global 
comes from NEC. The company al- 
ready employs 20,000 people abroad, 
in 19 countries. It has long assembled 
products within the markets where 
they are sold. Lately, however, increasingly 
strict local-content rules are putting paid to 
shipping semi-finished goods from factories 
at home for assembly in “screwdriver” 
plants overseas. So NEC has forged a new 
strategy based on manufacturing in "opti- 
mum locations” around the world. A mesh 
of regional manufacturing operations now 
do work for one another, with or without 
the support of NEC plants in Japan. 

... With 70% of its turnover coming from 
sales abroad, Sony, too, is trying to turn it- 
self into a proper multinational corporation. 
Sony Europa, set up in late 1986 in Co- 
logne, has given the group's European sub- 
sidiaries a measure of independence ready 
for 1992. Two years ago Mr Masaaki Morita, 
the younger brother of Sony's founder, Mr 
Akio Morita, and a deputy vice-president, 
was packed off to New York with instruc- 
tions to grab any opportunities that came 
his way. 

.. Even Sony's old nemesis, Matsushita 
Electric Industrial, traditionally much more 
inward-looking, is thinking about going 
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| Virtually no contest 


| — YN THE left-hand corner, Consolidated 
| A Gold Fields bloodied by a fifteen- 
|| round victory against Minorco, the inter- 
|| national arm of South Africa's vast Anglo 
|| American empire. In the right-hand cor- 
|| ner, Hanson, fresh and Britain's most ef- 
fective takeover machine. Book your seats 
quickly: it will be a short fight. 

On June 22nd, Hanson announced it 
had agreed to buy Minorco's 3096 stake in 
ConsGold and launched a £3.1 billion 
($4.8 billion) bid for the rest of the com- 
pany. Hanson calls the deal a “happy 
accomodation of ideas". That's Hanson- 
speak for "we're doing very nicely out of 
all this, thank you”. 

The bit of ConsGold that Hanson 
wants is ARC, which quarries stone in Brit- 
ain and America. This year ConsGold ex- 
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 Japan'sfirst multinational — 
manufacturing operations 


Sony's overseas 


multinational. Under its “global 
localisation” scheme, some 69 overseas fac- 
tories are being rearranged so as to supply 
“four major poles"—North America, Eu- 
rope, Japan and the rest of Asia. Regional 
headquarters were set up in New Jersey and 
near London last October, and in Singapore 
in April. So far, Matsushita's regional oper- 
ations are supplying an average of only 30% 
(by value) of the goods they sell in their own 
markets. The next step, says the consumer- 
electronics giant, is to raise the regions' lo- 
cally manufactured proportion of sales to a 
minimum of 50%. 

Multinationalism has come late to Ja- 
pan—too late, some say. In fact, Japanese 
companies risk losing more than they gain 
from wholesale changes in the way they con- 
duct their international business. American 
firms had a clearer incentive and faced fewer 
risks when they went multinational after the 
second world war. American labour rates at 
home were three or four times higher than 
those in their markets abroad; telecom- 
munications were prohibitively expensive 








pects it to earn £158m in op- 
erating profit. That means it 
will provide roughly half 
ConsGold’s cashflow. lts 
other major assets—passive 
stakes in gold mining compa- 
nies in Australia and Amer- 
ica—are long on capital 
value, short on dividend pay- 
ments. Hanson, which dis- 
likes any business as fickle as 


gold mining, will not have to The one and only 


carry these assets for long. 
Buyers for them are already queuing up. 
Once Hanson has flogged off the gold 
mines, it will be left with ARC for next to 
nothing. It is offering £14.30 a share, 
which is £1.20 less than the theoretical 
value of Minorco’s final offer. Some ana- 











and not always reliable, and popular 
air travel had barely got off the 
ground. Today the disparity between 
wage costs in Japan and those in its 
main markets, America and Europe, 
is nowhere near as large. Meanwhile, 
the productivity advantage is still 
with Japan. The one compelling rea- 
son for Japanese firms to go multina- 
tional is their fear of protectionism. 

But against that has to be bal- 
anced the loss of benefits taken for 
granted at home. In Japanese firms in- 
formation has always been shared 
face-to-face within a limited circle—a 
boon on the shopfloor or design of- 
fice when everyone speaks not just 
the same language but frequently the 
same local patois to boot. Japanese firms 
have never managed to develop formal 
means for transmitting business informa- 
tion. Learning to do so—in alien tongues as 
well—will be wrenching. 

The same goes for dealing with ethr 
minorities overseas (not a particularly go... 
track record so far) and unions (barely bet- 
ter) Wage negotiations among Japan's 
homogeneous people are orderly affairs last- 
ing for a few weeks and binding for a year. 
Not so in America and much of Europe. 
Similarly, Japanese firms have not been 
noted for treating their own employees who 
have been posted abroad particularly well. 
Many find their careers suffer as a result of 
having been away from head office, and 
their children lose ground in Japan's highly 
competitive education system that is the 
first step to the best jobs. Yet the brightest 
and best are going to be needed to get Japan 
Inc’s new multinational divisions up and 
nang whatever shape they eventually 
take. 
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lysts value ConsGold's assets 
as high as £20 a share: ARC is 
worth £6.50 a share. 

The best that Cons- 
Gold’s management can 
hope for is to squeeze a bit 
more cash out of Hanson. 
After spending £30m on its 
defence against Minorco, 
ConsGold's shareholders 
deserve more. 

The big loser is Anglo 
American. Despite the trad- 
ing profit on Minorco's 
ConsGold shares, Anglo has 
lost its most promising 
opportunity to increase its holdings out- 
side South Africa. Competition for 
ConsGold's Australian and American as- 
sets will be intense—Anglo, through 
Minorco, may be among the bidders. But | 
the political barriers get higher every day. 
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[Testing strategic trade 
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HE classical case for free trade starts 
A. with the idea of perfect competition. — 
where individual producers are so small 
that they cannot move prices. A newer ap- 
proach asks what happens when that does 
not hold, and concludes that free trade 
may no longer be best. 
The debate is more about policy in the- 


~ ory than in practice. Pioneers of the new 


|| "strategic trade theory” agree that putting 
| their results to work is dangerous: govern- 









. ments might mismanage the delicate in- 
terventions that would be needed, and 


foreigners could retaliate with interven- 
tion of their own (in which case everybody 
loses). But they have raised doubts about 


+ free trade that bolster the case for protec- 
-y ton in the minds of many politicians. So 


it would be good to find that—even in the 
perfect world where governments are 
clever, where foreigners turn the other 


cheek, and where pigs roam the skies— 


free trade still makes sense. 

It does. Mr David Richardson of the 
University of Wisconsin has just pub- 
lished a new and exhaustive survey” of 
the relevant empirical studies. Taken to- 
gether they say that imperfect compe- 
tition, far from weakening the case for free 
trade, strengthens it. 

The chart shows the underlying 
method. Suppose an economy produces 
just two goods: tweed jackets and VCRs. 
The more it produces of the one, the less 
it can produce of the other. The bold 
curve, which shows how much of the two 
goods the economy can produce in com- 
bination, therefore slopes downwards 


from left to right. It also bulges outwards, 


thanks to the law of diminishing returns. 
The question is, where on this curve 
should the economy be? 

The welfare lines are meant to show so- 
ciety’s preferences. Each line joins up 
combinations of jackets and vcrs that 
provide the same amount of welfare. The 
further to the right the line is, the greater 
the welfare. Again the lines bend; the idea 
is that if somebody has 50 jackets and one 
VCR he would need an awful lot of jackets 
to make up for having one less vcn. 

In a closed economy, society achieves 


‘its greatest welfare at Q, where the produc- 


tion curve just touches a welfare line. At 
that point the cost of producing one more 


VCR, represented by the slope of the bold - 


curve, is the same as the benefit from con- 
suming it, represented by the slope of the 


| welfare line. Under perfect competition 
| these slopes will also be equal to the do- 





est that protectionism can make sense. As 
owever, free trade looks better and better 




















































Imperfect competition t 
plicated. But free trade still 
bet—even before taking reta 
mishandled intervention into à 
Remember the initial move from : 
gives the economy a head start. Afte 
the interaction of free trade and 
prices can go either way, adding to: 
ducing the gains, perhaps elimin 
them altogether. It all depends, 
models (mathematical versio: 
chart) that take account of real-wor 
cumstances, it is possible to judge the net 
effect in particular cases, c ERO 

Mr Richardson found ten new empiri- 
cal studies of trade policy under imperfec 
competition. From all of these it can be 
deduced that imperfect competition dc 
make a difference, in some cases a big o 
So the points raised by strategica 
theorists cannot be ignored, B 
ers need not worry. Four of tt 
rectly answer the question: wha 
fect of freer trade on welfare; 
perfect competition with imperfect 
petition’ Their answer is that under 
perfect competition the gains are bigg 

One study examined the recent 
trade pact between America and Cz 
Under perfect competition, the : 
ment has little effect on welfare. Ù nde 
imperfect competition, America’s gait 
falls a bit; Canada's rises to 1.295 of GDP 
Another Canadian study showed no gair 
at all from unilateral liberalisation unde: 
perfect competition, and a gain of 4% o 
GDP under imperfect competition. A 

study of Turkey found that imperfect 
competition reduced the gains from 
liberalising car imports, but increased t | 
gains from liberalising imports of tyres 
and electrical appliances. 

One of the most detailed studies re- 
viewed looked at the effects of lower trans- 
port costs within Europe after 1992. (This 
is equivalent to a lowering of trade barti- - 
ers.) Its results were in line with the oth- 
ers. In ten industries from footwear to ma- 
chine tools, freer trade produced a net 
gain in every case. In nine of the ten, im- 
perfect competition made the gains big- 
ger—often by half as much again. | 

The message is this: the effects of free 
trade under imperfect competition (small- 
er price distortions, the forced exit of inef- 
ficient firms) yield gains that usually out- 
weigh the losses (the surrender of profits 
to foreigners). So the new theory of strate- 
gic trade turns out to offer no comfort to. 
protectionists after all The empirical 
work it has prompted so far says that free. 
trade is not just best, but even better than 
you always thought. | 


the evi- 





mestic price of VCRs in terms of jackets. 

An open economy is different. Instead 
of facing a domestic-market price for 
VCRs, it would face a lower world-market 
price, represented by the slope of the dot- 
ted line. Profit-seeking producers would 
make fewer VCRs and more jackets, shift- 
ing the economy’s output to P. Welfare- 
maximising consumers, on the other 
hand, would want fewer jackets and more 
VCRs, at C on the higher welfare line. The 
economy becomes an exporter of jackets 
and an importer of vcrs. By separating 
consumption and production, trade lifts 
the economy to greater welfare. 





Protection that fell short of banning 
trade altogether would mean a steeper 
price line than the one shown (tariffs on 
VCRs would raise the domestic price above 
the world price). Producers would move 
to between Q and p. The economy could 
reach a higher welfare line than if it were 
closed but a lower one than if open. 

All of this assumes perfect compe- 
tition. Under imperfect competition, a de- 
sirable shift like the one from from Qtoc 
still happens. But new factors also come 
into play. For example, monopolistic do- 
mestic firms make excess profits by charg- 
ing high prices. Free trade curbs this by 
promoting competition—hurting produc- 
ers and helping consumers, for a net gain. 
Unless, that is, the goods concerned are 
mainly exported. In that case foreign con- 
sumers get the main benefit from freer 
trade, and the loss to domestic producers 
may cause an overall loss to the economy. 
The distorted price, in effect, had allowed 
access to a higher welfare line. 





* Empirical research on trade liberalisation with i 
fect competition: a survey. By |. David Rich 
OECD Economic Studies Number 12. : 
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BUSINESS 
investment in China 


Yankee gone 
home 


BENING 








éé T is important”, says China's 
senior leader, Mr Deng Xiaoping, 
ttis that we should never change China into 


a closed country.” What is uncertain is 
- whether the rest of the world is listening. 
- Since Mr Deng's soldiers slaughtered un- 


armed students in Beijings Tiananmen 
Square on June 4th, foreign businessmen 
have shunned China. After fuelling a de- 
cade of 10%-a-year economic growth, Mr 
Deng's "open door” economic policy sud- 
denly seems irrelevant. 

[n the past three weeks several thousand 


expatriate businessmen—Americans, Aus- 
— tralians, Japanese, Britons and others—have 


obeyed their embassies’ advice to leave for 
their own safety. America has led other 


- countries in banning military sales to China 


and is now asking international financial 
agencies to delay loans to China. The World 
Bank has already delayed consideration of 


— loans worth over $450m (and more delays 


are possible before the year is out). China's 


state-owned Minmetals, apparently rebuffed 


by foreign bankers, has had to abandon its 
$200m-odd purchase of New Zealand Steel. 
Companies from Gaz de France to Austra- 
lia’s BHP have halted plans to invest in 
China. 

Even Japan, an arch-pragmatist in busi- 
ness, has belatedly shown its disapproval: on 
June 20th it suspended a five-year $5.6 bil- 
lion loan programme due to start next year. 
“Even after confirming physical stability 
and preparedness by the Chinese leaders to 


- receive aid, we still have to make up our 
- minds whether it is proper to go ahead from 


our side," explained a spokesman from the 
foreign ministry in Tokyo. However, Japa- 
nese businessmen, some already back in 
Beijing, are offically requested only “to show 
restraint" in dealing with China. 

Two months of unrest have caused di- 
rect economic losses (mostly lost output, but 
also including burnt buses and other dam- 
age) to Beijing alone of over one billion yuan 
($270m). In the nation as a whole, industrial 
output this month is running at least 20% 
below last year’s level. Tourists have fled 
and luxury hotels—an important source of 
foreign exchange—are filling only a fifth of 
their rooms, mainly with journalists. 

Prospects are for worse to come. There 
is talk that the international credit ratings 
for China and its investment agencies may 
soon slip a notch—which would add to Chi- 
na’s interest charges on future borrowings. 
China’s bid to join the General Agreement 
on Tariffs and Trade may fall foul of objec- 
tions in America—which may also deprive 
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China of the “most favoured nation" tariffs 
it enjoys on its exports to the United States. 

The question is how long capitalists' 
outrage at events in China will continue. 
The Russian-educated prime minister, Mr Li 


m C a > WET S. z - 3 


Peng, and the vice-premier, Mr Yao Yilin, 
have both hinted that China can turn to the 
Soviet Union. But the truth is that only 
Asia's capitalists and the West can supply 
the technology, expertise and hard-currency 
markets needed to turn China in the next 
50 years into the “moderately developed" 
nation envisaged by Mr Deng. That is why 
Mr Deng's China has approved foreign in- 
vestment in around 18,000 businesses with a 
contractual investment of over $30 billion 
(including $2.45 billion in the first four 
months of this year). By contrast, Sino-So- 
viet trade—mostly by barter—was last year 
worth only $115m. 

No wonder Chinese officials, from Mr 
Zheng Tuobin, minister of foreign economic 
relations and trade, to the party secretary of 
Fujian province, are now so insistently woo- 
ing foreign investors. Of the disappearing 
expatriates, Mr Zheng says confidently: “I 
expect all will be back very soon since secu- 
rity is no longer a problem for them." 

But what will they return to? It has a 
ways been difficult for foreign companies t 
make money in China, as companies such as 





When China sneezes... 


HONGKONG 


| B pies the past month, Hongkong's 
businessmen were just the most nu- 
merous foreign investors in China. Now 
they are the most pensive, too. One with 
a lot to think about is Mr Gordon Wu, 
who is building a motorway in China. He 
says he was “unnerved” by the events in 
Tiananmen Square. So were his finan- 
ciers. His company, Hopewell Holdings, 
had planned a HK$3.8 billion ($485m) 
rights issue, the largest Hongkong would 
have seen. It was scrapped when Hope- 
well's share price collapsed along with 
most other Hongkong shares in the wake 
of China's troubles. Other rights issues 
disappeared with it. 

Mr Wu has built a power station in 
southern China. He was going to build 
another and had hoped to construct a 
bridge to Macau. All that has been post- 
poned. Mr Wu's projects are not the only 
casualties. Yuen Sang Enterprises has ex- 
clusive rights to make and sell Pierre 
Cardin watches in China. It had raised 
HK$llm to start a joint venture in 
Shanghai and had hoped to expand from 
there. The agreement was due to be 
signed this month, but now any signing 
ceremony has been delayed indefinitely. 

Hongkong businessmen also fear a 
fall in orders for factories they already 
own across the border in Guangdong 
province. Last year Hongkong business- 
men invested about $1.8 billion there. 
Among the biggest diversifers, Hong- 








kong toy manufacturers had switched 
about 8096 of their production to China. 
They fear that Christmas and other or- 
ders might fall around 2096, because of 
customers' anxiety about security of sup- 
ply from China. 

Already there is talk of switching pro- 
duction to South-east Asia. Thailand is 
the favourite destination, with Malaysia 
second. The Philippines is also trying to 
woo Hongkong investors looking for a 
safe haven. One Hongkong company 
thinking of making such a move is Play- 
mates Holdings, the manufacturer of 
Hongkong's hot-selling toy, "Teenage 
Mutant Ninja Turtles”. 

China's troubles could be the last 
straw for Hongkong's overstretched 
property market. Since mid-May the 
property-price index has fallen by 35%. 
[n the first big sale of residential property 
since the Tianamen massacre—in Tuen | 
Mun in Hongkong's New Territories— 
oa six of 27 properties on offer were 
sold. 

The mainland-owned Bank of China 
has cut its valuations on Hongkong 
property for mortgages by 30%. Other 
banks cut the amount they were pre- 
pared to lend to 60-70% of a property's 
valuation, down from 80-90%. For many 
of the colony's educated young workers, 
local mortgages are becoming the least of 
their worries. They are-preparing instead 
to buy homes overseas. 













THE ECONOMIST JUNE 24 1989 








Volkswagen of West Germany and Ameri- 
ca’s McDonnell Douglas have found to their 
cost. Only the Hongkong Chinese, with the 
advantage of family links and a shared cul- 
ture, have prospered easily. They, too, are 
now less sure that they will be able to make 
money in the future. 

Positive thinkers can find a silver lining 
in China’s troubles: more centralised au- 
thority in Beijing will mean less need to deal 
with corrupt provincial officials, and so 
more certain supplies of raw materials. 
Moreover, the bureaucrats in Beijing are re- 
luctant to pursue the obvious alternative to 
more foreign investment: more foreign bor- 


rowing. With foreign debts totalling $40 bil- 
lion, China's debt-service ratio is a comfort- 
able 10-11% of export earnings. 

China’s grey clouds overwhelm any sil- 
ver lining. Sensible business planning re- 
quires economic stability, and that in turn 
requires political stability which, in China, 
must await the death of Mr Deng and the 
immediate upheaval that will cause. China's 
workers will become ever more disgrun- 
tled—no matter how much the government 
tries to cover up the extent of the Tianan- 
men Square killings or how many unde- 
served bonuses are dished out to keep them 
quiet. 





American health care 


Pay now, pay later 


Despite a huge and growing market, most of America's health-services in- 


ustry is struggling to make money 


N 1989 Americans are expected to spend 
some $620 billion on health care. At 
$2,500 for each American that's propor- 
tionately more for each person than any- 
where else in the world. By 1992 it is pre- 
dicted that spending could reach $2 billion a 
day. The government's bill for Medicare (for 
the old) and Medicaid (for the poor) has 
nearly doubled in the past five years. Em- 
ployers’ health payments rose by some 30% 
in 1988. These huge expenditures should 
mean big business, and big profits, for some- 
body. But, despite radical reforms giving 
pennypinchers a bigger voice in treating the 
sick, costs are still rising faster that this sky- 
rocketing spending. Few health-care suppli- 
ers are making money. 
In the early 1980s government and pri- 
vate employers sought to contain health ex- 
penditure by bringing market forces to bear 


aes hace did my em dot 
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on the providers of medical services. That 
meant paying doctors and hospitals a flat fee 
for each illness they treat instead of simply 
passing them a blank cheque for whatever 
they might prescribe. 

By setting a flat fee based on that 
charged by the most efficient doctors and 
hospitals, theory had it, efficiency in health 
care would have to improve. True to theory, 
doctors and businessmen have indeed tried 
to improve the management of health care 
in hopes of eking more profit out of lower 
fees. The most popular approach has been 
so-called health maintenance organisations 
(HMOs). These put doctors, hospitals and 
other health suppliers under a single profit- 
motivated management, which offers to 
cure anything and everything for a set an- 
nual fee. According to InterStudy, a Minne- 
sota-based consultancy firm, there are now 
607 HMOs. Millions of Ameri- 
cans have signed up as HMO 
customers. 

Unfortunately, with all 
these HMOs hoping to make 
fortunes from health care, 
overcapacity has lingered far 
longer than many had hoped. 
In fact in some areas of the 
country it has grown worse. 
Despite the closure of 83 com- 
munity hospitals in 1988, the 
highest reported in any single 
year, half of all city hospitals 
and 7096 of rural ones con- 
tinue to lose money. Only 6596 
of the American hospital beds 
are filled at any one time, com- 
pared with 7496 in 1983. 

Everybody is suffering. 
Nearly three-quarters of HMOs 
lost money in 1987 and 1988. 
Last year Maxicare Health 









Source: US Healthcare Administration; Bureau of Lab 





Plans, one of the biggest, sought protection 
from its creditors in Chapter 11 bank- 
ruptcy. Meanwhile, America’s health insur- 
ers took an underwriting loss of $816m in 
1987. Predictably, many insurers are trying 
to pass the pain on to consumers—by rais- 
ing premium charges by nearly 20%. Pre- 
dictably, consumers are furious. 

The big problem is simply that health- 
care costs keep crashing through any ceiling 
put on them. One reason is that medical sci- 
ence now invents new tests and procedures 
far faster than insurers can work out 
whether they should or should not pay for 
them. When in doubt, curing people, how- 
ever inefficiently, still takes priority over 
saving money. But other reasons for fast-ris- 
ing health-care costs include 
@ Loopholes. Neither patients nor doctors 
have much incentive to be parsimonious 
with health care. And they are proving re- 
markably clever at wriggling out of cost caps. 
One favourite wheeze is for hospitals to get 
doctors to do some tests in their offices 
(where insurers will pay for them) instead of 
in the hospitals themselves (where the gov- 
ernment won't). When nobody else will pay, 
some doctors now ask patients to top up 
their fees. And the sick are not well disposed 
to say no. 

e Non-price competition. Perversely, 
competition has in many place raised 
health-care costs, points out Partners Na- 
tional Health Plans of Minnesota. To attract 
enough volume to tap economies of scale, 
both hospitals and doctors are trying to 
pack more service into each treatment. For 
example, hospitals now vie with each other 
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BUSINESS 


on the interior decoration of their wards, 
and the quality of their food as well as that 
of their health care. 

e Administrative costs. Too little of pa- 
tients’ money is spent on treatment. In 1986 
administrative costs accounted for 22% of 
health-care spending. And they are rising. 
The average urban hospital has some 40 sep- 
arate monitoring programmes just to make 
sure they are not cheated. 

If fortunes are indeed to be made from 
health care in America, answers will have to 
be found to such problems. One now popu- 
lar idea is to take more control of how doc- 
tors treat diseases as well as how much they 
are paid for treatment. But even if answers 
are found, new, unanticipated problems 
may arise to supplant them. After all, heal- 
ing the sick has for centuries been an act of 
charity. Why should a few MBAs think they 
could change it into a money-making propo- 
sition in just a few years? 









Flying nowhere 






[peche some airline passengers 
spend longer waiting to take off 
than they do in flight. With world air 
travel expected to double by 2005, the 
delays will grow worse. But what is to be 
done? Passengers want convenient air- 
| ports, but householders object when new 
ones are planned next door or existing 
ones are made bigger. The best solution 
may be to route some transit passengers 
|. through the middle of nowhere. 
Airlines in America and some else- 












where operate what are called hub-and- 
spoke systems. At the hub, flights are 
timed to arrive and depart along the 





spokes so that passengers can switch 
from one flight to another. This can be 
| irritating for passengers, but it is more ef- 
| ficient for carriers than a web of direct 
| flights. The hub system also allows air- 
| lines to offer a bigger variety of destina- 
| tions and to fil more seats—which 
| should result in cheaper fares." 

| At some of the huge hub airports in 
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Kuwait’s oil industry 


Tomorrow the 


world 


HE master plan for Kuwiat to become 

the new seventh oil "sister" is about to 
enter its second stage. The emirate has al- 
ready bought extensive downstream assets, 
in refining and marketing in Western Eu- 
rope: these secure a market for some of the 
oil which accounts for 90% of its export rev- 
enues. Now it is looking to Asia, where it 
hopes to break into exploration and produc- 
tion in a big way. If it succeeds, OPEC's frag- 
ile unity will be further strained. 

Cheap oil has forced Kuwait into this 
global quest. It started buying downstream 
assets in Europe in 1983, when oil prices 
were first hit by falling world demand. By 
1986, when oil prices were less than half 


America about half the passengers mill- 
ing around are simply transferring from 
one flight to another. At the busiest 
hubs, like Dallas-Fort Worth, this pro- 
portion can reach two-thirds. So why not 
route connecting passengers through 
hub airports in out-of-the-way places, 
where there is plenty of uncongested air- 
space and no neighbours to annoy? 

The government-backed Transport 
Research Board is investigating the idea 
of such “wayports”’. Most passengers us- 
ing a wayport would fly in from other 
parts of America, or overseas, to connect 
with flights to other destinations. 
Wayports would be cheap to build. At 
about $1 billion each they would be well 
under half the cost of a new metropoli- 
tan airport. Savings would come from 
cheaper land and fewer facilities. No 
need for lots of check-in desks or vast car 
parks. 

Wayports could also develop at un- 
derused airports, which could be linked 

to cities with high-speed rail- 

-N ways. Outside America, un- 
derused airports such as 
Shannon in Ireland—once a 
transatlantic fuelling stop— 
have been suggested as future 
European wayports. 

Many airlines are cool 
about the idea. One reason is 
that some carriers so domi- 
nate hub airports that com- 
petitors are unable to find 
room for new take-off and 
landing slots. All the more 
reason to hub out-of-town. 





Ambitious Sheikh Ali Khalifa 


their previous peak, Kuwait could process 
more than four-fifths of its crude in its own 
refineries at home and abroad and sell re- 
fined oil products through its new netwot 
of European petrol stations. Refining adi 
value to every barrel. And much of Kuwait's 
oil was being sold in European currencies 
which were, until recently, appreciating 
against the dollar. So the emirate's oil reve- 
nues have held up better than those of 
OPEC's less imaginative members. 

Kuwait Petroleum International (KPI), a 
subsidiary of the government-owned Kuwait 
Petroleum Company (KPC), now operates 
around 4,400 petrol stations in western Eu- 
rope, trading under the "Qs" logo. It also 
owns two European refineries. KPI's Euro- 
pean spending spree has cost it less than 
$400m—a trifle for a country which will 
earn more than $6 billion from its foreign 
investments this year alone. KPI is now able 
to sell up to 250,000 barrels a day (b/d) of 
refined oil products in Europe, a figure 
which, by further acquisitions, it hopes to 
double. All this is in addition to 700,000 
b/d of oil products produced by the emir- 
ate's domestic refineries (equivalent 
about a third of BP's world refining 
capacity). 

At the OPEC ministerial meeting in Vi- 
enna earlier this month, Kuwait was the 
noisiest dissenter. It will ignore the 1.1m b/d 
quota it was granted for the second half of 
1989 —an allotment which leaves the emir- 
ate with little spare oil to feed its ambitious 
downstream plans. 

Kuwait is now more determined than 
ever to step up its overseas oil production, 
which is not covered by OPEC quotas. It does 
not seem worried by the fact that foreign oil 
costs ten times more to produce than the 
stuff which flows almost for free from be- 
neath Kuwait’s arid landscape. The $2-a- 
barrel fall in oil prices since the Vienna 
meeting has not deflected it from this game 
plan. Sheikh Ali Khalifa, Kuwait’s oil minis- 
ter, says that he would like oil prices to re- 


main constant, in real terms, for the next de- 
BUSINESS continues on page 77 > 
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As a top-ranking European bank firmly established 
among the world's leaders, BNP offers you the power and 
efficiency of its worldwide network. 

With offices in 74 countries, BNP monitors major world 
markets 24 hours a day, gathering and analysing up-to-the- 
minute data in the service of its clients. 

With a specialized international teleprocessing net- 
work and one of Europes most advanced trading rooms, 
BNP provides optimal solutions based on fast reactions and 
market knowledge. For financing major projects, esta- 


blishing export credits or for access to the 


money markets, BNP enables you to 


take full acvantage of the very best 





commercial opportunities. 
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STONEHENGE AND 
THE SPACE TELESCOPE ;.7: 220 


Neolithic people built a remarkable monument on th 
Salisbury Plain in what is now southern England. A 
an engineering feat alone, Stonehenge stands as on 
of the wonders of the world. But a recent discover 
has revealed that it served not only as a temple, bt 
as an astronomical computer. 

We know very little about the life of the people wh 
built Stonehenge. But one thing that has become I 
creasingly evident is that they were far more sophis 
cated than was previously believed. Even though the 








wur seu Uny wiin Stone Age technology, they built a 
monument which apparently acted as an astronomical 


clock. With Stonehenge they could predict eclipses, 


the exact days of the solstices. the long-term cycles 
of the moon and sun, and other important heavenly 


events. [hey could begin to understand that the uni- 


verse had order and how it worked 


The need to understand the workings of the uni- 


Verse IS very ancient in man. One might even say that 


itis instinctual, that it is part of what makes us human. 


A leap of forty-one centuries and we find ourselves 
still confronted with the same questions that drove the 
prehistoric Britons to build Stonehenge. How does the 
universe work? How did it begin? Will it ever end? 


The Hubble Space Telescope will help us solve 
these primeval mysteries. Once in Earth orbit. the tele- 
scope will be able to detect objects as far as fourteen 
billion light-years away, which is to see fourteen billion 
years into the past; past the birth of the Earth: past the 
birth of our galaxy; to the very beginning of time 

The Space Telescope represents a momentous 
leap in the history of mankind. The builders of 
Stonehenge must have felt themselves on the verge 
of the same kind of moment as they discovered that 
creation actually had order. Within our own grasp is 
a view of the creation itself 
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Giving shape to imagination 
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cheap to buy, and. would for 
ploration costs to fall even further. 
^». Kuwait already. produces more than 
. 20,000 b/d of oil in America and in Britain's 
North Sea, and has stakes in small Malay- 
sian and Indonesian fields. Naturally, this 
still pales beside its current 1.8m b/d domes- 
tic output. The emirate's planned upstream 
forays into east Asia will be on a grander 
scale. Kuwait believes that much of future 





— growth in oil demand will come from Asia. 


The emirate is wooing Thailand first. In 
March kpc agreed in principle to pursue fu- 
. ture joint oil ventures with the state-owned 
-> Petroleum Authority of Thailand: Kuwait 

has hitherto shunned joint oil ventures. It is 
. also to sell oil products under the gs logo in 
_ Thailand, and plans to explore for oil in 
. Thai waters. It also hopes to buy oil assets in 
Australia. Expect Kuwait's first. purchase 
there to be a small oil-distribution company. 
If such a purchase went ahead without con- 
wersy, Kuwait would follow that up with 
joint oil-production ventures. 
The vast, well protected Japanese mar- 
ket is the one Kuwait would most like to 
break into. Japan has no oil of its own, and 
depends on costly-to-transport crude from 
the Gulf. Kuwait's aim is to produce oil in 
nearby Ásian countries which could then be 
shipped cheaply to a joint-venture in Japan. 
..- History is against ít. Kuwait tried once 
before to enter the Japanese market. In 1984 
KPC wanted to buy Getty Oil’s 5096 stake in 
. Mitsubishi Oil, but was thwarted by Japan's 
. Ministry of International Trade and Indus- 








try. This time, in the longer term at least, 
Kuwait may have a lever. Japan's Arabian 
Oil Company has a concession to produce 
400,000 b/d in the Kuwait/Saudi Arabia 
neutral zone. This expires at the turn of the 
century. Eager to renew it, Japan may get a 











Corporate debt 


Gateway to Britain 


J HATEVER the final outcome, the 

V sight of two rival consortia battling 
for control of Gateway, Britain's third larg- 
est food retailer, with borrowed money is a 
sign of the future. On June 22nd 
Wasserstein, Perella, an American mergers- 
and-acquisition boutique, and 
Great Atlantic & Pacific Tea 
Company (A&P), America’s 
fourth largest food retailer, 
trumped Isosceles, a newly 
formed company, with a lever- 
aged, or debt-backed, bid for 
£2.1 billion ($3.2 billion). 
America’s leveraged buy out 
(LBO) kings, Kohlberg Kravis 
Roberts has also shown inter- 
est. Whoever wins, America’s 
wave of debt-financed take- 
overs has reached Britain. 

This is the first time that 
an American LBO fund has 
been involved in a large British 
takeover bid. American LBO 


Corridors of obfuscation 


U~ ER. What has happened to the 
L7 bid for Plessey? By now the British 
electronics company was supposed to be 
i gobbled up by its rivals, Britain's GEC and 
F West Germany's Siemens, which made a 
|] bid last November valuing Plessey at £1.7 

billion ($3.1 billion). That offer was sus- 
pended while the Monopolies and Merg- 
ers Commission (MMC) investigated. 
However, since the commission ruled in 
April that the takeover could go ahead, 
the bid seems to have got lost somewhere 
inside Whitehall. 

When the MMC gave its approval, it set 
three conditions to protect national secu- 
rity and to avoid eliminating competition 
altogether from bits of British defence 
procurement. First, GEC had to promise to 
.] give competitors the technology to make a 
||. new communications system called Jrips, 

(| also made by Plessey. Second, the new 
company should be managed in ways that 
- would not compromise Britain's national 
security. Third, GEC must not have any 
part in Plessey's radar, communications 
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and trafhc-control businesses. If the bid 
succeeds, these will be owned by Siemens, 
which will have to compete with GEC. 

: Lord Young, the trade and industry 
secretary, gave the Ministry of Defence 
(MOD) the task of negotiating the first two 
of these conditions with GEC and Sie- 
mens. The Office of Fair Trading is re- 
sponsible for number three. To finish the 
job, 40 days was thought to be enough. 
Nine weeks on, a deal is said still to be 
"weeks away". Why? | 

Discussions have become bogged 
down in how to apply the first two of the 
MMC's conditions. The Office of Fair 
Trading, which had to learn Plessey's 
businesses from scratch, has already given 
draft proposals to GEC and Siemens for 
solving its part of the puzzle. 

In contrast the MOD, which knows 
Plessey's businesses well, and has plenty of 
experience in negotiating national-secu- 
rity clauses and technology agreements, 
has yet to produce firm proposals for the 
two MMC conditions it is handling. Those - 











over, the MOD will be dealing with a 




















only if Kuwait is give 
downstream market. : 

And after Kuwait has prised: oi 
pan? Expect its next target to be 
That would complete Kuwait's 
phosis from oil emirate to oil mul 
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compard with 51 cent 
America, 59 in Japan and 
West Germany. — a 
Although leveraged: 
sitions have become n 
ular in Britain, they are 
dwarfed by activity in An 
Last year there were som 
LBOs in Britain worth ai 
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familiar with the negotiations insist th 
are no issues of principle blocking t 
bid's clearance. So the MOD might be ; 
slowcoach for other reasons. One is tha 
the negotiations are genuinely complex 
Unlike commercial negotiations, there i 
little scope for trade-offs: national secu 
cannot be compromised; the legal: 
guage must be unassailable. — E 

That may be only half the story, T: 
ministry would have good reason for pr 
ceeding at its own pace. If Plessey is ta 




























stronger GEC, a group that already swa 
lows more than half of Britain's de 
electronics budget. Its relations with Lord 
Weinstock, GEC's chief, have not alwa 
been easy. Officials may be tempted by 
chance to show him who is boss. É 
The longer the bidders have to wa 
the better Plessey's chance of escape. 
white knight might arrive, say, or Plessey 
share price might climb too high. Mop o 
ficials expect the bid to succeed event 
ally. But if it fails, they will not weep. Ho 
long before Siemens, which wan 
Plessey's telecommunications operation 
not its defence business, loses patience? 
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worth in America. The LBO boom has trig- 
gered fears in America about how debt-bur- 
dened companies would weather a 
recession. 

Contrary to popular belief, America’s 
debt-to-asset ratio has barely risen in the 
1980s. Do not rejoice. Debt-to-asset ratios 
have fallen in all the other big economies in 
the 1980s. 

If firms elsewhere can safely support 
higher levels of debt than those of Britain 
and America, why worry about a wave of 
borrowing in America today and Britain to- 
morrow? In fact, international differences in 
debt levels may reflect institutional arrange- 
ments rather than financial prudence. 

Companies in Japan and West Germany 


may be able to support a higher amount of 
debt because banks there hold sizeable eq- 
uity stakes in non-financial firms, and are of- 
ten represented on company boards. In Ja- 
pan banks hold a fifth of the toal stock of 
shares, in West Germany 10%. This reduces 
the incentive for banks to force bankruptcy. 

Another factor .is that, in West Ger- 
many and Japan, equity and debt claims are 
concentrated in relatively few hands. That, 
the Bis argues, favours leverage by making it 
easier to resolve financial crises without re- 
sorting to bankruptcy. So while, in theory, 
American and British companies could af- 
ford more debt, their more diverse equity 
and debt holdings would make West Ger- 


man or Japanese debt levels too risky. 





Mexico's economy 


In need of confidence 


Y THE undemanding standard of Latin 

American countries, Mexico's econ- 
omy is almost blooming. A pact between la- 
bour, management and the government last 
December, setting out voluntary wage and 
price controls, was extended on June 19th 
until next March. Remarkably, it seems to 
be working. 

But Mexicans are nervous. They hope 
that the negotiations in New York about 
easing the burden of servicing their $100 bil- 
lion foreign debt will restore confidence in 
their country's economy. Although these 
talks have the backing of Mr Nicholas 
Brady, the American treasury secretary, 
their success is far from certain. 

For once, many Mexican economic indi- 
cators look tentatively good. Inflation this 
year is expected to be about 18%, still high 
but better than last year's 15096. The budget 
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deficit in the first quarter was a modest 196 
of GDP on an annualised basis; in January 
and February it was in surplus. Tariffs have 
been cut, letting imports flood in, but non- 
oil exports increased last year by 1696. Oil 
exports brought in $6.7 billion last year and 
ought to earn more this year. The trade sur- 
plus will probably be small despite oil—little 
more than $3 billion. But the assembly 
plants near the American border, called 
maquiladoras, should earn more than $2 
billion and tourism a further $1 billion for 
the current account. Growth will probably 
reach 1.596 this year—modest but better 
than last year's GDP rise of only 1.196 
Nonetheless, Mexicans think so little of 
their government's creditworthiness that 
they have to be paid a real interest rate of 
3596 to get them to save their money at 
home rather than in the United States. This 





hobbles investment. To restore business 
confidence, President Carlos Salinas de 
Gortari has liberalised foreign-investment 
rules so that any investment of less than 
$100m is approved automatically unless it is 
in industries where there is a strong national 
interest such as banking, oil and gas, ura- 
nium, shipping and communications. For- 
eign investments can be made anywhere ex- 
cept in the urban sprawls of Mexico City, 
Guadalajara and Monterrey. Pollution is so 
bad there that more industry is no longer 
wanted. Previously, all foreign investments 
needed time-consuming official approval. 

Mr Salinas is also quietly liberalising 
banking rules, letting banks set their own in- 
terest rates for deposits (previously set by 
the central bank). He shows no signs, how- 
ever, of denationalising the state-owned 
banking system. There are rumours that he 
is planning to open up financial services a 
bit by letting foreigners buy local brokerage 
houses or even open their own. Foreipn 
banks would like Mexico to cut its forei 
debt and boost its economy with debt-fc.- 
equity swaps. But the government is reluc- 
tant to encourage these because it believes 
they are inflationary. 

More sales of state companies are 
planned, too. Next to go, it is said, will be 
the airline Mexicana. Also on the list are 
Telefonos de Mexico, power stations and 
several mining companies. The state oil mo- 
nopoly, Pemex, is part of the "national pat- 
rimony" and will never be sold, although 
the private sector may be given more leeway 
in petrochemicals. But the skittishness of 
Mexican investors could still stymie the pri- 
vatisation programme. 

Nonetheless, stable Mexico ought to be 
ready for sustained, non-inflationary, ex- 
port-led growth. Investors should be pump- 
ing money into the country, supporting Mr 
Salinas. This is not happening because of 
the shadow cast by the country's debt. To 
let in sunlight, President Salinas wants th 
banks to cut Mexico's annual foreign-deH 
servicing from 696 to 2% of GDP, or by 
roughly $4.5 billion a year. He has asked the 
banks to reduce either the debt itself or the 
rate of interest. At the negotiations in New 
York, however, the positions of the banks 
and Mexico are still far apart, though edging 
closer together. 

Mexico has gone through six years of 
austerity as the government brought order 
to the budget and it tried to service the debt. 
It now needs some relief and a breathing 
space. That might encourage Mexicans to 
bring home their $50-odd billion of flight 
capital and foreigners to invest in a cheap- 
labour country on the border of the United 
States. With such a flow of money, down 
would come domestic interest rates, up 
would go foreign-exchange reserves (now 
only about $4.5 billion) and the private sec- 
tor would expand. If only. 
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Pre tax profits of £325m. 
Earnings per share were 27.3p. 
vie gd _ Dividend increased by 13% to 9.5p. NEC 
Over five years earnings per share have grown 28% compound and dividends 20% compound. E 


_ The financial results are another record for the Group. Pre-tax profitincreased 
to £323 million and earnings attributable to shareholders exceeded £200 million. 


| The quality of earnings has improved further asa result of the better worldwide 
balance of the Group and the increasing profits being generated by Visioncare. 
Earnings per share have improved by Lip to 27.3p. 
The second interim dividend has been increased by 0.79p to 6.84p per share, 
giving a total dividend for the year of 9 Sp per share, an increase of flp. l 
in the past five years, dividends to shareholders have increased by 2099 
. compound a year and earnings per share have risen by 28% compound. l 
Turnover has increased to £2,573 million while operating profits rose to £349 
million, up 14% on 1988; ^ 


Allour major operations; with theex ception of Optronics, have performed well. 


This is the first year für the last three that our trading results have not been 
affected by a change in the year end of some of our major subsidiaries. To measure the 
Group's underlying growth, more meaningful comparisons can be made by eliminating 
this "extra" pre-tax profit of £15 million in 1988. Comparing the last two years on this 
basis, turnover has increased by 1896 and operating profit by 19%. After absorbing the 
interest cost of the Visioncare and the Australa n acquisitions, the pre-tax profit has 
risen by 13%, and E.P. S, by 8 B95in spite of the forecast dilution following the Visioncare 
acquisition, 

Investment and related companies’ income in 1989 has benefited from major 
contributions from Mexico and Brazil, with smaifer amounts from Argentina and 
Germany. 

Group capital expenditure at £217 million continues high as our core 
businesses of flat and safety glass and vision care construct new facilities to meet 
increasing world demand for our products. 

Acquisition costs amounted to £175 million, three quarters of which is 
accounted for by the purchase of the remaining shares in Pilkington ACI, Australia, and 
New Zealand Window Glass. 

The other major expenditure relates to the offer to buy out the minority 
shareholders in Fiachglas and Dahlbusch. 

This considerable Group activity in acquisitions and capital expenditure has 
led to Group net borrowings increasing by £212 million to £609 million at the year end, 
As expected, the Group's net gearing has risen from 3996 to $99» of shareholders funds. 

The Group's gearing should be reduced during 1989/1990 as a result of the 
investment by Nippon Sheet Glass in Lihbey-Owens-Ford, through selective 
divestment and through strong internal cash generation. 

Both net interest cover o 5.7 times and dividend cover of 2.9 times remain 
satisfactory. 

The taxation charge is Moof pre-tax profit (1988 - 33%), benefiting particularly 
from tax allowances on capital investments around the world. 

The extraordinary charge of £24 million relates entirely to the restructuring 
costs af our safety glass operations in the U.S.A. 

FLAT AND SAFETY GLASS 

The European operations of flat and safety glass have achieved profits of £152 
million with a 1596 margin on sales of over £1 billion. Two new float Hines are under 
construction, inthe United Kingdom and in Germany, to satisfy the growth in demand. 

In thé United States, Libbey-Owens-Ford's profits have risen 10£35 million, a 
3?% improvement. They have signed a new five year agreement with General Motors for 
the supply of automotive glass thFoughout North America. 

Nippon Sheet Glass Co. Lid. havé been invited to join usasa partnerin Libbey- 
Owens-Ford. They will invest USS230 million to purchase a 20% interest, subject to 
ciearance from the necessary governmental authorities. Through this partnership we 
intend to build on our world leadership in automotive glass produets and to strengthen 
our ability to serve the automotive industry. 

Australia, whose second float line began production in November, and South 

‘Africa have each achieved another excellent year with record sales and profits. 
INSULATION AND REINFORCEMENTS 
a The mild winter has undoubtedly had an adverse effect on the overall demand 
for insulation, This has led to increased competHive pressures inthe United Kingdom. In 


= spite of this, performance remains satisfactory. Higher insulation standards ex pected to 


come into force in 1990 as part of the new Building Regulations will be welcome. 


VISIONCARE ne 8 V 
At Pilkington. Visioncare. our management has now. brought. together a 
coherent and cohesive world ophthalmic business, Sales have risen to fti 2 million (198% 
~ £184 million) and profits haveirisen to £35 million (988 - £15 million). Profit margins 
are now above those achieved by Sola before the U.S. Visioncare acquisitio p^ eae 
Our vision care business has been further strengthened by the acquisition in ^ 
May 1989 of CooperViston's European contact lens operations; t og 
OPTRONICS NN 
Optronics has suffered a considerable reduction in sales Jof 
equipment, and a continued erosion of profit margins on contracts with the Mi 
Defence has resulted in. a trading loss of £2 million for the year A mak 
programme at Barr & Stroud and other remedial actions, estimated to cost 
have since been implemented. ri 
TECHNOLOGY AND LICENSING INCOME , 
Earnings from float licensing and technical assistance amounted to £29 million 
{1988 - £25 million}. DUM 
PROSPECTS j| 
The immediate future is difficult io predict during a period in which we are 


experiencing high interest rates and large relative movements in the value of the word's 


maior Currencies. 


However, our worldwide operations are now better spread and trading | 


conditions in the majority of them have been favourable, with little sign af any slow 
down in the world economy. 


STATEMENT BY THE CHAIRMAN ANTONY R. PILKINGTON. J 
FINANCIAL HIGHLIGHTS 
IRER 


] im 
Furnover I. 2,332.9 


Operating Profi 


Investment income and related companies 
Interest paid less received 


Group profit hefore taxation 
Earnings per ordinary share 


Dividends - per otdinary share 
- gross equivalent 


PILKINGTO 


Clearly a World Leader. 



















investment policy? 





||| If itisn't, why not use common sense]. 
| to anticipate the decisions of the major. 
industrial countries to strengthen the 
dollar and weaken the DM and vice ver- 
| sa?! Will DM/SF interest rates equal dol- 























lar interest rates? Can dollar bond pric-| | | Interest Rates: - 
es rise while DM bond prices decline? | | | How Much Hi gher? 





















Why do Forbes, The Wall Street fournai, Business 
| Week, Money and Barron’s quote financial 
| forecasts from Young's World Money Fore- 
cast? The answer is Richard C. Young's "unique 
| analytical approach" to forecasting and his 
"uncanny accuracy." 


Will U.S. share prices rise even though 
its economy may stagnate? If "Coordi- 
nation" fails to produce a "soft landing" 
| of the U.S. economy, how will it affect | 
your investments? Will gold prices 
forewarn us that the "soft landing" 
| hypothesis is erroneous? 


















Now in its eleventh year, 
Young's Workd Money 
~~~ Forecast is one of the 
iE most widely read Dusi- 
^ ness and investment 
forecasting services. 

















-fifth edition of the World | 
les provides up-to-date eco- 
| demographic, and social 
a for more than 130 countries 
„territories. This new edition | 
ts 1967-87 annual data for 
f the Bank's members, in a 
ge table for each economy. 
yng the indicators are GNP per 
; population, origin, and use 
resources, domestic prices, 
ianufacturing activity, monetary 

dings, central government fi- 

es, foreign trade, balance of 
nents, and external debt. Also 
ludedis a section on sources and 
thods, a glossary of terms, and 








In the June 1989 issue of Economics} 
| & your Investments you will find a | 
| thorough analysis of "Monetary Coordi- 
nation: How it Affects the Value of 
Currencies, Bonds and Shares." Also 
| discussed is the appropriate invesunent 
policy during the current stage of 
"Coordination". 

Order your of the June 1989 

"U.S.525 0 


issue for r its equivalent. 
Check or money draft accepted. Send to: 


d eae Investments Ltd. 
Box 31195 Tel Aviv 61311, Israel 










A three-issue introduc: 
. thon is yours for next to 
nothing. You will receive Young's latest forecasts 
| for interest rates, gold, currencies, the stock 
market and the U.S. economy. Just send this ad 
along with *1 and your name and address to: 
Young Research & Publishing, Inc. | 
Federal Bidg., Thames 3 Newport, R1. 02840 


wD RLD MONEY FORECAST 
An Fntroduction for New Subscribers Only 
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Venture-capital drought 


LONDON AND NEW YORK 


Wire will the next Federal Express 
or Apple Computer come from? Two 
hugely successful American companies, they 
were launched in the late 1970s with money 
from venture capitalists. So, too, were Brit- 
ish high-fliers like Tie Rack, a chain of tie 
boutiques, and Oxford Instruments, which 
makes magnets for medical scanners. Today, 
American and British entrepreneurs are be- 
ing starved of seed capital and start-up cash 
for new businesses. Venture capitalists, once 
the first stop for an entrepreneur with 
bright ideas and empty pockets, now prefer 
to put their money into corporate restruc- 
turing (see chart): more glamorous, more lu- 
crative and safer. 

Take a look at the figures. According to 
one consultancy, Venture Economics, 62% 
of the £1 billion ($1.8 billion) invested in 
` itain last year by venture capitalists went 

o management buy-outs (or MBOs, where 





No. of venture-capital 700 
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1983 84 85 86 8 
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employees buy their firm from a parent com- 
pany), management buy-ins (where outside 
entrepreneurs buy a business) or acqui- 
sitions. A mere 7% went into start-ups—get- 
ting a fledgling company off the ground— 
and other launch-pad investments. In 1986 
the figure was 23%. 

Of the 304 buy-outs announced or com- 
pleted in 1988 in America, 23% were initi- 
ated by venture-capital firms. They came 
second only to the leveraged buy-out (LBO) 
funds of companies like Kohlberg Kravis 
Roberts (KKR), with a war chest of about 
$5.6 billion, and Wasserstein, Perella, an- 
other American mergers-and-acquisition 
specialist. Such funds accounted for 3096 of 
last year’s restructuring deals. Wasserstein, 
Perella alone raised $1 billion for buy-outs 
last year, and is now taking part in a £2 bil- 
lion bid for Gateway, a British supermarket 
group. Venture capitalists are not in that 
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league. But buy-outs are a growing part of 
their business: of the $3 billion invested by - 
America's 650 venture firms in 1988, 1995. 
went into buy-outs, against just over 9% five 
years ago. 4 
Some moneymen argue that investing i v 
LBOs, MBOs and acquisitions is venture cap- 
italism. Others disagree. Venture capitalists, - 
they argue, are losing interest in the small, - 
innovative, wealth-creating companies that 
should be their basic business. These, after 
all, will be the big companies of tomorrow. - 
Mr John Nash, a former chairman of the 
British Venture Capital Association, says 
that less than one-tenth of the money raised 
last year by the association’s members was 
invested in young British companies. This is ; 
partly due to a dearth of decent manage- - 
ment, but it is also a symptom of the indus- _ 
try's myopia. i^ 
Seed capital —small sums of money (say - 
£10,000-25,000) needed to convert an idea 
into a business—is in even shorter supply in - 
Britain. Only a handful of companies, such - 
as Oxford Seedcorn Capital and Jui Advi- 
sory Services, are dedicated to providing - 
this kind of cash. To whip up more interest, - 
the British Venture Capital Association has _ 
appointed a seed-capital committee. In Eu- 
rope, where the EEC has also set up its own 
scheme, seed capital declined from 1.1% of 
venture cash in 1987 to 0.396 last year. J 
Venture capitalists are keen to invest n 
buy-outs because they offer quick returns on 1 
investments. It may be ten years after start- 
up before a young company is launched on- 
the stockmarket; many buy-outs are floated - 
(or refloated) in less than two, with capital 
gains a pretty sure bet. Pension funds, which - 
provided $1.3 billion (or nearly half) of ven- 
ture capital for funds run by America's inde- 
pendent managers last year, do not like a 
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ers cannot afford to pass up an opportunity 
to make a fast buck. 
It is often a safer buck, too. The busi 


ty of good earnings, assets that can readily 
: sold, and experienced managers. Compa- 
seeking venture capital seldom have any 
hese—and go to the wall more often. In- 
vestors in Industry (3i), a venture capitalist 
owned by Britain's clearing banks and the 
ank of England, says that only one in ten of 
the buy-outs it backs eventually flops and 
another one needs to be refinanced. By com- 
arison, one in three start-ups fails within 
'ee years of its launch. Venture capitalists 


firms, they do not require constant care 
attention. | 7 

Captive” venture capitalists (subsid- 
ies which invest on behalf of wealthy par- 
its, such as banks and insurance compa- 
;) have been the most active participants 
ie British buy-out market. Midland 
ragu Ventures, a subsidiary of Midland 
ink, has made a name for handling buy- 
s; Prudential Venture Managers, an arm 
of the Prudential group, Britain's biggest in- 
urer, concentrates on buy-outs. 





ean banking 


heque list 


SPAIN, whose presidency of 
the EEC expires after the Ma- 
drid summit on ]une 26th- 
27th, has piloted through the 
bulk of the Community’s am- 
iA bitious legislation to free its 
janking market by the end of 1992. A troika 
directives is now being put in place. 

The most important of these creates a 
ngle licence system to allow banks to do 
business throughout the Community with- 
it having to be licensed separately in each 
untry. Known in Brussels jargon as the 
second banking directive, it has to go 
o the European Parliament for a sec- 
ond reading before it can be adopted. 
-Under it, any bank from an EEC coun- 
"try, or an EEC subsidiary of a non- 
Community (eg, Japanese or Ameri- 
an) bank, can set up branches in any 
other EEC country and meet only the 
prudential-regulation requirements 
of its home authorities; although the 
host country will, for reasons of mon- 
'tary policy, be able to control bank 
iquidity. 

.. The directive should benefit the 
'onsumer. Instead of being hemmed 
n by local regulations, banks will be 
ble to offer across EEC borders the 
ull range of services they offer at 
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long wait for good results. So money manag- 


nesses involved in MBOs usually have a his- . 








Two of Britain's biggest buy-outs have 
involved venture capitalists. The £715m 
deal in 1987 in which the management of 
MFI bought their furniture-retailing business 
from the Asda-MFI group contained £70m of 
venture capital. This year Lloyds Develop- 
ment Capital; Citicorp Venture Capital and 
Security Pacific Hoare Govett Equity Ven- 
tures all helped to underwrite the £630m 
MBO of Magnet, a builders’ merchant based 
ín the north of England. 

In America several independent funds 
have been making a name for themselves by 
launching "venture buy-outs”, which means 
buying a company lock, stock and barrel to 
run themselves. One doing this is Hambros 
International Venture Fund. It uses debt to 
buy public or private companies and then, 
rather than break them up and sell off the 
bits, applies its management skills to the 
business. Another venture firm, Golder, 
Thoma and Cressey of Chicago, buys ailing 
companies and revives them via 
acquisitions. 

Some venture capitalists are worried by 
their industry's passion for buy-outs. Mr 
Jeremy Dawson, managing director of Roth- 
schild Ventures, thinks that firms heavily 
exposed to large deals could lose their shirts 


home. This should bring big changes for, 
say, mortgage borrowers in Italy. Át present 
no bank in Italy can lend more than 5096 of 
the purchase price of a house. Italy will have 
to liberalise its own legislation or see its 
banks lose business to foreign competitors. 
Apart from commercial banking, the direc- 
tive, which is due to come into effect in Janu- 
ary 1993, covers leasing, portfolio manage- 
ment and advice, and trading in securities. 
The directive also sets standards for: 
€ minimum capital for banks, which will be 


5m ecus ($5.3m); 
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if the British and American economies turn — 


down. It is the managers involved in LBOs 
and MBOs who do well out of successful 
deals. They put up relatively little equity, 
but their investment can increase in value 
manifold when the company is eventually 
listed (or relisted) on the stockmarket. Ven- 
ture capitalists take equity stakes, too, but 
some help finance the deal with cheap-rate 
debt. 

Would-be American entrepreneurs are 
luckier than British newcomers. The run- 
away success of start-ups like Compaq, a 
computer manufacturer, and Genentech, a 
bio-tech firm, has encouraged venture funds 
to provide about $80m of seed capital annu- 
ally. In addition, Venture Economics be- 
lieves, small American firms may find an- 
other $200m from an informal network of 
personal investors. 

Penniless people with bright ideas 
should pray for the end of the buy-out fad. If 
it lasts much longer, all the best deals v" 
have been done. As margins are squeezed 
the top end of the market, venture firms 
may soon rediscover that taking a punt on a 
risky start-up can have its rewards after all. 
Especially if it grows up into the Federal Ex- 
press or Tie Rack of the 1990s. 





@ disclosure of "major" shareholders; 

€ limits on banks’ stakes in non-financial 
companies. These must be equivalent to no 
more than 5096 of a bank's capital, with no 
more than 1096 in one company. 

The text clarifies the vexed question of 
reciprocal treatment for non-EEC banks. All 
subsidiaries of foreign banks established in 
the Community will qualify for a licence, 
providing their home governments let 
banks from the Community operate on the 
same terms as local ones. Where Commu- 
nity banks are not being treated as local 
banks, then the application for an EEC bank- 
ing licence in the reverse direction will | 
delayed or suspended. 

To get round the difficulty of reciprocity 
with countries that, unlike those of Europe, 
legally separate commercial and investment 

banking, the directive has provision 
for case-by-case negotiations with the 
country concerned. 

At the same time as ministers 
agreed the second banking directive, 
they also approved a directive setting 
out solvency ratios for banks doing 
business in the EEC. These are mostly 
based on the new international rules 

. for capital adequacy proposed by the 
Bank for International Settlements 
(Bis). So the directive says that the 
capital of a bank should represent not 

less than 8% of its risk-adjusted as- 

. Sets. In some respects, however, the 
.EEC rules are tighter than those of the 
BIS. Banks will not be allowed to in- 
clude a proportion of their unrealised 
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A lowed by busts, when foreigners re- 
"alise that their investments are 
 overvalued and pull out their 

‘money. Witness the rise and col 
"- lapse in Brazil in 1986, Mexico in 
: (1987, and Taiwan in 1988. 





or the Philippines in 1989? As the 
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Bold international investors have been tempted b 
smaller and more volatile stockmarkets—Bangkok, 


N ASIA's poor capitalist economies, 
where governments have led the way in 
economic development,  stockmarkets 


< have tended to remain poor relations. Few 


companies are listed and shares are often 
undervalued. Because the markets are so 
thin, prices swing wildly. Foreign invest- 
ment is often restricted; so, too, is domes- 


- tic investment for fear it will divert savings 


from banks, often the main sources of in- 


| vestment cash for industry. 


Yet such has been the spectacular 
growth of some of these economies that 
investors are tempted to take a gamble in 
the hope of big gains. Scudder, Stevens's 
South Korea fund, launched in 1984, was 


‘one of the first ways foreigners could le- 


gally buy into the Seoul market. Those in 
at the beginning would have seen 
their investment rise elevenfold— 
an.annual average return of 64%. 
Opening the doors to foreigners 
often sparks a boom. Ahead of the 
Jakarta market allowing foreigners 
to buy domestic shares for the first 
time in December 1988, the Jakarta 
Stock Exchange index doubled in a 
month, although it has since eased 


Such markets are for the brave 


or foolish. Their pasts are littered 
with foreign-investment booms fol- 


Could it be Thailand, Indonesia 


chart shows, the stockmarkets in all 
three have been rising since mid- 


|. 1987. Those countries are expected to be 
the crest of Asia’s next wave of newly. 


industrialising countries (NICs). In all 
three new NICs the government is trying 
to broaden and strengthen the stock- 
market. One way is through privatisation 
programmes. 


Thailand has the largest and fastest- 


- expanding economy of the three. GNP 


grew by a breathtaking 1096-plus in 1988. 
The pace in 1989 will not be much slower. 


| Growth has been based on strong trade 






and investment, which has almost qua- 
| drupled to nearly $8 billion last year from 
about $2.5 billion in 1987. 


The growing gap between domestic 


| saving and investment is the most worry- 


economic weakness; the shortfall is 


three of Asia’s 
anila and Jakarta 








forecast to reach $5 billion, or 7% of GNP, 
by the end of 1991. The national eco- 
nomic plan aims to limit the quent ee 
count deficit to no more than 4% of Gp 
over the next three years. Liberalising ‘he 
banking system, the government hopes, 
will encourage Thais to switch from 
spending money on imports to putting 
money in higher-yielding deposit 
accounts. 

Thailand has a thin stockmarket: al- 
though there are 144 companies listed, 
just ten of them account for nearly half 
the market's total capitalisation of $10 bil- 





lion. Foreigners cannot own more than 
49% of a company; 25% if it is a bank. Yet 
the Thai market has become a honey-pot 
for foreigners: there are now nine foreign 


funds investing in Thailand, four 
launched last year and one this. If fully in- 
vested, they would own 8% of the market. 

Despite carrying $28 billion of foreign 
debt the economy of the Philippines is 
growing steadily. It managed 696 last year 
and the pace should not slacken much ei- 
ther this year or next. The boom has been 
driven by investment, which increased by 
about 2596 in the past two years as Philip- 
pine companies began to generate more 
cash. Investment had fallen for the previ- 


ous five years. 


Inflation remains a problem; it rose 








from 4% in 1987 to 9% last year 
probably exceed 10% by the end o 
Investors hope the financing. pa 
agreed with the IMF in March 
prices under control without a re 
Manila's stockmarket had 1 
companies at the end of 1988, bu 
of these are among the Philippine 
1,000 companies. Trading volumes: 
b. with an average daily turnover 
$2.4m, compared to $40m in Thaila 
Foreign shareholdings in Philippine cor 
panies are usually limited to 40%. 
Manila's market is only half the size o: 
Dangkok's and even more concenttat 
Ten companies account for more t 
two-thirds of market capitalisatior 
though this should be diluted by son 
privatisation issues on the way 
Meralco, the company which supplie 
nila with electricity, and the Philip oim 
National Bank. Es 
Indonesia has a sinh biggi 
foreign debt than the Philippi 
but has managed to avoid- 
dreary rescheduling that has d 
ged Latin America. It owes $56. 
lion and its debt service is edgi 
close to 4096 of export revenue. 
as this, the economy grew 
by 5% last year and, according to - 
the IMF, should manage to keep up 
that rate for the next five years. In- 
flation is low and stable at about 
696. A propellant for growth has 
been foreign investment which, fol- 
lowing the easing of restrictions it 
1987, quadrupled to $4.4 billion 
last vear. e 
The Jakarta stockmarket had- 
only 24 companies listed at the end 
of 1988. Foreigners have been per- 
mitted to invest in the market on 
since December. They are limite 
to 49% ownership: such has been 
the rush that 16 listed companies are now 
49% foreign-owned. Trading is difficult, 
partly because Danareksa, a state invest- 
ment trust, owns shares that account for 
35% of the market’s capitalisation. | 
Even so, Banque Indosuez set up its 
$35m Malacca Fund in January to invest 
in Indonesia and b rides, Because the Ja- 
karta market is so thin, onlv 2596 has been 
invested in Indonesia. In mid -March 
Jardine Fleming set up a $25m Indonesian 
fund. It is not fully invested, but the tight 
supply of Indonesian equity is easing— 
slightly. Half a dozen companies will co 
to the market this vear. In addition, 
government is planning to sell off up 
ten state-owned companies. Gamb 
should buy while stocks last. | 





































































































































































































al gains from their holdings of equities 
eir capital base. This restriction is tick- 
| for West German banks which have 
ge equity portfolios. Some, such as Deut- 
e Bank, may meet the BIS standards but 
t the EEC's. 

These two directives, together with one 
fining capital which was formally adopted 
t March, form the heart of the EEC's post- 
992 liberalised banking market. The texts 
n the single licence and on solvency ratios 
re expected to be formally adopted by the 
nd of this year. The effort will now switch 
o getting the draft investment-services di- 
ective through the Brussels machinery to 
nvestment firms not owned by banks op- 
ate throughout the Community, too. 

As a late-night encore, ministers also 
ached a preliminary agreement on June 
on a directive outlawing insider trad- 
This requires member states to enact 
necessary legislation by June 1992. Cur- 
, West Germany, Italy, Belgium and 
xd do not have national rules to ban in- 
ding. The directive defines insider 
as taking unfair advantage of unpub- 
information "of a precise nature". lt 
ifies two types of insiders—a primary 
der connected to the company which is 
-subject of the information, and a sec- 
dary insider directly informed by a pri- 
urce. And if he or she tells some- 





MADRID 


| 

| 

| Ns peseta marched into the EMS 

| on June 19th, leaving the British 

| pound all the more conspicuous by its 
absence. Though the peseta is allowed, 

| like the Italian lira, to fluctuate by 6% 
around its central rate, Mr Carlos 

| Solchaga, Spain's finance minister, reck- 

| ons on keeping it near the narrower 

| 21496 band much of the time. The ques- 

| tion is, what will it cost? 

| 

| 





The peseta is, for the moment, one of 
the strongest currencies in Europe. Rela- 
tive to population, Spain's trade deficit is 
the EEC's third biggest but the country's 
real interest rates (now almost 8% on 3- 
month money) are the Community's 
highest. On June 19th the central bank 
had to sell pesetas heavily across the for- 
eign exchanges—it bought $419m-worth 
of dollars, or almost one-quarter of its to- 
tal intake of foreign exchange in the 
month of April—to keep the currency 
down towards the centre of its band. 
Even so it rose against all the important 
EMS currencies except the French franc, 
and roared up against the pound and the 
dollar. Intervention the next day fell to 
about one-tenth that level. Officials say 





apanese accounting 


'onsolidated consolations 


NALCULATORS have been hammered 
harder than usual by Japanese accoun- 
its over the past couple of months. Com- P 
ny results, trickling out for the financial — — Z 

ir that ended on March 31st, are the first 
: which consolidated group accounts are 
quired by a new Japanese law. This is a 
all step in the right direction for investor 
otection. But consolidation will make 
ost earnings-per-share look higher. In con- 
quence, the sky-high price-earnings ratios 
of the Tokyo Stock Exchange (TSE) will ap- 






















pear suddenly to be attractively lower. For- — -=== 

.eign investors, who pay more attention Om ! 
ro such measures than Japanese share- uc E 
olders, should beware. x 


Japanese companies began to -— 
ch towards western standards 30 


bonds and shares in London 
id New York. To their amaze- 
ent, foreign exchanges insisted | eic i 
n all manner of unseemly in- SMES ANN N S 
mation, including consolidated 2. TE 
financial statements. €cu—N = 
In 1973, when the TSE started m -— 1 ——- 
cepting listings from foreign MER 3€ € — 


us qvem 





ars ago, when Japanese firms first is- = (VE eee) Sava d 





the worst is over. If they are wrong, it will 
be expensive. g 
To tighten money and squeeze de- 
mand, Mr Mariano Rubio, governor of 
the central bank, increased the reserves 
which banks are required to hold against 
most loans to 18.5% earlier this year. On 
June 20th he warned that unspecified ad- 
ditional measures will be taken if bank 
lending does not slow. Public-spending 
cuts are on the cards, too, despite the po- 
litical price. Budget-makers are discuss- 
ing limiting the nominal increase in 
spending in 1990 to 9%, compared with 
a budgeted 15% increase between 1988 
and 1989. | K 
Happily, two bits of good news ar- 
rived to help the peseta. Inflation and 
the trade deficit were both a little less aw- 
ful in May than in previous months. 4 
Consumer prices rose by only.0.1% from 
| 
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April (though they were 6.996 higher 
than a year earlier). The foreign-trade 
gap of Ptas291 billion ($2.3 billion) was a 
little lower than in April. For the mo- 
ment, the stockmarkets are reserving 
judgment. Madrid's share prices have 
risen by only a whisker. | 


spel 


companies, the authorities required foreign- 
ers, like Japanese firms, to report only par- 
ent-company earnings. This narrow view of 
a company’s performance stemmed. from 
the Japanese tradition of highly geared f- 
nancing, which means that Japanese firms 
are used to preparing their accounts in a way 
that impresses creditors rather than inves- 
tors. What the bank manager has always 
wanted to know in Japan is: how stable is a 
company's core business? ie 
Few Japanese rely solely on company ai 
counts in making investment decisions. 
Most companies publicly traded on the 
TSE offer seats to their biggest sharehold- 
ers—if not on the board, at least around 
the dinner table. This gives institutions 
and their banker friends the best (ie, in- 
side) information. Small investors have to 
make do without. But, with so few stocks 
to choose from, small investors have come 
cheerfully to believe that all Japanese 
shares are good value—especially while they 
have had a nice habit of doubling in value 
every ten years. zu 
For more than a decade now, 
quoted companies in Japan have been 
required to consolidate their ac- 
counts with those of firms in which 
they have a stake greater than 5090. 
But few investors have taken much 
notice of the supplementary con- 
solidated accounts mailed out a 
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month or more after the main parent ac- 
counts, They have not complained that con- 
solidated accounts are issued only twice a 
year, while parent-company accounts come 
out quarterly for those companies which fol- 
low American accounting practices. Price- 
earnings ratios on Japanese stockmarkets 
continue to be based only on the parent 
company’s results. 

The Japanese tendency to ignore 
consolidation has made creative accounting 
easier. New rules on consolidation will not 
stop such tricks, but they will provide more 
timely and complete information for inves- 
tors in Japan. And they should help identify 
well-managed companies with strong group- 
wide earnings. 

Mr Jeff Uscher of Smith New Court’s 
Tokyo office reckons that consolidation 
might boost the profit reported by some 
diversified companies’ parents by as much 
as 25%. Some of the biggest winners may be 
"rivate railway companies such as Tokyu, 

ibu Railway and Kinki Nippon. Heavily 


regulated, they cannot raise fares easily, But 
all sit on substantial property assets and 
tend to have subsidiaries running depart- 
ment stores, leisure centres and hotels built 
above their terminuses. Given Japan's retail 
and leisure boom, fuddy-duddy railway com- 
panies are a much better investment than 
their parents' results have suggested. 

Next in line for a boost may be the 
shares of Japan's big steel companies and 
other smokestack manufacturers, such as 
Nippon Steel, NKK, Kawasaki Steel and 
Kobe Steel. Practically all of them have been 
using the cashflow from their mainstream 
businesses, plus generous dollops of equity 
financing, to thrust their subsidiaries into 
new high-growth fields such as systems engi- 
neering, aerospace, and industrial electron- 
ics. With "restructuring" already estab- 
lished in the lexicon of shares salesmen, 
consolidated accounting has come at an op- 
portune moment. Suddenly a dear-looking 
stockmarket could blossom with cheap- 
looking shares. 
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American banks and property lending 


Bricks without straw 


NEW YORK 


OME of America's banks, big and small, 
are digging themselves into a hole about 
property lending. There is mounting evi- 
dence of a softening property market in 
most of America, but bankers are still falling 
over themselves to increase lending to any- 
body who wants to borrow to buy this falling 
asset. Property loans of banks insured with 
the Federal Deposit Insurance Corporation 
(FDIC) rose by $18.4 billion to $695 billion at 
the end of the first quarter of 1989, up by 
12.9% from a year earlier. By comparison, 
ordinary business loans made by such banks 
se by only 1.4% year-on-year to $604 bil- 
on, while bank loans to individuals rose by 
6.2%, to $371 billion. 

In consequence, non-performing (ie, 
dodgy) property loans are increasing fast, 
notably among regional banks, whose core 
business this is. Until this year they were 
seen as the stars of the American banking 
industry. Don’t invest in them now. Credit 
problems are showing up in many places. 
Yesterday's horrors were Texas and the still- 
depressed energy states. Today's are Massa- 
chusetts, Connecticut, New Jersev, Georgia, 
Florida and Arizona. 

Recently PNC, a Pittsburgh-based bank 
with assets of $42 billion, announced a 2096 
increase in its non-performing 
loans (mostly property-related) 
in the first quarter of 1989. The 
bank has operations in Pennsyl- 
vania, Ohio, Kentucky and New 
Jersey. The announcement 
shocked the stockmarket. PNC 
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was thought to be a prudent lender. The 
bank’s loans for building were up 63% year- 
on-year in the first quarter of 1989, and are 
now 11% of the bank's total. The industry 
average is 7%. 

There are other banks in a similar 

























Not-so-happy Valley 


" bond. di. TTE 


FINANCE . 


plight: 

e Bank of Boston's non-performing prop- 
erty loans rose by $115m in the first quarter 
to $730m, or 11% of its loan portfolio of 
$6.6 billion. The bank admits that this fig- 
ure will continue to rise for the rest of 1989. 
It is a big lender in three weak property mar- 
kets—those of New England, Florida and 
Texas. Out of that $730m total, $255m of 
the non-performing loans are in Florida, 
$140m in Texas, $170m in New England 
and $165m elsewhere. 

@ The Bank of New England is the biggest 
property lender in its region, and is running 
into some of the biggest problems. Its non- 
performing property loans rose 50% in the 
first quarter, up to $367m. The bank is not 
saying the worst has been seen, which prob- 
ably means it has not been. 


@ The New Jersey-based Midlantic Bank, | 


which has $19.7 billion in assets, revealed 
on June 19th that its non-performing loans 
rose from $214m to $290m (mostly prop- 
erty) between the beginning of April and 
the end of May. 

e In Connecticut, the smallish Bridgeport- 
based Citytrust Bancorp, with $2.6 billion 
of assets, announced a second-quarter in- 
crease in its non-performing loans from 
$96m to $120m, or 6% of total loans. The 
bank's curious policy of making “shared- 
appreciation loans” has not worked in a 
property market that has now turned sour. 
Under this scheme a bank pays all the devel- 
opment costs of a project, usually con- 
dominiums, in return for a 5096 share in the 
profit, which is now not always realised. 

@ Arizona is a potential disaster area, which 
could deteriorate into a Texas-style property 
bust. Arizona’s biggest bank, Valley Na- 
tional Corp, is thought by many to be 
sweeping its problem loans under the car- 
pet. Valley has told financial analysts it does 
not need to write its loans down to what it 
views as forced-sale levels (which might de- 
press its share price and leave it vulnerable 
to a takeover). Mr Charles Peabody, of Kid- 
der Peabody, reckons that the bank's net as- 
set value should be $15 a share rather than 
the stated $31. Valley National has $2.1 bil- 
lion in property, including $500m in land 
loans. 

Although bad loans will make most im- 
pact on regional banks, other banks are also 
seeing an increase in non-performing prop- 
erty loans. Citicorp, America's largest bank, 
with assets of $210 billion, also surprised the 
stockmarket when it announced a first-quar- 
ter increase of $700m in its domestic non- 
performing loans, of which $400m were 
linked to property. Citicorp has total do- 
mestic property loans of $9.8 billion and ex- 
pects more will turn out to be bad ones. 
Moreover, among money«entre banks, it is 
not the biggest lender on domestic property. 
As of the end of last September, Citicorp 
had 696 of its loans in construction lending. 


Chemical Bank had 1196; and Chase Man- 
85 



























ttan and Manufacturers Hanover each 
d 7%. | 

. The rise in bad property debts does not 
cessarily mean that banks will be hit by 
sses of principal. Property loans are se- 
red and banks often work their way out of 
ouble, even though they will still bear the 
nancing cost of carrying a non-performing 
n—as well as the opportunity cost of be- 
unable to use the money elsewhere. 

— Different sorts of property loans carry 
fferent risks. Chanciest is lending against 
ndeveloped land. This was common in 
=xas, where every leading bank has either 
n bailed out by the FDIC or been bought 
an out-of-state bank. Valley National has 
ade a lot of land loans in Arizona, where 
d prices are down more than 30% from 
“ir peak. m 

Next riskiest is construction lending, 
ich is the bulk of most banks' building 
sans. After that come commercial mort- 
ages, which sometimes exceed the amount 
onstruction loans outstanding in some 








































































LJ OW good are company earnings in 
A America? A lot worse than many in- 
vestors think, if corporate cash flow is a 
guide. This is a measure of the money 
companies have available to reinvest in 
eir business—ie, earnings (after paying 
all expenses, including wages, inter- 
est payments, taxes and dividends) 
plus what has been put aside to 
- cover depreciation. | 
|... Reported company earnings in 
the first quarter of 1989 pleasantly 
surprised most Wall Street analysts. 
American companies after-tax 
profits rose 1596 in the first three | 
months of the year compared with | 
the same months of 1988 to total | 
$172 billion, according to the | 
Commerce Department. Now take | 
closer look. | 
The department reported that | 
profits on stocks (inventory) rose 
by $14 billion in the first quarter of 
. 1989 to $34 billion. The snag is 
that inventory profit is phantom 
profit brought about by a change in the 
price of a raw material after a finished 
good has been produced. Such profit is 
‘short-lived because a company will have 
to replace its inventory at the higher mar- 
- ket price in the normal course of produc- 
tion. That is why inventory profit is usu- 
ally not included in cash flow. 
— A second factor artificially boosting 
.. company earnings has been the phasing 
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| Sources: Bureau of Economic Analysis;Merrili Lynch 





property portfolios. Cons on 
loans tend to be reclassified as commercial 
mortgages once building is completed. 

Mr George Salem, of Prudential-Bache, 
a New York stockbroking firm, argues that 
some commercial mortgages are construc- 
tion loans “in disguise" —either because 
permanent financing has not been obtained 
and/or because a building has not been fully 
leased. Some commercial mortgages may be 
ordinary loans to a business where a build- 
ing is used as collateral. The commercial 
mortgage is therefore a catch-all category 
which contains all manner of credits. 

The safest category is home mortgages. 
Bank analysts are not yet worrying about 








< these. Nor do they fear for the $29 billion 


that has been lent by America's large banks 
(those with assets of more than $1 billion) 
on home-equity loans. These have been 
popular because borrowers can no longer 
deduct against tax their interest payments 
on bank overdrafts, credit-cards or other 
consumer debt—but they ¢an make deduc- 





this, companies were able to depreciate 
their equipment faster than it was actually 
losing its value through wear and tear. 
This meant they could put part of their 
cash flow into depreciation, so reducing 
their tax bills. 


Net cash flow Non-financial corporations EJ Recessions 
%4 change On a year ago 05 o0 o once tants canines 
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Tax reform ended that loophole, and 
the results are now showing. À larger 


chunk of companies’ cash flow is being re- _ 


ported as taxable profits and not as un- 
taxed depreciation. The result is higher 
reported earnings. This shift from depre- 
ciation to earnings amounted to $6 billion 


in the first three months of this year, oran 
annualised $24 billion. But since earnings... .. 
are taxed and depreciation is not, the eb 


fect is to reduce companies’ cash flow 
If inventory profits and the acco 
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exposures in Ámerica's south west. 
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ings. 

With sales slowing, the cash- 
flow squeeze on companies is being 
compounded by high debt and ris- 
ing labour costs. Unit labour costs 
rose at an annual rate of 6.6% in 
the first quarter of 1989, which 
would seem to put a limit on any 


There are few signs of wage pres 
sures easing, which matters since 


go on wages and benefits. 
Another worry is the cost of ser- 
vicing debt. Interest payments in 


the first quarter absorbed 22.7% of - 


companies’ cash flow, higher than the 
post-1945 record set during the recession 
of 1974. Mr Steinberg says that interest 
payments’ share of cash flow normaily 
does not peak until the middle of a reces- 
sion. This would suggest either that the 
American economy is.already in recession 

















-bond investors. __ 
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steep decline in American infla- 
tion, now running at around 5.496. 4 


two-thirds of companies’ expenses — 


ly yet knows it—or that the. - 
squeeze on companies is going . 
rse than. in any previous: post- - 
onomic downturn. Watch out, 











. Not so elementary, 


my dear Holmes 


CAMBRIDGE, MASSACHUSETTS 


A LATE  twentieth-century Holmes 

A. A would be glad of his Watson. As a mod- 

- ern medical man, Dr Watson would be well- 

versed in genetics. He would know how a 

< drop of blood or semen or a hair follicle 

.... could—at least in theory— prove that a cer- 

-— tain person had been at the scene of a crime. 

. But Watson should also know that practice 

is messier than theory. That is why the fo- 

sic technique of genetic “fingerprinting” 

uffering something of a reverse—just 

when governments and courts are poised to 
make even more use of it. 

The idea behind genetic fingerprinting 
is fine. Although 99.9% of the genetic in- 
formation encoded in a person's cells 
is not unique, one thousandth of it is. 
So tiny samples of genetic material 
can identify someone. They can also 
show whether two people are close 
relatives. 

In the two years since such evi- 
dence first became widely available it 
has been cited in 90 American crimi- 
nal cases (usually rape or murder) and 
50 British ones. It has also been used 
to help settle thousands of disputes 
about paternity or eligibility for immi- 
gration into Britain. California, Col- 
orado, Virginia and Washington 
state are mulling over plans to set up - 
databases of violent criminals’ genetic 

gerprints. The FBI and Britain's 

me Office are working on com- 
puter programs to run national ge- 
netic databases (which do not yet ex- 
ist. And, earlier this month, the 
Home Office announced measures to 
use more genetic fingerprints in pa- 
ternity and immigration cases. 

With impeccable timing, a dou- 
ble-murder case in the Bronx now 
casts doubt on many applications of 
the technique. The prosecution in 
the trial of Mr Jose Castro claims that 
evidence from Lifecodes Corporation 
in Valhalla, New York, one of the two 

main companies providing genetic 
fingerprinting in America, matches - 
_ blood found on his watch to that of a 
murdered woman and daughter. But 
in a [5-week pre-trial hearing, several 
eminent biologists (including some 
who were prosecution witnesses be- 






tore they changed their minds) said that the 
evidence from Lifecodes was unreliable in 
this case, and that if it had been submitted 
to a scientific journal it would have been re- 
jected. American lawyers are now preparing 
to try to re-open many similar cases. 

The snag is that genetic fingerprinting 
takes more than talcum powder and a mag- 
nifying glass. Segments of a person’s coded 
genetic message— sequences containing per- 
mutations of four chemical "bases", which 
can be thought of as strings of letters —have 
to be found that contain repetitions of the 
same "word". It is the number of repetitions 
that varies from person to person. The trick 











is to count the repeats. | 
To do this, chop up the segme: 
enzymes which make a cut in the string 
ery time the word occurs. The longer th 
pieces left over, the fewer repeats there were. 
To see how long the leftovers are, first use. 
an electric field to sort out the pieces accord- 
ing to their size. Then stick radioactive 
markers to the fragments. The result looks. 
like a supermarket bar-code. The bar-codes 
of different samples can then be compa 
That was the easy part. Unfortu 
the bar codes are messy. The genetic 
can easily degrade or be contatnir 
which can cause misleading 
matches or mismatches. And worki 
how unlikely it is that a match should o 
by chance (rather than because the two sár 
ples come from the same person) is hard 
than some laboratories seem to suppose, . 
Dr Eric Lander of the Whitehea 
tute for Biomedical Research in Cambric 
Massachusetts, who was an expert witnes 
the Castro case, described sı 
the pitfalls of genetic fingerprint 
recent issue of Nature. In a 1987 







































The company judged that the tw 
samples came from different peoj 
Last year the prosecution— fea 
that the analysed blood belonged 
someone else—ordered a second 
comparing fresh blood to the e: 
sample. Lifecodes said they were 
ferent. Then the company said it ha 
made a mistake and they were no 
ferent. A third test, performed by ; 
other company, exonerated t 
defendant. : 
J.. Or consider the case of the aba 
doned baby. A dead infant—born o: 
around February 4th, according. 
the state medical examiner-— wa 
found in Ocean City, Maryland, in 
February 1988. The owner of a car in 
which it was said to have been fout d 
claimed that the baby was not hers 
On the evidence of a genetic-fin er: 
print test, Cellmark Diagnostics of. 
Germantown, Maryland, said that it 
was, Late that October she gave birth. 
to a baby that had been conceived at 
the end of January—rather an emba 
rassment for the test, k 
Dr Lander, who is preparing ar 
port on genetic fingerprintiny 
Congress's Office of Technolog 
sessment, thinks it would be unf 
blame individual testing compa 
No standards of procedure have 
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iv agreed for forensic genetic fingerprinting, so as tall. tion: to interpose between the bottom of the 








the companies have to make up the rules as 
they go along. Scientists were too quick to 
jump into the witness box; the law was too 
quick to welcome them. 





Earthquake-resistant buildings 


Tremulous 


TOKYO 


APANESE property developers are no 
less greedy than any others—but earth- 
quakes make them rightly cautious. Their 


home turf sits at the meeting-point of three 
of the geological plates that gird the world. 
So prone has it been to earthquakes that tra- 
ditionally the Japanese have eschewed stone 


as a building material. Yet stratospheric 
property prices have made Japanese devel- 
opers look enviously at New York and Chi- 
cago, and wish they could put up buildings 


| Waaaaahh! 


RADITIONAL wisdom, born of the 
nursery rather than the laboratory, is 
particularly likely to be right when it 
| comes to babies. That does not stop scien- 
| tists from lumbering up to the cradle with 
| their paraphernalia in order to re-invent 
| the wheel. Consider the caterwauling in- 
| fant: anecdote suggests one should feed it, 
rock it and sing to it. In an attempt to un- 
derstand how such things soothe, three 
researchers from Simon Fraser University 
in Vancouver decided to test "Lester's hy- 
pothesis"—3which amounts to the idea 
that an infant's behaviour can be con- 
trolled by rhythm. 

The hypothesis, proposed by Dr Barry 
Lester of Harvard Medical School in 
1985, is that if a baby's heart-rate and 
breathing can be synchronised with some 
stimulus—such as singing, music, rocking 
or sucking—the baby will calm down. To 

| investigate this, 44 babies aged from six to 
| eight weeks (the age most prone to 
| squalling) were collected from Vancouver 
mothers. They were divided into "exces 
sive" criers (who were at it for at least 
three hours a day for at least three days a 
week) and “normal” criers (anything less, 
usually about 100 minutes a day). 

In the first experiment, Dr Ruth El- 
liott, Dr Kimberly Fisher and Dr Elinor 
Ames took 12 babies from each group and 
wrapped strain gauges around their 
middles, so they could measure the depth 
and rate of breathing. Each child was put 
into a motorised baby carriage fitted with 
a microphone. When it started to cry, it 


| was left for one minute, and then faith- — Rock-a-bye baby, in the lab’s cot... 


88 


Until recently, architects and engineers 
have had just two methods to rely on. One 
was to fiddle with the building's "natural pe- 
riod”, which is the amount of time between 
one vibration and the next when the build- 
ing is shaking. The period depends on how 
big the building is, its shape, and what it is 
made of. If the frequency of ground tremors 
coincides with the building's natural period, 
the vibrations are amplified, and the build- 
ing vibrates like a tuning fork—which does 
it no good at all. 

Earthquakes have plenty of different 
shock-waves—often three distinct sets, 
known as the primary wave, the secondary 
wave and the surface wave. So buildings of 
all shapes and sizes—with all sorts of peri- 
ods—can be damaged even in a small earth- 
quake. But it helps to build in a way that 
anticipates the likeliest sorts of waves. 

The second way to reduce damage from 
earthquakes is to use shock absorbers. The 
most widely used method is called base isola- 


building and the ground a set of metal 
dampers or rubber-covered metal ball-bear- 
ings. The dampers are usually a foot or two 
wide; a few dozen are needed. When an 
earthquake makes the ground quiver, the 
dampers absorb some of the horizontal mo- 
tion, and shake the building much less. 
They deform, like a metal spring stretched 
too far. In doing so they save the rest of the 
building. If the tremor is a small one, they 
spring back to their original position, so no 
damage is done. 

Scientists at one big Japanese construc- 
tion firm, Kajima Corporation, have come 
up with a method that combines both 
approaches—which, they claim, is a big im- 
provement. In the company’s new head- 
quarters in Tokyo, two buildings have been 
put up: one a conventional nine-storey 
tower, the other a five-storey building in the 
shape of an L. The two are joined by a large 
open atrium. Under the buildings are a set 
of normal dampers, designed to absorb : 





fully rocked back and forth by five inches. 
After four minutes of rocking the motor 
was stopped and the baby left alone. The 
child’s breathing was registered through- 
out by computer. 

The researchers jiggled some children 
at 40 rocks per minute, others at 57 rocks 
per minute. They found that children 
cried less during and after rocking than 
they did before, and that their breathing 
became faster, more shallow and more 
regular while being rocked. The faster 
they were rocked, the more regular their 
breathing became. At top speed it became 
synchronised with the rocking. In another 
experiment 20 children monitored with 
microphones and strain gauges were given 
pneumatic dummies (pacifiers, in Ameri- 
can-English) after one minute of crying. 
These registered how hard they were be- 
ing sucked. After four minutes of sucking, 





a pe 


the dummy was removed. The infants 
breathed in time to their sucking; their 
breathing was more regular during and af- 
ter sucking than before. 

It is hardly surprising that regular and 
shallow breathing is incompatible with 
vigorous crying. But before Lester's hy- 
pothesis can be written in stone, some- 
body will have to find out whether rock- 
ing stops babies crying and therefore 
makes their breathing more regular, or 
whether rocking makes their breathing 
more regular and therefore stops them 
crying. Like the Vancouver experiments, 
traditional wisdom is silent on this point. 

Fortunately for parents, the best ad- 
vice remains the same either way: give a 
baby something fast to breathe in time to. 
Rocking, music, sucking or a combination 
of the three are worth a try. And faster 
rocking seems to be better—maybe more 
than 57 rocks a minute for excessive cri- 








ers. Perhaps baby-care shops should start 
selling metronomes. 
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change and social security in Europe 
The social Secum systems developed over the years 
in Europe are under threat. The populations are ageing 
while the birth rate has declined, resulting in a smaller 
working- ge population having to support a greater 
number of retired people. This ie n and thought- 
MORE Study examines how the unprecedented 
ageing of European populations will influence the 
future of social security, and comments on the 
possible influence of comprehensive family policies on 
demographic change, retirement pensions and the 
cost of medical care. The stress is on innovative 
solutions which are opera fice pat and meet 
the specific needs of the elderly, Broad guidelines are 
suggested for further reflection, and possible solu- 
tions compatible with moral and financial imperatives 
are discussed. MEN 
ISBN 92-2-106497-2 mard : £17.60; U5$28; SF40 
ISBN 92-2-106456-5 (limp). — — 0 


impi m | 
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Introduction to social security 
rd edition, 2nd impression - 
d „the fundamental principles of social 
Security, this bestseller gives a wealth of practical 
advice and a lucid explanation of the different 
approaches to social security. it focuses on the 
financing and administration of social security 
schemes and on the interdependence between social 
Security and the national economy in both industria- 
ised and developing countries. 
ISBN 82-2-103638-3 £8.80; US$14; SF20 
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mic energy. What is unusual is that joint 
dampers connect the buildings. Because the 
two buildings have different natural periods, 
no quake can be in tune with both at the 
same time. That, combined with the damp- 
ing effect, reduces the vibrations from a 
quake by between a third and a half. 

This refinement has a drawback: it is 
passive. The building sits and waits for what- 
ever punishment the earth chooses to dish 
out. In a Tokyo office block that the com- 
pany is due to finish next month, its scien- 
tists have attempted a more ambitious solu- 
tion to the problem. 

The system is similar in principle to the 
one used in Lotus's "intelligent" car suspen- 
sion. At the top of the building there are 
two large weights, together amounting to 
about 196 of the weight of the entire build- 
ing. When sensors in the building detect 
movement a central computer moves the 
weights around the roof. That makes the 
building shift slightly from side to side, just 
as a passenger stays standing on a train by 
shifting his weight from leg to leg. Similar 
counterweight systems are used elsewhere— 
Boston's Hancock Tower has a weight sys- 
tem to stop it from swaying too much in the 
wind and making its occupants sea-sick. 

Dr Takuji Kobori is now refining the 
system for Kajima. Rather than using 
weights, he is working on a plan in which 
15cm steel pipes run diagonally across the 
building. To shift the tower’s weight when 
an earthquake begins, motors alternately 
pull one set of pipes taut, and then another. 
This has the advantage of using a smaller hy- 
draulic system, which needs less electricity. 
Kajima hopes to put this system into a real 





Upwards with caution 


building later this year. 

What makes these three ideas stand out 
is not the science behind them, which is fa- 
miliar to earthquake specialists around the 
world, but rather the fact that it has been 
put into practice. Kajima’s engineers are 
putting not just their money but also their 
colleagues and customers where their 
mouths are. They are thereby taking two 
risks. First, neither of the two active systems 
can work without electricity; yet in a severe 
earthquake even power from basement gen- 
erators could be cut off immediately. Sec- 
ond, if the stabilising operation goes wrong, 
vibration can be exaggerated rather than 
damped. Office workers in the new build- 
ings would just have to dive under their 
desks and pray that the engineers and the 
ponen who wrote the software got it 
right. 





Catastrophes 


A meteor of life and death? 


ICTIONAL detectives rely on one vital 

clue to solve a mystery. Scientists—and 
real detectives—generally face the more pro- 
saic task of building an edifice of proof from 
many accumulated bricks of evidence. The 
idea that the earth has occasionally been 
struck by asteroids or comets, with far- 
reaching effects on the environment, has 


been built up piece by piece from the status : 


of heresy to that of near-conventional wis- 
dom. Now a new piece of evidence has been 
dug up that makes the edifice yet more solid. 
Intriguingly, it may also serve as a clue to an 
even greater mystery: the origin of life. 

The clue is a discovery by two scientists 
from the Scripps Institution of Oceanogra- 
phy in California, Dr Jeffrey Bada and Mr 
Meixun Zhao. They found chemicals called 
amino acids in Danish rocks that date from 
the time of the most spectacular of the sup- 
posed collisions: the one that might have 
killed off the dinosaurs 65m years ago. 
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Amino acids are not unusual—they are 
what proteins are made from—but, of the 
many kinds that could exist, only 20 or so 
are commonly synthesised by living things. 
Other kinds are very rare. 

The two scientists found two such non- 
biological rarities (alpha-aminoisobutyric 
acid and isovaline) to be relatively common 
in the Danish rocks. Particularly convincing 
evidence that the chemicals did not origi- 
nate in living creatures comes from the 
roughly equal presence of isovaline in two 
forms, one a mirror image of the other. Bio- 
logically synthesised amino acids exist in 
only one, left-handed, form. 

It is a long jump from that to conclude, 
as Dr Bada and Mr Zhao do, that the chemi- 
cals arrived on a meteorite or a comet. Their 
supporting evidence is that certain kinds of 
meteorites are quite rich in amino acids, a 
discovery of the 1970s that surprised scien- 
tists, who had been accustomed to thinking 


of such chemicals as made by biology rather 
than chemistry. 

Their argument has its weaknesses. 
First, the amino acids came from rocks 
slightly younger than (and thus above) and 
slightly older than (and thus below) a layer 
of iridium-rich clay at the same location, but 
they are not found in the clay itself. The 
presence of iridium, a metal rare on earth 
though abundant in space, in rocks that 
were laid down at the time of the mass ex- 
tinction was the first clue that led scientists 
to suggest a monstrous impact. If the iridium 
and the acids came from the same event, 
then they should be in the same place. Per- 
haps the acids diffused out of the clay while 
the iridium did not. 

The second problem is similar. There is 
simply too much amino acid: five times too 
much, if known meteorites are a guide to the 
correct ratio of iridium to amino acid. Be- 
sides, the impact of a meteorite 10km 
across—with the force of thousands of hy- 
drogen bombs—would surely destroy ma: 
of the delicate amino-acids. No matter, s . 
the catastrophists, perhaps it was a comet. 
The chemical composition of comets is still 
poorly known. 

Whatever the means, it does seem that a 
lot of unusual amino acids came down to 
earth at more or less the relevant time. That 
firms up the impact theory. It does not add 
much to the debate over whether the impact 
caused the massive spate of extinctions seen 
at the same time in the fossil record, or 
whether that was due to some other process. 
Nor does it lend much weight to the theory 
that life arrived on earth by meteorite or 
comet, let alone to its fanciful variation that 
every shooting star brings its own freight of 
new bugs—and thus diseases. Objections to 
that idea are still all but insurmountable: for 
instance, how could bacteria survive in a 
vacuum floodlit with cosmic rays? 

It may, though, be one of the bricks nec- 
essary to support a more modest theory: that 
the ingredients of life arrived from spac 
Amino acids, sewn together into many dir- 
ferent forms of proteins, are used by cells for 
almost all their functions save the storage of 
energy (which is done by sugars and fats) or 
information (done by DNA). They could well 
have been the building blocks of the first 
forms of life. In the chemical soup that filled 
the earth's young oceans 4 billion years ago, 
amino acids could have been made sponta- 
neously from ammonium, carbon com- 
pounds and lightning. But they would have 
been scarce, simple and short-lived. 

Perhaps a fortuitous injection of com- 
plex amino acids from comets—much more 
common in those days, when the solar sys- 
tem was a messier and more crowded 
place—could have produced the conditions 
in which one group of these chemicals began 
to replicate itself from ingredients in the 
soup around it. That's life. 
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BOOKS AND ARTS 


monopoly to carry oil to Korea, promptly 
bought them all. 

The method was simple: the chaebol 
moved into newer and higher-tech busi- 
nesses not by invention or innovation, as 
was the case in Britain and America, but by 
“learning” or “apprenticeship”, as Miss 
Amsden calls it. With breathtaking cheek, 
they simply called in equipment manufac- 
turers, outside consultants and even some- 
times their competitors-to-be, told them 


The cunning learning of South 
Korea 


Asia's Next GIANT: LATE INDUSTRIALISATION IN SOUTH KOREA. By Alice Amsden. Oxford 
University Press; 384 pages; $29.95. To be published in Britain in September; £22.50 
Is KOREA THE NExT JAPAN? By T. P. Kang. Free Press; 196 pages; $19.95 


NS much is known in the West about 
those strange businessmen from that 
cold peninsula jutting out of Asia towards 
the islands of Japan, who eat fermented veg- 
etables and more garlic per head than any- 

è else in the world, and who see it as their 

sion to flood the world with cloth, toys, 
ships, VCRs, cars, chips and computers la- 
belled with the words “Made in Korea”. 
Time and again, economists have investi- 
gated the part played by government policy 
in South Korea's fast economic growth. Yet 
foreigners are still mystified by Korean busi- 
ness: how it works, why its firms are so vast, 
and the secret of its success. 

Alice Amsden's book is an earnest, foot- 
noted study, as full of good ideas as of com- 
plicated tables. Yet she too often slips into 
business-school-speak, and rarely brings to 
life the enthusiasm, and the staggering arro- 
gance, of those Kims, Parks and Lees. 

T. P. Kang, a Korean educated in Amer- 
ica and now working in Japan, aims to do 
precisely that. He does not altogether suc- 
ceed. The best part of his book—not sur- 
prisingly, since he works for Intel, a big 
maker of computer chips—is a revealing 


b on how South Korea came, in a de- 






e, from nowhere to the world's third-big- 
est producer of memory chips. He does 
start out, helpfully, by debunking the myth 
that the Koreans are indistinguishable from 
the Japanese. The Koreans, he points out, 
are less prudent, more excitable, more im- 
pulsive. They make good cheap computers 
not because of an obsession with quality or 
detail, but because their highly educated 
staff work, on average, more than 50 hours a 
week. 

Unlike Hongkong or Taiwan, South 
Korea did not get rich through the efforts of 
small businessmen guided by the invisible 
hand. In Korea it was the all-too-visible 
hand of government that helped promising 
firms by offering them monopoly power, 
with cheap and sometimes more-than-free 
credit, and with the opportunity to buy up 
bankrupt businesses for a song. 

In the process the government created 
vast, diversified business conglomerates 
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called chaebol. One of these, Hyundai, has 
grown in a generation from a bicycle shop to 
a $20 billion company. The sales of the five 
biggest chaebol account for more than half 
of South Korea's $160 billion GN». Their ac- 
counts remain unconsolidated, and thus ut- 
terly obscure. Their original founding fam- 
ilies remain mostly in control. (A side-effect 
of all this has been corruption, which is be- 
ing investigated only now that Korea has 





Next class 


turned democratic; but that is another 
story.) 

As they moved into uncharted territory, 
these monstrous firms could provide staff to 
help set up new businesses from scratch. 
They could also assist a new division by buy- 
ing its products and burying its losses in 
other subsidiaries’ accounts. When Hyundai 
Heavy Industries’ first few ships were sent 
back by disgruntled customers, a new 
Hyundai company, awarded a government 





they wanted to build the most up-to-date 
and biggest plant, and demanded instruc 
tion in how to work it. The “Friday evening 
shuttle” from Tokyo to Seoul, full of moon- 
lighting Japanese production engineers from 
all industries, became notorious. 

By and large—in cement, steel, 
ships—the strategy worked. In more than a 
couple of cases, the Koreans had the plea- 


uec ee lá m n een 





sure of selling on to someone else the tech- ? 
nology they had bought only a decade bee 
fore. In other industries, more was 


conceded: General Motors and Mitsubishi, 
for instance, have sizeable shareholdings in 


Korean car companies. For their next trick, . 
the leading chaebol intend to move from 1 
semiconductors into high-definition televi- J 
sion and civil aircraft. 





Observing this success, people in Eu- 
rope and America have begun to conclude 
that they, like South Korea, need a govern- « 
ment that allocates cheap capital, and a 
Ministry of Trade and Industry that rells J 
firms what to do with it. But the strategy has 
its limits. Its usefulness declines sharply as a 
country catches up with its rivals—a point 
on which neither Miss Amsden nor Mr 
Kang dwells long enough. Korea is begin- 
ning to find, as Japan has found, that the 
planners' hardest job is to write themselves 
out of the next plan: to encourage firms to 
do their own research and come up with 
their own ideas. 

In the meantime, some threadbare man- 
agement patches are becoming visible. Even 
if labour costs are low (which they are no 
longer, Korea being dearer than Hong- 
kong), that does not count for much: few of 
the attractive new industries are labour-in- 
tensive. What counts is managing labour 
more efficiently. One chaebol boss, when he 
gets angry, is known for grabbing his un- 
complaining hirelings by the scruff of the 
neck. In Seoul it is quite common for com- 
pany vice-presidents to keep silent in meet- 
ings when their superiors are present. No 
wonder Korea is suffering a rash of bitter 
strikes. Now that its politics has turned dem- 
ocratic, can its big business continue to be 
run by despots? 


l 
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Nicaragua 


Who, me? 


Somoza FaruNo. By Anthony Lake. 
Houghton Mifflin; 315 pages; $18.95 


N THE memoirs of Mr Jimmy Carter, of 

his former national security adviser, Mr 
Zbigniew Brzezinski, and of his CIA chief, 
Admiral Stansfield Turner, the Sandinist 
takeover in Nicaragua gets only a passing 
mention. The Carter administration had 
other foreign-policy priorities: the Panama 
Canal treaty, the Middle East, the crisis in 
Iran. But it was also negligent. In “Somoza 
Falling" Anthony Lake, who was in charge 
of policy planning in the State Department 
at the time, explains what happened. 

[n March 1978 President Carlos Andres 
Perez of Venezuela warned Mr Carter that 
Nicaragua would turn into “another Cuba" 
if he did nothing about it. In August the 
same message was sent to his superiors by 
the State Department's Latin American spe- 


| Both short, too 


| UMAN nature, it is said, is a con- 

stant; only circumstances change. 

How and why they change is a matter for 

| the historian; the rest concerns the psy- 

| chologist. In NAPOLEON AND HITLER: A 

| Comparative BiocRAPHY*, Desmond 
| Seward does his best to be both. 

Take the two invasions of Russia, in 
| 1812 and 1941, that led the dictators to 
| disaster. Both Napoleon and Hitler risked 
| anapparently unassailable position by in- 
| vading a Russia that presented no obvious 
| threat. Why? At one level Mr Seward's ex- 

planation is conscientiously based on the 
| evidence. It was Britain, he argues, that 
was the real target. Remove Russia, and 

Britain, with no clear continental ally, 
| would come to the table. This was cer- 
| tainly true for Napoleon, whose invasion 
has all the air of a man in pursuit of an 
unexpectedly flirtatious partner. 

Hitler used the same argument, and 
| Mr Seward seems to follow him. But he 

then points out, quite correctly, although 
in flagrant contradiction, that Britain was 
not originally in Hitler's sights at all. Ever 
since the 1920s he had been preaching 
drang nach osten and Germany's need to 
destroy communism. There was, however, 
a second factor. In each case the invasion 
came, Mr Seward believes, at a time when 
the dictators had lost all touch with real- 
ity. War was no longer Clausewitz's in- 
strument of policy, but an end in itself. 
Theirs had become the absolute power 
that corrupted absolutely. 
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cialist, Mr Viron (Pete) Vaky. He said that 
President Anastasio Somoza should be 
pushed out and replaced by an acceptable 
democrat while there was still time. But he 
did not plead his cause strongly enough. 

Mr Carter and his gentlemanly secre- 
tary of state, Mr Cyrus Vance, piously reaf- 
firmed their faith in non-intervention in the 
internal affairs of other states at a time when 
others—among them Mr Fidel Castro of 
Cuba, Mr Omar Torrijos of Panama and Mr 
Perez—were busily arming or advising the 
Sandinists. The Americans did ask Mr Perez 
to mediate; he refused. 

Intelligence failures, partly of Mr Car- 
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Hard to shift 





Pursuit of this power united them and, 
Mr Seward believes, overruled the differ- 
ences between them. Both were calculat- 
ing and cynical, but not at their own ex- 
pense, for they were Men of Destiny. "I 
was called to change the face of the 
world," Napoleon told his brother. "I go 
the way that Providence dictates,” Hitler 
said, “with the assurance of a sleep- 
walker”. Both posed as patriots, but had 
an entire disregard for the sufferings of 
their own citizens. Both dreamed of em- 
pire, but as an instrument of self- 
aggrandisement. 
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ter's making, compounded the problem. 
Within seven days in June 1979, the CIA 
changed its tune three times. First it said 
that Somoza would weather the crisis, then 
that he would hold power for a short time 
and finally that he would hold power for lit- 
tle more than a week. Mr Lake adds: 


Cuts in the number and size of CIA stations in 
the region contributed to the intelligence fail- 
ure, as did a hesitancy, at both the State De- 
partment and the CIA, to have any contact with 
the Sandinists . .. The CIA had no sources of 
information within the ranks of the Sandinists 
throughout this period. 


By 1979 it was too late. The Carter adminis- 
tration was seen to be weak and ineffectual. 
It hoped to reform the hated National 
Guard and somehow engineer a non-San- 
dinist government, even as the Sandinists 
marched on Managua. When the American 
ambassador eventually persuaded Somoza 
to leave, there was no legitimate opposition 
leadership to put in his place except the San- 
dinists, who had skilfully surrounded the 

selves with suitably gullible and accepta 

bourgeois personalities. The story might 

Both were also moral desperados: ius 
poleon was prevented from committing as 
many atrocities as Hitler only because he 
lacked the appropriate technology. "Even 
if the Führer did infinitely greater evil”, 
says Mr Seward, “the difference in guilt is 
one of scale". Perhaps, Mr Seward specu- 
lates, they were forerunners of the 
Antichrist. 

[t was a Dutch historian, Pieter Geyl— 
whose masterly "Napoleon: For and 
Against" provided the inspiration for Mr 
Seward's book—who cautioned against 
searching for pioneers of Nazism among 
generations who could have had no in- 
kling of that evil. Mr Seward, by contrast, 
is blithely anachronistic. He sees the Na- 
poleonic educational system as totalitar- 
ian, and the (admittedly unpleasant) Na- 
poleonic police state as identical to that of 
the Third Reich. He does remark on Na- 
poleon's freedom from Hitler's murder- 
ous antisemitism, but the whole thrust of 
his book, by equating the two men, makes 
the horror of the Holocaust merely 
relative. 

Napoleon embodied, consolidated and 
finally liquidated the Revolution. But his 
conquests not only spread the new French 
administrative and judicial system to 
much of Europe: unwittingly and unwill- 
ingly, they also spread the revolutionary 
doctrine of the rights of man and the sov- 
ereignty of the people. Hitler's New Or- 
der, by contrast, was an exercise in nihil- | 
ism. As A.J.P. Taylor put it, "Hitler was 
Napoleon's Caliban.” 





*Harrap; 319 pages; £14.95. Viking; $19.95 
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When you're ready to sit down 
"and start talking about a merger. an 
acquisition or a divestiture, you don't want 
to deal with someone with a great track 
record in trading cocoa futures. 

Nor do vou want to deal with 
someone who doesn't understand vour 
business. 

Whether youre selling vour 
business or acquiring one, what vou need 
on the other side of your desk is a mergers 
and acquisitions professional. backed up by 
an industry specialist who really 
understands the true potential of your 
enterprise. 

Before they came to Chase manv 


of our more talented people worked as 





engineers in important industries: mining, 
chemicals, petroleum, steel, aerospace, 
electronics and entertainment — to name 
iust a few. 

What they bring to Chase is an 
in-depth knowledge of those industries. 

Not only does this mean more 
accurate valuations of the company voure 
buying or selling, it also means deals that 

are structured more advantageously for you. 





But there are other strengths 
Chase can bring to the table that can't be 


the same way 


the advantages of our commercial banking 
heritage. 

For example, our global network 
instantly expands vour world of opportunity, 





. there are many specialists 
in the field of mergers and acquisitions. 













matched by an investment bank that lacks 






while our day to day commercial banking 
relationships with key industry players in 
many geographic markets means a hands-on 
understanding of whos potentially in the 
market — either buying or selling. 

50, while other investment 
banking houses may have to fly someone 
in and start from scratch. our mergers and 
acquisitions division can already be at work 
to bring these Chase advantages together 
for vou. 

Putting the combined resources 
of a global bank at your fingertips. 

A small group of discreet 
specialists, who seem to eat, sleep and 
breathe divestitures, acquisitions, valuations. 


fairness opinions, tender offer strategies. 


leveraged buyouts, corporate 
restructuring and asset deploy- 
ment. Specialists supported by the 
industry expertise plus the global 
resources and financial strengths 
of one of the world’s premier financial 
institutions, 

Our commercial banking heritage 
and investment banking expertise also mean 
that we can offer the broadest array of 
expertly packaged funding options, any of 
which may be required to finalize the deal. 

This global banking capability. 
integrating size. international network and 
specialized industry knowledge 
and the broadest array of 
investment and commercial 
banking products and services, 
is what sets Chase apart from 


other financial institutions in the world. 


So, call us for a 
confidential discussion of your 
plans, and give us the chance 
to demonstrate the advantages 
of using Chase. 

Because, no matter how 


diverse your business or how complicated 
your financial problem, one thing should 
be simple. 


Which bank to choose. 
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8 U.S. GATEWAYS 
WE'RE OPENING UP AMERICA AI 
A RECORD SETTING PACE. 


When it comes to flying you to America, no one 
makes it more convenient than Northwest. 

As the first and only airline to offer a choice of 
8 U.S. gateways, we take you direct to more of 
America than any other airline. 

For all the convenience you deserve when you fly 
to America, call Northwest or your travel agent. 

And see how well we've opened up America. 
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_ a strategy could have been carried out only 
- by. an administration guided by competitive 
_ realpolitik. Mr Lake's gripping and instruc- 

re book reminds the Bush administration 
_ that potential. power vacuums in Latin 
. America are ignored at its peril. 















| 3 Early Christianity 
Clay cunningly 
compounded 


. Tue Bony AND Society. By Peter Brown. 
Faber; 504 pages; £32.50. Published in 
erica by Columbia University Press 


ETER BROWN, a British-born histo- 

rian now teaching in America, is a spe- 
_cialist in early Christianity and, in particu- 
lar, in the life of Augustine. Now, like 
' Augustine, he has turned to wrestling with 
sex. His latest book investigates how early 
. Christian thinkers dealt with it, from Paul 
| to the fifth century. 
| In the Roman Empire at its height, atti- 
: tudes towards the human body were deeply 
- contradictory. On the one hand, the human 
“form was celebrated; on the other, the body 
“was considered inferior to the mind, ephem- 
‘eral, a tiresome necessity that had to be kept 
| welltuned but was ultimately, as Epicetus 
said, “clay cunningly compounded". 

To such inherited concepts the early 
Christians introduced new dimensions and, 
ultimately, new rules, borrowed from ]uda- 
ism. In paradise before the fall, Adam and 

Eve's minds were in perfect harmony with 
bir bodies. Procreation would have oc- 
‘Curred without lust, out of innocent friend- 
ship. Sexuality entered the picture when 
paradise was lost, as a means of keeping man 
and woman together when innocent friend- 
ship was no longer there. Sex was concomi- 
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promise of redemption. - : 
-The early Christians therefore sought to 
suppress sex, if not to annul it entirely. They 
tried to take the "heat" out of the body with 
spiritual exercises, by avoiding physical con- 
tact between men and women and often by 
debilitatingly rigorous fasts. It was the 
Greek-speaking half of Christendom, always 
the more exotic, that produced the more as- 
cetic Christian thinkers: Anthony, Origen, 
Methodius, Theodoret and John Chrysos- 
tom. Tracts of desert, conveniently close by, 
provided the perfect setting in which human 


_ endurance might be tested to the limit. The 


Desert Fathers, who flourished in the fourth 


century and after, were regarded by other 


Christians as being close to the angels. As 
Origen said, the body could be “made holy” 
for God by offering it to God. 

The Latin half of Christendom, possibly 
restrained by the Roman pagan tradition, 
took a more moderate view of self-abnega- 
tion. When Jerome, perhaps the most bril- 
liant and influential of them, briefly sam- 
pled hermit life, he did so with impressive 
logistical support: he was frequently visited 
by a coterie of devoted well-born women, 
sworn to life-long chastity. Such women 
played an important role in early Christian- 
ity, doing much to nullify the traditional hi- 
erarchical gap between man and woman. 
How this equality eventually disappeared as 
the Church, formal and organised, entered 
the Middle Ages, is one of the questions Mr 
Brown does not examine. 

What he does say is this: 


Historians must bring to [sexual renunciation, 
continence, celibacy, and the virgin life] their 
due measure of warm, red blood. By studying 
their precise social and religious context, the 
scholar can give back to these ideas a little of 
the human weight that they once carried in 
their own time. When such an offering is made, 
the chill shades may speak to us again, and per- 
haps more gently than we had thought they 
might, in the strange tongue of long-lost 
Christianity. 


Mr Brown performs this task wonderfully. 
His work is full of warmth, strength, colour 
and imagination: no longer, in fact, ancient 
history. 
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The strange return of Salman Rushdie 


Christmas in June 


IKE bad meat that has been buried awhile 
A and starts to smell in the heat, the 
Rushdie affair is back in the news. On June 
17th in Bradford, the city that may claim to 
have started it all, 54 people were arrested 
after a mob of 200 young Muslims left a 
peaceful anti-Rushdie march and went on 
the rampage. The police thought they were 
probably hot and bored, and may have been 





right; but the death of Ayatollah Khomeini, 
whose fatwa against Mr Rushdie in Febru- 
ary drove the author into hiding, seems to 
have directed attention and emotion back 
to "The Satanic Verses" and the campaign 
to have it withdrawn from circulation. 

On June 19th the campaigners won 
their first legal victory: in the High Court in 
London, the Muslim Action Group was 


ciation carried the 





























































granted a judicial review over whether 
Rushdie and his publishers may be tried 
der the blasphemy laws. Those laws mig 
now be held to apply to Islam as well 
Christianity. Mr Douglas Hurd at the Hom 
Office, along with many others, thinks 
would be better to do away altogether wi 
these creaking statutes, rather than e 
them. For the moment, however, the co 
have ruled the other way. | 
Lawyers may also have their say ab 
the Mail on Sunday, which on Jun 1 
ran a three-page feature claiming to be 
first interview given by Mr Rushdie since 
went into hiding. The treatment 
graphic, including an account of how 
Rushdie seemed “paralysed by terror" w Ye 
a car backfired outside the window: it w 
grotesquely irresponsible journalism 
porting that he had called the Kh 
revolution in Iran "a force for evil" that 
“eaten its own children”; and it was a li 
The interview had been given on Christm: 
Eve, long before the Ayatollah’s deatt 
(although after milder threats in Britain 
in India), and had been published in Bomi 
an Ámerican magazine, in March. The it 
terviewer, possessed of a finer sense < 
shame than the Mail, has apologised. 
When Khomeini died there was specu f 
tion that the fatwa might be lifted. It ma 
be, but only if the book is withdrawn. M 
Rushdie remains under guard and in hiding 
all that has been heard of him since Fe 1 
ary has been a book review sent to the Ob 
server), and now the predators are begin- 
ning to appear. A French author and 
satirist, Jean-Edern Hallier, has just pro 
duced a pirate edition of “The Satanic 
Verses". Other pirated copies of the book 
some in English, are on sale in Spain, Ita 
and Israel. Viking and Penguin, which ha 
agents in all these countries, have not 
to seek injunctions to stop publication. 
In Arabic-speaking countries, o 
sional voices are raised in defence of } 
Rushdie. Yet even in Cairo—the last hav 
for secular thinkers and writers—a lame 
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lence has become the norm. Nawal Saddawi, 
an Egyptian feminist writer who has pub- 
lished 27 books, 12 of them in English, is the 
latest victim of the fundamentalist campaign 
that grew out of the Rushdie affair. Her 
most recent novel, "The Fall of the 
Imam''*—which concerns, among other 
delicate political and theological issues, the 
death of God at the hands of his impover- 
ished worshippers—received not a single re- 
view. Miss Saddawi, who is not shy of con- 
troversy, supposes that journalists were 
bullied into ignoring it. Her name has ap- 
peared on a death-list, and a 24-hour guard 
has been placed on her house by the Cairo 
police. In the circumstances, she has 
stopped working on her new novel, "The 
Book of Satan”, in which Satan writes his 
own reply to the allegations made by God 
against him in the Bible, the New Testament 
and the Koran. It would be foolhardy, she 
feels, to go on. 

A secondary market in Rushdie books 
has appeared in Cairo: cheap, hastily assem- 
bled tracts containing sections of the Koran 
that deal with the punishment of apostates. 
In the West, the secondary market is of 
books about the affair; and these, too, are 
running into trouble. "The Rushdie File", 
by Lisa Appignanesi and Sara Maitlandf, 
was dropped by Collins and picked up by a 
smaller publishing house; the printers then 
refused to handle it “on security grounds”. 
It will appear, courtesy of another printer, in 
July. The first Arabic-language book on the 
affair, "Between the Quill and the 
Sword tt, which contains a long interpre- 
tation of Mr Rushdie's novel and some secu- 
lar literary criticism, was banned in Saudi 
Arabia, Libya, Iran and Jordan within 48 
hours of its publication in London. If Mr 
Rushdie felt any relief at the news that his 
chief tormentor was dead, it must have been 
short-lived. The fury goes marching on. 





* Methuen; 174 pages; £10.95. 

* Fourth Estate; £5.95 

HrAdel Darwish and Emad Abdel Razique. Editest-Kamel; 
280 pages; £12. 





Jazz bands 


Come back, 
sweet papa 


AZZ is an improviser's art; indeed, some 

purists have maintained that jazz which is 

not improvised cannot be genuine. Yet 
few fans would deny that some of the most 
exciting jazz ever played has been produced 
by big bands. The Duke Ellington or Count 
Basie bands in full cry generated such a 
sense of inspiration, power and swing that it 
did not matter that their members were 
playing pre-arranged parts. The leader's 
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Can Mercer come into his dukedom? 


conception informed the character of the 
group, not only in the written ensembles but 
in an overall spirit to which each player con- 
tributed. As a famous epigram put ir, "El 
lington plays piano, but his real instrument 
is his orchestra." 

An interesting question arises when the 
leaders of such organisations die. It is not as 
though a soloist had departed, a Louis Arm- 
strong or Lester Young, and taken his music 
with him. A band’s arrangements still exist 
and can be replayed. But is it possible to re- 
capture the same distinction and excitement 
in the absence of the original presiding 
spirit? Both the Basie and Ellington bands 
have continued to perform. The Duke's or- 
chestra, led by his son Mercer, is currently 
touring Britain. Will their listeners feel that 
they are experiencing the living jazz of Basie 
and Ellington, or only an exercise in 
nostalgia? 

The answer will ultimately depend on 
the nature of the leader's legacy. Last year 
the Gil Evans orchestra played a memorial 
concert to its chief, who had died only a few 
weeks before. Evans, one of the central fig- 
ures in modern jazz, was known for subtle, 
almost self-effacing arrangements that were 
designed to be altered in performance, with 
maximum room left for the improvisatory 
whims of soloists. He himself dabbed gently 
at the keyboard, conducting with seemingly 
offhand gestures, letting his men get on with 
the music for which his deft creations pro- 
vided the framework. The result was a feel- 
ing of relaxed, corporate improvisation. The 
mood at the memorial concert was much the 
same; Evans had engendered an attitude, 
not simply notes on a page. 

The present-day Count Basie band, 
however, is a highly organised affair. Led by 
a former sideman, it plays pieces from the 
old repertoire and new works with verve and 
precision but, some critics feel, without 
much spontaneity. In fact, the same misgiv- 
ings were voiced for a number of years be- 
fore the Count’s demise. Fans of his classic 





pre-war band felt that a conscious change in 
policy had occurred in the 1950s, with Basie 
depending more on arrangements that 

the free-wheeling inspiration of soloists. 
leader himself was still a master of pithy, 
swinging piano, but the band seemed to be 
ploughing a predictable, if highly profes- 
sional, furrow. Today, although they may 
produce stirring playing, there are few of the 
casual delights that used to occur when, as 
Billie Holiday put it, “Daddy Basie would 
two-finger it a little." 

The posthumous Basie band can repro- 
duce a formula already established by its 
leader, but the Duke Ellington orchestra has 
the dilemma of trying to represent a man for 
whom formulas did not exist. All his life, El- 
lington was constantly evolving, responding 
to everything around him and putting it 
into his music. He wrote not simply for in- 
struments, but specifically for the men who 
played them. As he described his compo- 
sitional principle, “You can't write music 
right till you know how the man who's going 
to play it plays poker.” 

His band was always a highly individ 
istic, even wilful, crew, whom Ellingt 
managed with a grand seigneur’s mixture of 
charm, evasion and occasional mental cru- 
elty—"'the iron fist in the mink glove”, as 
one sideman put it. In performance they 
were sometimes sloppy but generally bril- 
liant. Their leader tolerated their wayward- 
ness because he felt that too tight a rein 
would restrict their creativity—and there- 
fore, his. He needed them to give life to the 
music he never ceased writing and which he 
intended, as he said, "not for posterity: | 
want to hear it right now!” For that reason 
he kept the band together all his life, even 
when it lost money. 

Ellington's deep awareness of the inti. 
mate relationship between his music, hi: 
musicians and the passing moment madt 
him the quintessential jazz composer anc 
bandleader. With these materials he re 
mained an improviser of genius, as much a: 
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A R DICK ARMEY, a right-wing Re- 
A publican in America's House of 
_ Representatives, is not widely regarded as 
an art critic. But he knows what he likes, 
or, more precisely, what he doesn't. And 
what he doesn't like at the moment are 
] the photographs of Robert Mapple- 
_ | thorpe, an internationally acclaimed pho- 
|| tographer who died of aips earlier this 
year. 
Mapplethorpe specialised in homo- 
erotic and sado-masochistic themes, some 
of which are portrayed in a retrospective 
exhibition—“The Perfect. Moment "— 
that has been shown in Philadephia and 
Chicago, and was, until recently, sched- 
uled to open in Washington. (A similar 
show at the National Portrait Gallery in 
London last year attracted more than 
42,000 visitors.) He worked at "the outer 
its of sexual experience", with bond- 
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any soloist. His unique vivacity and depth, 

which gave his work its special character, 
will make Mercer Ellington’s task of 
 recreation—without the ducal presence— 
. especially difficult. 








. Stolen artworks 


Mrs Goldberg's 
mosaics 


NICOSIA 


NY week now, a court in Indianapolis 
will decide whether Mrs Peg Goldberg, 
a local art dealer, has been “trafficking in 
stolen and plundered religious trea- 
Miis. The plaintiffs are the repub- 
|» Cyprus and the Greek Cypriot 
church, which are claiming repos- 
session of four sections of mosaics 
from the church of the Virgin of 
Kanakaria in Lythragomi, in the 
northern part of the island. 
Lythragomi has been occupied by 
the Turkish army since 1974, and 
officials from the Cypriot Depart- 
ment of Antiquities have not been 
allowed to visit. Meanwhile, Euro- 
pean and American markets have 
been flooded with objects, particu- 
larly early Christian pieces, from 
the region under Turkish control. 
Sometime between 1976 and 
1979, the Kanakaria mosaics— 
which date from the sixth century, 
and include the first representation 
in mosaic of Christ with a halo as a 
symbol of his  divinity-—were 
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age and torture, and also produced por- 
traits of exceptional beauty. 

Mr Armey objects particularly to the 
fact that the exhibition, when it appeared 
elsewhere, received federal money 
through the National Endowment for the 
Arts. He objects, too, to the use of NEA 
money to sponsor an earlier objet de scan- 
dale, a photograph by Andres Serrano of 
a picture of Christ crucified submerged in 
a jar of Mr Serrano's urine. 

Accordingly, along with more than 
100 other congressmen, Mr Armey has 
written to the NEA. He has upbraided it 
for supporting this “morally reprehensi- 
ble trash" and has suggested that it may 
be getting too much money from Con- 
gress. Similar threats have been heard 
from right-wingers in the Senate, notably 
Mr Jesse Helms and Mr Slade Gorton. 

Strong feelings may be granted. Politi- 


hacked out of the church by vandals. Most 
of the surface was destroyed, but the looters 
took away four pieces depicting the Virgin 
and Child, two apostles and an archangel. 
Mrs Goldberg came across the mosaics 
when she went to Switzerland last summer. 
She was told they had come from a Turkish 
dealer who, by his own account, had rescued 
them from the rubble of a demolished 
church and had exported them from north- 
ern Cyprus with written permission from 
the authorities there. All seeming well, Mrs 
Goldberg paid her $1.2m. She also checked, 
she says, with the American, German, Swiss 
and Turkish customs, who told her the mo- 
saics were not stolen. But when she offered 
them to the Getty museum in California for 
considerably more money the Getty dis- 



















cians, however, are not elected t 

ters of taste; and galleries are not s 
listen to them. Rather more di 
than Mapplethorpe's pictures, or ev 
Serrano's jar, has been the craven re; 
tion of Washington's Corcoran Gallery 
Art, which was to have mounted the 
Mapplethorpe exhibition. Last week the 
Corcoran cancelled the show, not want. 
ing to become embroiled in a row between 
Congress and the NEA. Last vear the NEA 
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gave the gallery about $300,000. | 

[n the end, Washingtonians will probas 
bly be able to see the exhibition anyway. 
A local group, the Washington Project for: 
the Arts, has applied to show it instead; 
and a coalition of homosexual groups is 
threatening to project Mapplethorpe 
slides, in protest, on the sides of the Cor- 
coran. The gallery, it appeared, had two 
choices. Either it should have refused the 
show in the first place, or it should have 
shown it bravely. To do neither looks like 
spinelessness. 


abused her, and asked her to contact 
Cypriot embassy in Washington. | 
The legal arguments in the case 
two phrases: "good faith" and "d 
gence”. Did Mrs Goldberg buy the 
in good faith, and did she show due 
gence in checking where they had c 
from? Did the government of Cyprus 
show due diligence in informing muse 
and dealers that they were stolen? Pros 
tion lawyers point out that the "export p 
mit" has turned out to be a crude forg 
that Mrs Goldberg never got in touch: 
the Cypriot embassy; and that she has 
documentary proof of the various inquit 
she said she made of the customs autho 
ties. The government of Cyprus, on t 
other hand, has established that in 1 980. 
1982 it notified UNESCO and vario 
museums and dealers round the 
world of the theft of the mosaics: 
Mrs Goldberg's lawyers hav 
gued, first, that the case should be 
tried according to Swiss law, whit 
gives the benefit of the doubt to 
those who buy stolen property “in 
good faith"; and, second, that the 
mosaics were abandoned property. 
The court arguments are now cóm- | 
pleted. Should the government. of - 
Cyprus win, a small blow will be de- 
livered to the trade in stolen art. 
That trade, however, is now en- 
demic and running into billions of 
dollars a year. Like the two ente 
prises it most resembles, drug-d. 
ing and gun-running, most of i 
done quietly. So pass the cult 
and history of much of the th 
world. 





























































Supply and Demand modelling experience? 


Play a leading role 

in a new forecasting 
venture and develop 
your future in property 





High negotiable salary * car | 
generous benefits « Central London 





You're a numerate graduate in 
your mid to late 20's. Your 
powers of logic and analysis are 
matched by a likeable and 
impressively strong personality, 
You also possess a flair for 
translating technical ‘Jargon’ 
into simple layman's language. 
In short, you're ready for the 
high profile role which Hillier 
Parker ~ one of the UK's 
leading independent private 
surveying practices’ is now 
offering... 

We are in the process of 
launching a new joint venture 
with a world-leading external 
research consultancy. This new 
nationwide property valuation 
and trend forecasting service 
will be marketed to an 
exclusive number of major 
clients. You will be expected 
to play an important role in this 
ambitious research programme, 
analyse results, interpret models, 
report findings and go on to 
present results during face-to-face 
meetings with client management. 
It's a demanding but extremely 
challenging brief. One that 


77 Grosvenor Street, London WIA 2BT. 


calls for a proven track record 
in statistics, ECONOMICS OF 
econometrics together with 2-3 
years’ experience of supply and 
demand models. Ideally, these 
modelling skills will have been 
applied to forecasting demand 
within a volatile industry where 
accurate measurement and 
assessment of trends is critical 
tO SUCCESS, 

Salary is negotiable but highly 
attractive to the right candidate 
and benefits include company 
car, pension, life assurance and 
PPP. However, the most powerful 
attraction must be the prospect 
of turning a new marketing 
initiative into a thriving 
information service... a high 
profile role which will be 
matched by equally high-level 
prospects. 

Make the most of your 
technical and presentation | 
skills. Please send a full cv . 
together with current salary 
details to Brian Toole at the 
address below. For more 


information please ‘phone John |. 


Hetherington on 01-629 7666 








| quoting reference no 3625. 








"University of Exeter - 
Department of Economics 
Temporary — 
Lectureship in 
Economics 


Applications are invited for a Tem- 


porary Lectureship in Economics 


| available from 1 September or 1 


October 1989 for a period of one 


| year. Willingness to teach Macro- 


economics is particularly looked 


| for but other fields would be 


considered. 


Salary will be within the range 
£10,458-£14,169 pa on the Lec- 


| turer A scale £10,458-£15,372 pa 
with placement according to age 


and experience. 


Further particulars available 
from the Personnel Office, 
University of Exeter, Exete 


| EX4 4QJ (Ansaphone 039; 
| 263100) to whom he. te q 


tions (six copies: candidates 
living overseas one copy) 
giving the names and ad- 


dresses of three referees 


should be sent by 12 July 
Mesa quoting reference no | 


* 


UNIVERSITY OF 
EXETER - 


DEPARTMENT OF | 
ECONOMICS 


Applications from candidates with 

strong research potential are invit- 
ed for a Lectureship in. Finance/ 
Financial Economics, broadly in- . 
terpreted, which ‘is available Tromy 
September 1989, or as soon as pos- 


| sible thereafter, for an initial period 


of three years. 


The Department offers a taught 


MA in Finance and Investment 
which attracts over 30 students an- 
nually. Experience in the field is 
advantageous, but applications 
from economists, accountants and 


| others with relevant. backgrounds 


keen to develop a specialism in 
Finance will be treated seriously. 


| The salary will be on the lecturer 


scale À £10,458-£15,372 per 


| antium, or scale B -£16,014-£20,469 


per annum, placement according tà 


| age and experience. 


Further particulars available from 
the Personnel Office, University of | 


'| Exeter, Exeter EX4 4QJ (answer- 


phone 0392 263100) to whom appli- 
cations (six copies: candidates living 


overseas one copy) giving the names | 
| and addresses of three referees 





should be sent by 12 July 1989, ae 














































































. The Open University 
^* FOUR LECTURESHIPS/SENIOR LECTURESHIPS IN MANAGEMENT 
The Open University's School of Management (which incorporates the Open 


chool) is one of the country's largest providers of Management 
arid offers courses which are directly geared to the needs of practising 





We now seek well motivated and highly qualified individuals to join the Central 
` Creative Team of existing academics to join in the development of an innovative 

distance taught MBA. l 

We are offering four posts from the following separate areas: 

Finance/Accounting 

Strategic Management 

Marketir : 


< Human Resource Management 
Business Law 


International Management 


_ Posts available at Lecturer A/B or Senior Lecturer level depending on qualifications 
-< ahd experience. 
-Grade A: £10,458-£15,372 
"Grade B: £16,014-£20,469 
Senior Lecturer: £21,489-£24,285 | 
licants with experience in management/management development in industry 
Jucation should contact: Mrs Maureen Leighton, School of Management, The 
Open University, 1 Cofferidge Close, Stony Stratford, Milton Keynes MK11 IBY. 
Telephone 0908 261122, ext 257 
Closing date for applications: 10 July 1989. 


ed Equal Opporuntity is University Policy. 





















| AN ECONOMIC AGENDA FOR THE 1990s 
| EN .. Centre for Local Economic Strategies | 
DEPUTY DIRECTOR AND 
RESEARCH MANAGER 
£22,584 to £23,604 


CLES is local government's economic think-tank, the national 
forum for the development of local economic policies. 
Can you: | 

— play a key role in the development of the Centre? 

— help us identify the key economic issues for the 1990s? 

~ manage an in-house research team? 

— identify outside researchers and institutions to assist? 

— build our thriving economic development consultancy? 


Our research interests range from the poll tax to the environment 

and from public sector purchasing to competition licy. More and 

more aspects have a European dimension. Davic Miller, who has 

|. built up our research and consultancy work, is leaving to take 
another senior position in economic development, and we are 

] looking for an experienced and committed research manager as his 

fo successor. 

|] Interested? Then write for further details to: 

| CLES, Alberton House, St Mary's Parsonage, Manchester M3 2W] 

1 Tel: 061-834 7036. Fax: 061-835 1589 


Closing date: Tuesday 11 July 1989 
CLES is an Equal Opportunities Employer 

























2 The Open University 








School of Management 
ESRC MANAGEMENT TEACHING F ELLOWSHIPS . 
(Three year appointment) 


Four ESRC Management Teaching Fellowships are available to Maste 
graduates interested in a management teaching career specialising in. di 
learning in Management Education. The Open University has a large r 
courses upon which more than 18,000 managers and would-be manager 
participate. The Teaching Fellow will be expected to contribute to this work. 

in addition the Open University’s School of Man ari 
Business School, has an active research 
organisation studies and human resource 


Applications are invited for these Fellowships which are offered on the ‘Rese. 
1A scale depending upon age and experience. l - 7S 
Grade 1A: £10,458-£16,665 per annum. Applicants should contact: 
Mrs Maureen Leighton, School of Management, The Open University, - 


3. 


Close, Stony Stratford, Milton Keynes MK11 1BY. Telephone 0908 26 
Closing date for applications: 7 July 1989. 
Equal Opportunity is University Policy. 






























As d» i TRECE 
2999/7 Royal Agricultural College 
"ILES" Cirencester 

Applications are invited for the post of Principal upon 
the retirement of Mr H. V. Hughes, B.Sc., ER.Ag.S., 
A.R.LC.S.(Hon.) in 1990, 

Founded in 1842, the College is an independent : 
institution with a long-standing international reputation - 
for excellence in education. It has three schools:- 
Agriculture, Rural Economy and Land Management, 
and Business which teach degree and diploma 
programmes to 700 full-time students. They are 
supported by a profitable farming enterprise and by 
research capability with a unique record of contributions 
to agricultural husbandry and rural land management. 

The recently established School of Business at the 
College will make an important contribution to 
Management education, widening the scope of the 
College’s post-graduate and in-service courses. 

The Principal must be able to lead the College’s 
continuing academic development and maintain its 
professional and commercial relevance profitably 
through the 1990s. Experience of agriculture or 
commerce would be an advantage, particularly in the 
European context, 

Details of this influential position may be obtained 
from The Chairman of the College, C. H. Coad Esq, 
c/o P A Consulting Group, Advertising and Le 
Communications, ref: W6060/E, St Brandon's House, 
29 Great George Street, Bristol BS1 5QT. igi 















































































" ersity of Waikato 
4amitton, New Zealand 


CTURESHIP IN 
MMERCIAL LAW 


tions are invited for a Lecture- 
ship in Commercial Law in the Depart- 
ment of Accounting and Finance at the 
University of Waikato. The appointee 
will be required to undertake teaching 
: and research in commercial law sub- 
jects at undergraduate and graduate 

els. Ability to contribute to the de- 
tment’s expanding interests in Con- 
tional and Administrative Law, and 


language periodicals or newspapers. 


industrial Law and Law and Society 
issues would be an additional 
advantage. 


Applicants should normally hold an 
honours or Masters degree. Alterna- 
tively they may have a good first 
degree coupled with relevant profes- 
sional experience and the ability and 
willingness to undertake a higher 
degree on a part-time basis. 

The current salary range for Lecturers 
is NZ$35,000-NZ$46,000 per annum. 


Informal preliminary enquiries may be 
made to Professor Don Gilling, Chair- 
person of the Department of Account- 





ing and Finance, 064 71 562 889 
during office hours, or 064 71 64035. 


after hours. Fax 064 71 384 063. 


Information on the conditions of ap- 
pointment and details of the method of 
application are available from Appoint- 
ments (36511), Association of Com- 
monwealth Universities, 36 Gordon 
Square, London WC1H OPF, UK, or the 
Academic Staff Registrar, University of 
Waikato, Private Bag, Hamilton, New 


Zealand, The reference number is A89/ — 


19. Applications close on 28 July 1989. 


The University welcomes applications 
from suitable people of any race, creed 
and marital status. 


The Food and Agriculture Organization of the United Nations 
Invites Applications for the Post of 


CHIEF EDITOR, CERES MAGAZINE 


at its Headquarters in Rome, Italy 





. Hamilton, New Zealand 








University of Walkato — - 





LECTURESHIPS/SENIOR 
LECTURESHIPS IN 
ACCOUNTING AND FINANCE. 


Applications are invited for Senior Lec- 
tureships and Lectureships in the De- 
partment of Accounting and Finance at 
the University of Waikato. The appoin- 
tee will be required to undertake re- 
search and teach in the undergraduate 
and graduate programmes offered by 
the department. Special interests in the: 
field of Auditing, Taxation, Manage- 
ment Accounting, and Finance would 
be an advantage. | | 


The Department of Accounting and 
Finance has an establishment of 25 
and is one of the three departments in: 
the School of Management Studies, the. 
largest school in the University — _ 
school offers a four year undergra ^. 
programme leading to the Bachewr- or 
Masters programme and the research 
degrees of MPhil and DPhil. Manage- 
ment Development programmes: are 
also run offering post experience 
courses on various aspects of manage- 
ment to practising managers from both 
the private and public sectors. The 
school has access to computing facili- 
ties vía a Vax network. Micro comput- 
ers are also available to all members of 
the department. Library holdings in Ac- 












4. counting and Finance and related fields 


aregood. . 


l| Applicants for lectureships should nor- 


© Duties: To assume overall editorial responsibility for the content and presentation 
of CERES, the FAO Review edited in English and distributed worldwide in Arabic, 
English, French, and Spanish editions. To develop, in consultation with editorial 
— team, an annual editorial plan. To supervise the work of a multilingual editorial 
~~ team including both staff and free-lance contributors, maintaining high journalistic 
standards. To initiate and maintain contact with information sources both inside and 
outside the Organization and with potential contributors to the Review. B 
* Requirements: University degree in journalism, agriculture, economic, social ot 
political science or history. Ten years’ experience in writing for and editing English 
| Thorough expetience in modern techniques of 
magazine presentation and production. Excellent knowledge of English and — 
demonstrated ability to write clearly and concisely in this language. Ability to speak — 
and read Arabic, French or Spanish. Sound knowledge of international development 
issues particularly with reference to the Third World. Willingness to use word- 
-processing equipment. Familiarity with agricultural matters desirable. — 
. Benefits: Relocation, tax free salary, cost-of-living adjustment, education grant and 
other benefits of International Civil Service. 
- lease send detailed curriculum vitae not later than 26 July 1989 quoting — 
VA 597:GII/TE to: Petsonnel Officer GID/FAO - Via delle Terme di Caracalla —. 
00153 Rome - ITALY, — g 


.]. The current salary ran 


| (a and marital status. 


mally hold a Masters degree. Alterna- 
tively, they may have a good firsi 
degree coupled with a professiona 


.. qualification. Applicants tor Senior Lec- 
| "tureships are normally expected tc 


have completed or be about to com- 
plete a doctorate, and have a record o! 


publishing. | 













7$46,000 per ani 
tu $49 0 


kaa 


and for Senior Lecturers N 
NZ$63,000 per annum. 


informal preliminary enquiries may be 
made to Professor Don Gilling, Chair 
person of the Department of Account- 
ing and Finance, 064 71 562 889 
during office hours, or 064.71 64035 


| after hours. Fax 064 71 384 063. 


information on the conditions of ap 


". pointment and details of the method o 
^] application are available from Appoint 
| ments (36512), Association of Com 
i^, monwealth Universities, 36. Gordos 
Square, London WC1H OPF, UK, or the 


Academic Staff Registrar, University a 
Waikato, Private Bag, Hamilton, Nev 


|. Zealand. The reference number is A89 
dps A8, Application ose on 28 July 1989 


|. The University welcomes application: 


from suitable people of any race, cree 
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WORLD INTELLECTUAL (f THE ROYAL INSTITUTE OF 










PU ORGANISATION MONDIALE FAIRS 
PROPERTY I Ta DE LA PROPRIETE INTERNATIONAL AFFAIRS 
Be, INTELLECTUELLE 










ORGANIZATION 





One of the world’s leading Institutes for research. ar 
analysis of international issues invites applicants for a ne 
post at senior management level to be responsible for: 
— developing the Institute's financial resources — ie 
* coordinating and developing existing funding 
activities E EE. 
* creating new fundraising activities particulari 
aimed at increasing the Institute's" capit. 
endowment DNE: 
— projecting the work of the Institute n 
* eremi the outreach operations of the ins 
tute and coordinating those of its activities tl 
present its work to a growing audience at hi 
and abroad. | 
The successful applicant is likely to have 
* fund raising abilities 
* management skills P 
* knowledge of international affairs - 
* ability to participate in the intellectual work of 
the Institute 
* experience in the business world. 
Please send detailed curriculum vitae and names of f 
referees to Personnel, "Chatham House, 10 St Ja 
Square, London SW1Y 4LE. Telephone: 01-930 2213 
01-839 3593. Closing date 17 July 1989, 





| WIPO, a ‘specialised agency of the United Nations, invites 
. applications for the post of: 


E : ES Direc tor 
General Administration Division 


at its Headquarters in Geneva (Switzerland). 


Main duties include supervisory responsibilities for personnel, 
computerisation, buildings development and maintenance, 
translation, conference and travel services, printing, procure- 
ment, and sales of publications. 


Attractive tax-free remuneration and fringe benefits commen- 

surate with those duties. 

| Candidates must have considerable experience at senior level 

» in personnel management and general administration, prefer- 
'ably in an international or multinational Organisation, an 

excellent knowledge of English and French, and be under the 

age of 55. 


Send detailed résumé (with photograph), quoting reference 
D,GAD, within two weeks from the date of this advertise- 
ment to the Head, Personnel Section, World Intellectual 
Property Organization, 34 Chemin des Colombettes, CH-1211 
Geneva 20 (Switzerland), or FAX No (41-22) 7335428. 




















































































































£15-£18k + STAFF MORTGAGE LEEDS 


Transformations have taken place in the world of financial services. Its fast 
moving; keenly competitive and the future holds no bounds. The Leeds is moving 
ahead of the field, continually reinforcing its reputation for excellence. 

In this changing market place corporate planning takes on an increasingly — 
important role, providing essential specialist guidance to develop and implementthe 
Societys strategy. As an essential member of this department you will provide a central 
source of information for The Leeds, helping to interpret current trends within the sector 

Underlining your analytical talents and practical experience will be a strong 
understanding of forecasting techniques as well as first class communication skills. 

Preferably a graduate in Economics or related discipline with a post-graduate 
qualification, your background will include at least 2 years commercial experience, 
ideally within the sector. Expert knowledge of the housing market would 
also be an advantage. 

The benefits package will be significant reflecting the importance of 
this challenging position and the experience of the person appointed. 
Applications, enclosing full cv, should be forwarded to: 
Adrian Drysdale, Personnel Services Manager, 

Leeds Permanent Building Society, Permanent House, The Headrow, 
LEEDS LS1 INS. 


Tel: (0532) 438181 Ext. 2373 


ovd 







Petites, 









































































i ersity of Otago 


Professorial salaries, which are re- 
in, New Zealand viewed regularly, presently provide for 


a salary within the range NZ$76,000- 


ACCOUNTING NZ$95,000 per annum. 


Accou l nting and Finance intending applicants should contact As- 
ity Council invites applica- sociate Professor Mohan Lai, the 


Chairman, Department of Accounting 
and Finance, University of Otago, PO 
Box 56, Dunedin, New Zealand, tele- 
phone 64 24 798-117, Fax 64 24 741- 
607, for further details about the posi- 
tion. Further information is also 
available from Appointment (36555), 
Association of Commonwealth Univer- 
sities, 36 Gordon Square, London 
WC1H OPF. Formal applications, quot- 
ing reference number AB9/25, and pro- 
viding a full curriculum vitae, list of 
publications, and the names of three 
referees, should be sent to Mr D. W. 
Girvan, Registrar, University of Otago, 
PO Box 56, Dunedin, New Zealand, by 
. 20 August 1989. 


Equal Opportunity in Employment is 
University Policy. | 


ons for a Chair in accounting. This is 
9 of four established chairs in the 
department and the university is seek- 
ng high quality applicants to provide 
esearch and teaching leadership. 
"Strong candidates with expertise in 
Other areas of accounting should not be 
. discouraged from applying.. 
plicants should be qualified (doctoral 
alifications and relevant teaching 
‘research experience) to provide 
cademic leadership through contin- 
“research activity in their field of 
ortise, The Department, which has 
jli-time academic staff establish- 
Yt of 35 offers, in addition to under- 
iate courses, postgraduate pro- 
nes leading to MBA, MCom and 
rees. 











International consultancy 
Overseas travel from London base 


Commodities Research Unit Ltd, the leading business 

—. consultancy specialising in the minerals and metal industries 
_and part of a group of consultancy companies based in London 

and New York, works for governments, financial institutions, 

and companies worldwide in the industries it serves. 

_ As part of our continuing growth, we are looking for 

- graduates in economics to work in senior positions within 

the company's team structure, on the creation of forecasts, 

market reports and consultancy projects requiring strict 

deadlines. Overseas travel is an attractive feature and an 

integral part of the work. 


Senior Consultants: £16,500-£21,000 


You should have at least three years’ experience in 
economic and industrial analysis in a corporate planning, 
commercial or, possibly, an academic environment. 


You may have an additional degree; you will certainly have 
an enquiring mind, an interest in economic analysis and the 
ability to collate and interpret data in a clear and lucid manner ~ 
5 both in writing and orally. Knowledge of an additional 

: language would be an advantage. 


Salaries are geared to experience and qualifications and 

eot ; — are in addition to the company’s 
3 it -profit-sharing scheme. 

Please send full cv to the 
Managing Director, Commodities 
Research Unit Ltd, 31 Mount 

. Pleasant, London WC1X OAD. 
Tel: 01-278 0414. 





THE ROYAL INSTITUTE OF INTERNATIONAL AFFAIRS 
CHATHAM HOUSE 


requires a 


JAPANESE SPECIALIST 


The Royal Institute of International Affairs, one of the world’s leading 
Institutes for the analysis and research of international issucs, seeks a junior 
Japanese specialist who is seeking to widen his/her experience. The job 
includes acting as Executive Secretary to the UK/Japan 2000 Group (this is 
a high level non-governmental group dealing with the long term issues of 
UK/Japanese relationships); and provides o portunities for research as a 
member of Chatham House’s East Asian Programme. The Institute is 
willing to consider applicants from a wide variety of backgrounds. A good 
working knowledge ok Japanese is required together with some administra- 
tive skills and an academic qualification. Salary in the range of £12,000- 
£15,000 depending on experience. 

Send detailed curriculum vitae and names of two referees to Personnel, 10 St 


James's Square, London SW1Y 4LE. Telephone 01-930 2233. Fax 01-839 
3592, Closing date: 10 July 1989. 



















COMMERCIAL ADVERTISEMENT 


ROBERT S. McNAMAR 
FELLOWSHIPS 


The World Bank is pleased to announce the eighth annual Robert S. McNamara 
Fellowship in honour of its former president. | 

Research fellowships are awarded each year to approximately ten outstanding 
scholars or groups of scholars to support innovative and imaginative work that 
contributes to the general knowledge of economic development. he fellowships will 
provide a stipend "as subsistence, travel, accommodation and an allowance for books 
and research costs. They will be awarded for one year beginning July 1, 1990. R is 
expected that at least one product of the fellowship will be à publishable essay of not 
more than 40 pages that is written in plain language with the subject matter accessible to 
laymen. 

Individual candidates for fellowship are usually expected to be under 35 years of age. 
hold at least a master's degree, and carry out the research work in a Bank member 
country other than their own, MeNamara Fellowships are not intended to support 
degree study programs. 

While there are no restrictions on the research topics within the general field. of 
economic development, this year the fellowships committee would like to encourage 
research in the areas of "economics of gender issues in development" and "economics of 
environmental sustainability." 

dir from a co-operating group of scholars from the same institution will also be 
considered, and will be given special consideration if it can be shown the proposed 
research will contribute to strengthening an institution in a developing country. 

Applications must reach the d idi ge d Office by November 1, 1989. For further 
information and application procedures, please contact 


McNamara Fellowships Program 
Economic Development Institute 
The World Bank 
1818 H Street, NW 
Washington, DC, 20433, 
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COUNTRY HOUSE 
Set in 20 acres near Guildford. Pri- 
vate lake, swimming pool, tennis 
courts arid stables. Seven bedrooms | 


ECONOMIST 


For information about en suite, drawing room, dining : 
i | 1 room, games rooms etc. Self-con- 
classified advertising tained servants quarters with six 
contact bedrooms. Full electronic security 
Elizabeth Bisson — "WE Lana iR | l A 
The Economist Newspaper Ltd- | || For f rther details, . telephone 
25 St James's Street . | į Lendon (01) 890 3549, ; 
—— IBG ——M vm 
Fax: 01.839 4104 — Would somebody like to 
Telex: 24344 ECON G 





London 13 miles, : 
| Private sale; at attractive price. All enm- 












New York, NY 


Telephone: 212 541 $730 | vate sé 
Fax: (212) 541 9318 1 quinat ur | 





felex: 148393 
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AGRICULTURAL EXTENSION AND 


DEPARTMENT 


Applications. are invited for a Lecture- 
ship in Extension Methods with an 
emphasis on the use of microcomput- 
. ers in extension systems. The appoint- 
mentis from 1 October 1989 for a fixed 
term of five years. Salary scale £10,458 


.10 £15,372 per annum (Grade A) or 
£16,014 to £20,469 per annum (Grade 
B) plus USS benefits. Further particu- 
_ lars and application forms (two copies) 
coo are available from the Personnel 
... Office, University of Reading, White- 
“knights, PO Box 217, Reading RG6 
^ AH. Tel: 0734 318751. Please quote 
Ret AC8928. Closing date 14 July 
^ required by the International Press 
titute's. London Secretariat for its 
. Jénding programme of conferences 
and seminars in Europe and overseas 
On media-related subjects. 
Considerable experience in this field is 
essentia in order to negotiate with 
international organisations, hotel man- 
agements and travel companies at 
Senior level. 


Good administrative skills, ability to 
. work on own initiative and willingness 
to travel abroad are necessary for this 
position. Fluency in at least one Euro- 
pean language (preferably French) is 
required as well as a minimum of two- 
three years in a similar capacity. 


Please send curriculum vitae marked 
"Confidential" to Director, IP, Dilke 
House, Malet Street, London WC1E 
TJA. ; | 

hananman ONS 
Energy industry 

* A graduate, preferably in business re- 
. lated subjects to join the smali London 
. HQ of an industry association of major 
_gapternational companies. The post 
ers an opportunity to develop a 
‘Knowledge of one of the largest sectors 
of the worldwide energy industry. 
Organising and writing reports for 
meetings held in various parts of the 













world; a key part in planning a major | 


conference and exhibition proposed for 
1991; involvement in public relations 
matters. 

The successful applicants, probably in 
24-30 age group, will be required to 
work with CEOs from all continents. 
Providing initial period proves satisfac- 
tory, the appointment would be for two 
years. | 

To commence September/October 
1989. 


- Salary £16,000-£18,000 according to 


` < Written applications by 30 July, marked 

Personal”. 

of Executive, World Coal institute, 
age House, 58-60 Kensington 

1 Street, London W8 4DB. 











For Sale by 


S , ; Cnr. Florence & Dath Streets, Teneriffe, Brisbane, Qld. 4005 
Ph: Australia 61 7 854 1991. s 
' EA I L \ TCHERIES Fax: 617 854 1940. ARTHUR 





















SWITZERLAND è 
THE BANK FOR INTERNATIONAL SETTLEMENTS 
an international institution located in Basle with about 360 staff members from 20 

countries : i AoE 


has a vacancy for an 


EDITOR 


in its Press Service 
(age range 28-35) 





E] 


German, French and Italian. Thorough grounding in economics with 
central-bank policy and practice and international monetary affair 
translate challenging texts on economics and related subjects from the above- 
mentioned foreign languages into English. ! ZEE 

Further requirements are an ability to work speedily and under pressure, flexibi 
and adaptability, team spirit. 2x 
The Bank offers very attractive terms of employment in an international atm 

excellent welfare benefits, staff restaurant and the facilities of its own sports centre 
If you are interested, please send your application together with a re 

photograph and references to the Personnel Section, Bank for Internati 
Settlements, CH-4002 Basle, Switzerland, quoting Reference No. 89029. 







Written Offer - 





A unique opportunity to acquire a technically outstanding aquaculture 
venture. This extraordinarily asset rich company has unbounded 
opportunities for inordinately high returns, : 


Lacations: Head Office and Hatchery at Mourilyan Harbour, Innisfail Far 


North Queensland and Farm at exotic Conn Creek, Hinchinbrook 

Channel Far North Queensland, Australia. 
Breeding, Growing, and Farming of Australia’s most sought gourmet fish, -f 
Barramundi, along with Mud Crab Programme Development, makethisone |. 1 
of the most dynamic investments available in Australia today. 


Full descriptive booklet is available on request from David Eaton of Premier 
Marketing Services. Offers to close late July 1989. Inspections by qualified 
appointment only. 





BLUEWATER 


PNS PREMIER MARKETING SERVICES ANDERSEN 


LIMITED Cnr Florence and Dath Sts., Teneriffe. Qld. 4005. C 


(Receiver & Manager Appointed) - Under instructions of Mr. J. Ebbage of Arthur Andersen & Co. as Receiver & Manager — | 





























18-19-20 October 1989 





Italy is one of the seven leading 


industrialized nations and a fast 


growing economy. 

"|n view of 1992 and the changes in 

economic policy, Italy represents one 
of the most important markets of the 
future for both European and 

 non-European firms. 

. This course is designed for managers 
who wish to enter or to expand their 
business operations in Italy and who 
wish to understand the opportunities 

. and challenges offered by the Italian 

. market . 

The course will cover: 

| — The Consumer Goods Markets 

. — The Labour Market 

» — The Financial Market 

= Acquisitions and Joint-Ventures 

— Legal Aspects of Business in Italy 


This initiative has been made 
possible by the support of Milan Fair. 
For further information, please 
contact: | 


Secretary o 

Master in international 
Economics and Management 
SDA Bocconi 

Via Bocconi, 8 

20136 Milano (italy) — 

Tel: 0039-2-8384661 1/6623 


Fax: 0039-2-83846622 


SCUOLA DI DIREZIONE AZIENDALE 
DELL'UNIVERSITA LUIGI BOCCONI 


LN Qa Df ATI 
(£3 SDA BOCCONI 











The Oxford — 
Senior Managers 
Development — 
Programme 


7 January - 9 March 1990 





The Oxford Senior Managers Development 
Programme Is a nine-week residential 
programme for a limited number of 
experienced managers who are expected to 
make significant contributions to their 
organisation's future success. F 
They come from a wide range of institutions and. 
from many different countries. Particular careis — | 
exercised in choosing an appropriate spreadof | 
international participants to give the course a world -| 
view. The programme is unique in the flexibility it^. 5 
affords participants to shape and manage their — 
own learning. 











Seminars and Tutorials 


The nine consecutive weeks begin with a five-week 
CORE period which deals with a broad sweep of | 
general management topics set in an international | 
context. The OPTIONS period of four weeks | 
enables participants, with the help of a tutor, to 
design timetables and patterns of work to suit 
individual needs. 






m» WP! The Oxford University Certificate in 
ds] | Management Studies — => = 
Completion of the Senior Managers 
Development Programme entities participants to 
apply to the University to undertake a 
management project and to submit their report for 
examination for the Oxtord University Certificate in 
Management Studies. 


Price: £9,750 + VAT residential, all materials - 
included. B 

Directors: Rosemary Stewart and Roger Undy 
Enquiries to: Elaine Pullin — 

Telephone: (0865)735422 

Telex: 83147 atn TEMCOL 
Fax: (0865) 736374 


WN. Templeton College = 












_ | GRAHAM SCHOOL OF MANAGEMENT 
x SAINT-XAVIER COLLEGE / UNIVERS Pry 
| CHICAGO 





Bl Offers its Master of Business 
Administration in Paris 
* Evening classes € Week-end classes 
B For professionnals 
with an undergraduate degree 
"mE | Spring classes begin July 17 1989 


Bi Financial aid is available 





FOR FURTHER INFORMATION-CALL 


(1)42.66.66.82 “WIJ 
| IEMI /SAINT-XAVIER College University 


7l, rue du Fg-st-Honoré - 75008 PARIS 





Finance at Oxford m 
Corporate Finance and 






Course Director: — Patrick Hodgson 


Associate Fellow 


This four-day programme is designed to provide senior 
executives with greater insights into the financial 
dimensions of strategy and the factors that lead to 
Strategic success. An intensive and highly interactive 
programme which provides an opportunity for a limited 
number of senior executives to share experience 
concerning the essential elements in the process of 
successful strategy formation. 


The programme highlights the place of corporate finance 
in the strategic decision process and defines the role of 
financial measurement in strategic investment decisions. 


Price: £1600 + VAT - Residential 

For further details apply to Kay Schippers 
Telephone: — (0865) 735422 
Telex: 83147 attn TEMCOL 
(0865) 736374 





Strat egy Programme 22-26 october 1989 i 





Ref: M620 | 





| for monetary | 
Land banking studies | 





















Geneva's Intemational Center for Monetary and Banking Studies 
offers the following unique three courses in its Security Analysis 
and Portfolio Management (SAPM) Program: mo 


1. BONDS (Sept 11-15, 1989): 


Covers all topics essential to effective bond portfolio — 
management including, among others, yield curves, 
impact of taxes, dedicated bond portfolio, duration and : 
immunisation, international diversification and exchanges . 
risk management, VERAS 


2. OPTIONS (Sept 18-22, 1989): 


Essentials of option trading and investment including - 
notably, pricing models, hedging strategies, volatility; valu- 
ation of warrants and convertib es, bond and interest ra 
Options and portfolio insurance. ic 


Main topics covered include pricing and arbitrage, usesof. 

futures in hedging, hedge risk, swap risk, rel: tionship- 

between future, forward, Swap, and option markets. — 
These intensive courses, taught by an outstandi 
faculty, develop a practical yet rigorous framework 
and trading decisions as weil s. SA 
Courses have drawn executives from 45 countries and from « 
230 private and central banks, insurance companies, and o 
financial and industrial organisations in the past seven years 
For further information and a detailed course description, please contact: E 
Annelies Wind or Nguyen, 
international Center for Monetary and Banking Studies, 
PO Box 36, 1211 Geneva 21, Switzerland. 
Phone: 22-734 95 48, Telex: 412 151 pax ch. Fax: 22-733 64 44. 
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as hedging applications. | 















































MAXIM'S INTERNATIONAL INSTITUTE 








oy 


ONE YEAR DIPLOMA 
Study in English practice and worl 
our famous Maxim's Insti 
Theorical and practical training 
DAY COURSES / EVENING C 
Admission : Underer. 


f| 


FAMOUS ALL OVER THE W 


(1)42.66.66.82 


71, RUE DU FAUBOURG SAINT- HC 


* 
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KINGDOM OF SAUDI ARABIA’S 


SACRIFICIAL MEAT UTILIZATION PROJECT 
IMPLEMENTED BY: THE ISLAMIC DEVELOPMENT BANK 


ANNOUNCEMENT 


The Islamic Development Bank (IDB) is pleased to inform all pilgrims (Hujjaj) that it has made ar- 
rangement for the purchase of 500,000 heads of sheep as follows : 

400,000 heads of sheep from Saudi Livestock and Trading Company, and 

100,000 heads of sheep from Nasir Mohamed A! Mukeirish & Partners, 

so as to sell these sheep, which conform to ail relevant Shari'ah and health conditions, to pilgrims 
who desire to give authorization to the Islamic Development Bank to slaughter sheep on their behalf in the 
slaughterhouses designated for the project in Muna in the framework of the Kingdom of Saudi Arabia's 
SACRIFICIAL MEAT UTILIZATION PROJECT. Under this project, implemented by the Islamic 
Development Bank in collaboration with the competent Saudi authorities, the Bank will slaughter and 
- prepare these sheep for the benefit of poor Muslims, where the Fidya meat will be distributed to the poor 
Muslims of the Holy Harain, and the surplus meat from other kinds of sacrifices will be transported by air, 
- sea or land, whichever is more appropriate, and distributed to poor Muslims and refugees in Bangladesh, 
Burkina Faso, Chad, Comoro, Djibouti, Egypt, Gambia, Guinea Bissau, Guinea Conakry, Jordan, 
Kenya, Lebanon, Mali, Mauritania, Mozambique, Niger, Pakistan, Senegal, Sierra Leone, Somalia, 
Sudan, Syria and Tanzania. Payment for required sheep should be made through any of the branches 
mentioned below of : 
« AL-RAJHI BANKING FOR INVESTMENT CORPORATION » 

This project stems from the concern of the Kingdom of Saudi Arabia to take every possible measure to 
extend assistance to pilgrims in the performance of their religious obligations and to facilitate the pilgrims 
fulfilment of the Hajj rites. 


“8 In view of the overcrowdedness observed at AL MOAISIM MODEL SLAUGHTERHOUSE during E 
x» the Hajj season of 1403H, a factor which made it extremely difficult to ensure the full anticipated benefit, 


. it has been decided that slaughtering at these slaughterhouses would be restricted to those who wish to 
authorize the assigned committee to slaughter on their behalf in the framework of the above mentioned 
proiect in order to facilitate matters for pilgrims and to achieve the desired benefit. This plan was suc- 
cessfully carried out during the Hajj seasons of 1404 H, 1405 H, 1406 H, 1407 H, and 1408 H. In addition, 


^d a representative of 30 or more pilgrims is entitled to attend the slaughtering on their behalf. 


j this advertisement, 


| The Government of the Kingdom of Saudi Arabia has provided the slaughterhouses assigned for the 
project with the most modern machines and equipment for full utilization of the meat of sheep slaughtered 
there. : 

© — Any person wishing to authorize IDB for the slaughtering on his behalf may pay, as from the date of 


i i TWO HUNDRED & EIGHTY SAUDI RIYALS ( SR. 280 ) 

to AL RAJHI BANKING FOR INVESTMENT CORPORATION. The payer will receive in return a 
purchase voucher duly indicating the type of sacrifice required, whether Hadi, Fidya, Udhiya or Sadaqa. 
This amount includes the price of one sheep and.part of the cost of slaughtering, skinning, cleaning, 
veterinary services and transport of the meat to the deserving people. 

. For these types of sacrifice, (500,000) five hundred thousand vouchers have been prepared. Selling of 


E these vouchers will stop once this number has been sold out. We would like to urge all pilgrims wishing to 
` delegate the performance of the slaughtering rite for Hadi (for Tamattu' and Qiran) as well as for Udhiya 


| to set out immediately to buy these vouchers as this is the maximum number the project can carry out this 
-year before sunset of the last day of Tashriq. | 
7 The voucher shall be issued to the purchaser after particulars, regarding authorization, are filled up at 
any branch of | 
sf . AL RAJHI BANKING FOR INVESTMENT CORPORATION 
| situated in Makkah, Jeddah, Muna, Arafat, Madina and all other Saudi cities. 
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Taking the GMAT or GRE IMPOSSIBLE TO SPEAK | | SF EAL E: 
: exams? | | | YOUR OWN LANGUAGE | in Florida since 1979) wil cist you 


l | real estate ventures, We can give you the. 
| Calling company executives short of | INFORMATION, Fiduciary and Consulting 
We CAN help time! (We know you need to learn | vices, Evaluation, Analyses, Financing, foint V. 
language rapidly.) Live in your teacher's | j Bres, Tax Planning, Immigration, Workouts: 


; . home in UK, USA, France, Germany, TANT GROUP HISATINP 
For course details, contact: | | spain, Ra, ‘Taiwan. Up to 25 hours | | SWISS CONSULTANT GROUP (usa) INC 


Tampa, Flori ; 
private lessons, full board and constant x 254 be ‘for fie brochure ^— 
GTAC Associates, FREE POST, social contact with your teacher, his bald M M iso EM 


London W5 4BR. n and friends. Fluency is often | Mis 

« achieved in only one or two weeks NOCHE 

Tel: 01-993 3983/5380. thanks to complete isolation from your us HOUSING Mr 
mother tongue. EXPORTS i Sate 

For GMAT texts, contact: Established in 1979. Now with 3,000. | : 


teachers world-wide at your service. New homes, wall panels, components. 
PasTest Service, FREEPOST, Home Lan uage Lessons, Reservations and . appliances, shipped ta your 


Knutsford, Cheshire WA16 7BR. | Office, 12-18 Royal Crescent, Ramsgate, | location, e ana 
Tel: 0565 55226 Kent, UK. Tel: 0843 589853; Telex: Cail or write for free brochure. Nort 
> . 94016388; Telefax: 0843 590300. ern Counties, Rt 50 West, PO Box 9 
Uppervite, VA 22176. Telephone 70 
592 3232. S 


U NIVE RS ITY DEG R EE | au DISCOUNT. BROKERS: 
For Life, Academic & Work Experience te scene ee 


2¢; $80 min. 


Hotel 
Institute 
for 


“vam Management 
Montreux 
Switzerland 


HOTEL a a a i es 


Our graduates are recognized for their achievements in business and 
industry. We will assist you in completing your degree requirements 
without formal classes or seminars at your own pace and time. 

Send detailed résumé on work life and academic experience for a no 
TOM evaluation. 


WESTERN UNIVERSITY 


600 N Sepulveda Bivd, Los Angeles, California 90049. 137—U8A 
Phone: 213/671-0306 olex: 182315 Fax: 213/471-8458 


pa 
+ 
Pomat a 


Mem UNNA AMANE AA A nN O N AAE A a aina 


TOURISM. | VISUAL DESIGN — | us. 
DIPLOM AS IN haz: — Associate of Arts Degree ——— — = 


T ENGLISH 1 2-year course leading to the Associate of Arts degree ] | | | TAIN A. 
@ Hote! Courses: 2, 3 year | (AA) in Commercial Art enjoying first-class studio SECOND FOREIGN PASSPOR’ 


facilities at our study centre at Waterloo in the heart of Fia ie ahi 
d. Swiss and US Diploma. : A second passport offers more freedom, gre 
1 @ Tourism ence year Swiss 4 London. The course prepares students for immediate | security and investment opportunities and 
"8nd International Diploma E Careers or for further training in the USA. Subjects | Save you a fortune in taxes ` 
TE aaa PM covered include: Exciusive Special Report—examines over a0 
| aS eee |o |, Graphic Design * Visual Design e Studio Skills f | T MOL pon 
HIM, Avenue des Alpes 15 : | Advertising Layout and Design * Contemporary Art | Latest updated 4th edition—OUT NOV 
ipa piu , 5 * Principles of Marketing & Advertising Beware of imitations! Satisfaction Guarana 
CH-1820 Montreux Switzerland. | ware ot imitations! Satisfaction guarantee 
Tix: 453261 HIM l F Entry: September - January - May £50 (US $80) ^ deliver, Annel £10 oF 
: " TUNI : dmission: With hinh + delivery. Airmail £10. or- 
| Phone: 01041/21/9637404. ; E ee ione cipioma surface free T 
BW Fax: 01041/21/9638016. | DEI pectus 10: | Or details from: 


SCHILLER INTERNATIONAL UNIVERSITY (pep: E Vb) SCOPE LTD, 620 MURRAY ROAD 


i 51 Waterloo Road - London SE1 8TX Credit Card orders by phone or fax accepted. — 
Tel: (01) 928 8484 ` Telex: 8812438 SCOLG - Fax: 01620 1226 Phone: (0705) 597440. Fax: (0705) 591975 |. 
tAccredited member AICS, Washington OC, USA) . Üutside UK: dial (International Code +44 m b 


| THE USSR IN UNIFORM | 
! Organisation, mo vis elie tienen [T 

| | nar RO O p^ statistics. glossary of the Soviet Unions. 
SWISS HOTEL MANAGEMENT DIPLOMA AND KAO O > r iced cumptes (armed E 
BRITISH MASTER OF SCIENCE DEGREE Odi pue i 

l USSR’S IMPORT- 
We are the only Swiss Hotel Management School, where the diploma holders may follow a highly | | Greanston EXFORT B T 

. tegarded two-year Master of Science degree in International Hotel Management or a range of statistics, addresses, phone-telex. num- 

Masters programmes in Tourism at the University of Surrey, a renowned British National University. fun erri un. LE 
English is the medium of instruction of our three-year Hotel Management Diploma Course. We | P&P included. Our books arë 


require the same qualifications for admission as universities. Next intakes 9th October 1989 | "hardcopies" of our data base, bi 


| | fey are printed at the highest qualit 
and 3rd January 1990. | and they are updated daily. = 


- Ask for course brochure at: | Orders tv: 


HTTI international Hotel and Tourism Training Institutes Ltd., P. 0. Box 95, VOS 


/H-4008 Basel, Phone (061) 42 30 94, TX 985 216 TC CH. | | ^ NEWM 


OK o 
Cedar Court, Castle Hill 
Farnham, Surrey GUY TIE 








LAIR HOUSE HOTEL, 34 Draycott 
lace, London SW3 25A. Tel: 01-581 

Fax: 01-823 7752. Pleasant 
coms with or without private bathroom. 
ngle from £35, Double from £50. 
ee minutes from Sloane Square, 
arrods, Hyde Park nearby. 



















-. | European Air Charter Limited 
Colo Executive Helicopter & Aeroplane 
Charter Brokerage Services 


Tel: 01-332 1870. 
Telex: 9312130751 EC G. 
Fax: 01-948 7410 


for high value, complex services: 
consultancy, technology, research 
etc. Individual and group coaching. 
ntensive, professional, ethical and 
3owerful. 


Kendall-Sleath 


Tel 0742 581571. 
Fax 0742 751071. 


LONDON 
South Kensington 


Liixury fully furnished one and two bed 
flats in quiet cul-de-sac off Queens Gate. 
ssident manager, direct dial telephones, 
jen security and colour TV. Weekly 
tates from £266 to £560 plus VAT. 


FULL DETAILS: TEL 01-225 0184. FAX 
113-225 0280. TELEX 893095. 





























































IF YOU REFUSE A FILIPI 


HOUSE WILL HE TAKE IT THAT YOU THIN 


We are exporters of cigarettes, whisky, 
perfumes, cosmetics, computers, electronics 
and various other items including heavy and 

light war materials. 

We are interested to expand our present 

activity with new buyers. 
Only specific serious proposals specifying 
volumes will be considered. 


Cosmos Enterprises Ltd 
22A Frinton Road 
London N15 6NH 


2ND PASSPORT/DR LICENCES, Any 
country, various reports on how 1o 
obtain them. INI, 26 Kieomenous, Ath- 
ens 10675, Greece. 


IrEMOHSTUPN HII ETARE a annenin 


AUTHORS invited to submi 
manuscripts, all types (including po- 
ems), for book publication. Reasonable 
terms. Stockwell, Dept 75, lifracombe, 
Devon, UK (Est 1898). 


AUAA AASENSO AEAEE EA 


SEASONED OVERSEAS EXECUTIVE 
presently in London, seeks commis- 
sion. Box 3662, The Economist News- 
paper Ltd, 25 St James's Street, 
London SWIA 1HG. 


Aiettsti ae ATH esd OETA ENT HARDER AHN LH CHAT Or NA 


WANTED. Fine wine and port syndi- 
cate mernbers. Tax free (UK). Huge 
profit potential. Call 0747 54315 (UK) 
or Fax 0747 53810 (UK) and ask for Mr 
Russell. 

siemens RO TN SUSE ETRE PUUTIITIPIOHUB aa 


1988 KENT MA GRADUATE IN IN- 
TERNATIONAL RELATIONS. Exten- 
sive translation and some journalism 
experience, fluent. German/French, 
seeks challenging journalist role. Tel: 
0707 335723 evenings. 


IDGUAREREAHONMRCMUUPHTETERAUNAL AL AM IARE NUUAM UNI EUM ON PLUMIS, 


'OVERSEAS POSITIONS. Hundreds of 
top-paying positions. Ail occupations. 
Free details. Overseas Employment 
Services, Dept EC, PO Box 460, Town 
of Mt Royal, Quebec, Canada H3P 
3C7. 


DUVERIANU ERANA ARETOA 


| 
| 
| 
[ 
| 
| 
| 
i 


well as incisive briefings on the economy, poi 


For more in 


Gshorne at The Economist Publicatians Limited, 40 
Ted: 01-499 2278; Facsimile: 01-499 9767. 
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COMING TO PARIS? 
Stay in a furnished flat. One to four rooms 
pius Bathroom and kitchen. Weekly or 
monthly rates. Left Bank, Luxembourg 
and Montparnasse. No agency fees. 
Telephone Paris 43253509, Fax Paris 
798. or write PAA Housing, 9 
Rue des Ursulines, 75005 Paris. 


The Regus 
Centre 
London 


* Executive Offices 
* Conferences 

* Communications 
* Club Restaurant 


Trafalgar Square 01-872 5958. 


+ London * Stockholm + Copenhagen + 





10'S INVITATION TC 


"a ov 


The Economist Guide to South-East Asia is aimed specifically at business travellers to 
Hong Kong, Singapore, South Korea, Taiwan, Malaysia, Indonesia, Thailand and the | 
Philippines. B provides a wealth of information about how business works in these countries as 

litics and government, and societies of the region... 


Price: £172.95 UK; £17.50 Rest of World. 


formation or to order The Economist Guides, please call iti on The 
keonamisi Shop at Zia St James's Street, London SWIA THG or contact loanne 
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“LONDON 
ENGLAND à 


Please contact British Breaks Ltd, PO Box 
, Virginia 22117, MA 
| X 








Obtain US immigration through pur- 
chase of secured and well-rewardin 
real estate or opening of ell 
branch companies; etc, ALL MATTE 
HANDLED BY A LICENSED US ATTOR- 
NEY/PhD ECONOMIST. 

Contact Edward P. Gallagher, Attor- 
ney-at-Law, PO Box 70302, Washing- 
ton, DC 20088 USA. Tel: (301) 299. 
7269. Fax: (301) 983-3439. 


NE AT HIS 








) Duke Street, London WEA TDW, q xx 













OUTPUT, DEMAND AND JOBS The 12-month growth of America's industrial production slowed to 
..3.926 in May. Britain's industrial output rose by only 1.2% in the year to April. The rest of Europe is 

booming. West Germany's GNP rose by 2.9% in the first quarter, taking its 12-month rate of growth 
to 4.296. France's GNP rose by 3.296 over the same period; its industrial production jumped by 
7.6% in the year to April. Britain's unemployment rate fell to 6.4% in May. Italy's jobless rate was 
16.6% in the same month, up from 15.796 a year earlier. 





























America one-third of the industry's laboi 
contracts are up for review. Workers at 
























"inge M iussi rs Noranda, a Montreal copper company, have 
` industrial production GNP/GDP retail sales [volume] unemployment % rate | VOled to strike if they do not get a better pay 
3 mths} 1 year 3 mthst 1 year 3 mthst 1 year latest year ago offer; talks at Magna Copper in the Unite d 
Australia +106 — 66 ow +65 +54 ou ^ 458 08 63 « 75 States are bogged down. The giant Bougain 
Belgium +55 F44 m na ng ^ 3 94 +36 wi — 94 wy 104 ville mine in Papua New Guinea was shu 


K 10 u XAR TERIS ME 192^ Ms — 104 
Canada == + 10 mar + 38 + 39 m — 46 — 10 Mar T.7 May 77 


down in May after being vandalised by loca 
Frane + 14 +76 w +48 49D 5 —4i +44 te 10.0 a — 101 


militants. Workers at Metallurgie Hoboken- | 

































































(W. Germany + 70 +65 a — 4120 34 42 o — 24 +59 ap 79 ww 89 Overpelt's plant at Olen in Belgium went 0 
RGMMM 99 — $519 ww — *28 7Fà4w — - 81  — 84 ou 53 w"! 68 | strike on June 8th. It produces over 300,000 
ene 67 m 81 E39 w — 16 X 47 out Se wa” 157 — | tonnes of refined copper a year. And Peruvi-- 
fen ua t62 w +30 648 ae —— Sam —25 . | an mineworkers have called an indefinite 
span __+ 138 me ———- D Ty 719377 ational strike to start in August 
Sweden — £87 +22 w 49 4 13m ar 32 e — O 11 ww 15 Lnd 
Switzerland 4277 +73 u 122 2985 iu x ———Bli- o 15 l 
Switzerland +277 +73 u +22 +29% +137 4 52 mat Ug WC MM Pr niet 
"eA  . +16 +39 wy +43 430m S08 me iy 86 [. . month year 

ie index deflated by CPI. * * New series liar index 

M All items 1353 — 1985  — 11 —207. 


PRICES AND WAGES America's 12-month rate of consumer-price inflation jumped to 5.496 in 
May, up from 5.196 in April. In the same month the inflation rate rose to 8.396 in Britain —the 










: o : . _All 1617 1648 — 12 -249. 
highest of all the countries in the table—to 3.795 in France, 5.096 in Canada and 6.696 in Sweden. Nit 435 Gang 312 
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Japanese wages increased by 4.6% in the 12 months to April, to give a real pay rise of 2.1%. 

































British wages rose by 9.396 in the same period—a real rise of 1.2%. Sterling ir ud 
* change at annual rate JL ce eet US 
rs ; consumer prices* —— wholesale prices* wages/earningst 
3 mthst 1 year 3 mthst 1 year _3 mthst 1 year 
Australia +39 + 68 m +43 +61 4146 1 70 ne | "Wait ^ "uas i.e 
Belgium — + 30 + 3.0 ax — 10 + 0.4 Bec +119 +06 at DEF T DM dnd 
‘Canada + 68 + 5.0 May +26 + 32 ap + 72 + 50 wa SDRindev ^ — ———À— 
France + 47 + 3.7 May + 93 + 738 a4 + 36 + 3.4 Jan* 
` W. Germany +47 + 3i May + 59 + 39.4 May + 43 TOI Ail sd Pone . 7 on I SES 
.' Holland + 24 + 10 May +51 +48 a +23 +10 awo O lg. A EE 
i + 8.0 + 6.8 we + 9.5 + 70 Mar +64 + 56 mat — 
Japan +16 + 24 aw + 81 + 34 wa +28 +46 Ax — 140 +414 -— 36 | 
Spain + 55 + 69 May + 65 + 40 Ap + 82 X70 de «| Metis 1505 1512  — 29 —230 
Sweden + 80 + 6.6 May +12.6 t 95 a + 35 t 63 mart Gold ee ONUS 
Switzerland + 4.5 + 23.0 May + 7.7 + 5.5 wa + 0.8 + 34 ae 
UK +10.6 +83 my — +53 H 49 may + 62 + 9.3 Ap , rth Sea Brent ^ ^ — 
e USA + 65 re 5.4 May + 80 + 6.2 May + 44 + 37 May" * 









ny wage rates in manufacturing except Australia, weekly earnings; Japan, and Switzerland, monthly earnings; Belgium, Canada, Sweden and USA, hourly 
ings; UK, monthly earnings for all employees. " * New series. 
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. W OIL The number of rigs looking for oil in 
the non-communist world has tumbled along 
. With oil prices. The biggest declines in 
exploration have been in countries where oil | |. 
is hardest (and therefore dearest) to extract. 
In 1982 (when a barrel of oil cost $34), 3,305 
rigs were active in North America. By 1988 
: (when oil averaged $15), just 1,013 were in 
use. Over the same period the number of 
active rigs fell by 5995 in Africa, by 38% in 
Latin America and by 46% in Europe. In the 
Middle East the number of rigs fell by just 
* 16%, reflecting the low cost of the region's 
reserves; rig activity held up well in promis- 
ing Australasia, too. At the peak of the oil- 
exploration boom, in 1981, almost 104,000 
oit wells were drilled in the non-communist 
- World. Six years later, fewer than half that 
number were started. 





Footnotes applicable to all tables. All figures seasonally adjusted except * not seas. adj. t Average of latest 3 months compared with avg. of previous 3 mos, at 
E ECONOMIST JUNE 24.1989 





annual rate. na not available. 




































WORLD BOURSES Wall Street fell throughout the week on new worries about inflation. Confidence | 
grew in London as a stronger pound soothed fears of an increase in interest rates. Frankfurt rose 
3.5% to a post-crash high; Zurich gained 3.6%. "s 


|. ASIA’S RESERVES Countries hold official 
reserves (foreign exchange, gold, soRs and 
balances with the (MF) as a cushion to soften 













 "h Change on 












‘shocks such as a sudden drop in export | Stock price indices g | 
-earnings, or to use to influence exchange Jun 20 1983 one one record 21/12/88 | 
high low week year high in local n " 


rates. The right level of reserves for any 
particular country depends on the size of its 
imports and the volatility of its exports. The 
" chart shows the foreign reserves of the 
countries that are members of the Asian 
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- Development Bank, expressed in terms of WGermany 18379 18379  — 15967 — 38 +202 193 tus ee 
import cover (how many months’ worth of Holand 1959 1959 — 1367  — * 16 +285 $20 77 2 + 63 . 
imports they could buy). Taiwan, with $74 ngkong — 2947 : 086. . 900906. ee B LL e 
billion, has by far the biggest reserves in j —À eb — aan Eoi 9190. — 30 102 — 44 

: ] hs' cover, th Japan — — 233.5  ' 34206608 Oe $i 
as Md ered aa ibis at | Singapore rata 00 — 197 015 0M AO HR I 
ELT. asao ^ 25810 — 49910 . 06 551  —20 +25 +AA 
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nths'. At the other extreme, Sri Lanka has | sai | ; | ae gg oa 




























nly 1.3 months’ cover. Note, however, that | Sweden | 

many countries value their gold at well below — M 32———— 3453" 8i31 1 396 4 380  - m 29  * 

he market price. u 218 22047 828 + 20 Ha +207 3 34 
USA — 229 2987 2448 — —12 7 2 92 1 ax 






MONEY AND INTEREST RATES In America the 12-month growth of narrow money, Mt, fell to only 
0.396 in May; the growth of broad money, M3, slackened to 4.296. In France narrow money growth 
accelerated to 6.5% in March. Short- and long-term interest rates edged up in America. . 
interest rates % p.a. (Tuesday, except bonds which are previous Friday) 





Money supply 
% rise on year ago Money market Commercial banks Bond yields Eurocurrency 
Narrow — Broad Overnight 3 months Prime Deposits Gov't Corporate Deposits Bonds 





lending 3months — long-term 3 months 
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been r1] «8$ w. 850 855 10/5 820 040 E, 
Canada * 71 +118 my 1250 1232 1350 — 1232 951 1023 1231 1012 j 
France + 65. t 80 w. 900 881 960 881  — $860 916 3m E ! 
W. Germany + 70 + 62 a 640 690 850 à 629 680 680 68! 660 
Holland + 52 +107 wx — 650'* 729" — 929" 7297 712**  766'* 749 — 729. 
italy + 78 + 84 o 1250 $1269 — 1400 m — 1138 — 1179 11.94 1068. 
japan FTA +102 mm — 494 448 — 488 — 204  — 59: 5238 — $531 541 — 
Spain +171 120 wy 1307 1477 — 1550 — 750 — 1258 GY 
Sweden na + 50 wy 1180 1170 — 1250 1161 1119 . 1189 — 144 1146 
Switzerland — 34 + 69 vw | 688 700 850 $50 543 595 694 557. 
UK «102 +206 w 1325 — 1403 1500 1400 1007 1197 — 408 1127. 
uc es ae we io x (NN. un. uu. Oi d 
Other key rates in London 3-mth Treasury Bills 13.626, 7-day Interbank 13.1%, clearing banks' 7-day notice 4.096. Eurodollar i 
rates {Libor}: 3 mths 9.5%, 6 mths 9.5%. , i 









aram neman a i 7 - piri aae eM ium " ssim aia, asin 
1M? except Australia, Canada, France, Spaín, Switzerland, USA. UK, W. Germany M3, Japan M2 plus CDs. Definitions of interest rates quoted available on requ 
Sources: Banco Bilbao Vizcaya, Chase Manhattan, Banque de Commerce (Belgium), Credit Lyonnais, Credit Lyonnais 

$New series." *Last week's rates. 


ANZ Bank, CSFB, The WEFA Group. These rales are indicative only and cannot be construed as offers by these banks. f 

























TRADE, EXCHANGE RATES AND RESERVES Spain put its peseta fully into the European Monetary System, with an initial fluctuation band of 6% like 
"that for Italy's lira. Within the EEC only Britain, Greece and Portugal have currencies not in the system. America’s trade deficit in April was $8.3 billion, 
down from (a revised) $9.5 billion in March; the 12-month cumulative deficit was $113.4 billion. Australia’s 12-month current-account deficit 
narrowed slightly to $13.3 billion in May from $13.5 billion in April. The dollar's trade-weighted value fell 2.3%. 






































ee ets ee hie a RR SORS ENR m— 
trade balancet current. trade-weightedt+ currency units per $ currency units © foreign reservestt 
$bn account exchange rate , $bn 
latest latest 12 balance $bn 
month months latest 12 mths latest year ago latest year ago per £ — perSDR perecu Apr yearago — 
 dekma eos :3 — 583 —— m — m — (m — MI. MB i4 MR RO PS 
| Beigum + 044 ve ~ 02 * 38 i057 1067 414 388 — 64.2 514  — 434 10.1 90 — 
Ganada —— t Olt a + 80 — — — 101 m — , — 1036 997 120 121 187 148 126 154 — 128. . 
France — 08034  — 54 -— 42m A) 990 1012 vo AIL... 899 i WO . 899 TNS gent 8M OO 
 W.Germany + 596 mw + 768 —  - 539 me M24 111 | 198 176 307 245 ^ 207 563 737 
~ Holland F004 ^ 34 + 45m 110.1 nis 228 198 ^ à 944 | 276 233 145 155 
italy — 221 å 13 oo - 82 « 985 393 - 1433. 1304 2221 178! 1503 395 278 
Japan 736 we FAS + 770 m 0 1394 — M91. CEES 223 178 904 86.2 
Spain. —280 wy  — 240 — 58 w« 1016 3 991 126 46 1955 156 132 381 332 
Sweden — 020 am + 43 àà112- 23» à 1 965 953 _ 6.67 6.10 10.3 830 7.00 82 89 
Switzerland — — 060 oe — — 59 + 550 à 0 21065 à n23 171 146 265 212  — 179 ^ 200 . 236 — 
UK OoOO — $67 w - 408 —  -— 982 w 1 910 956 065 056 — 0080 068, 419 A45 . 
USA I 828 a  -1134 1252 o 723 65 =~ = 1.55 124 — 108 392 37 — 












cil/Iob. tt Bank of England index 1985 = 100 New series. Tt Excluding gold. **Mar. 
aes ons ima. 
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In all you do, achievement is the product of 
vision and judgement, a steady eye and a sure aim. 
At TSB Private Bank International we bring these quali- 
ties to your private investments. Our account officers 
scan the world's markets for opportunities to improve 
your returns at acceptable risk 
We know there is no substitute for personal service, a 
sound knowledge of financial markets and scrupulous 
attention to detail 
TSB Private Bank International is a Luxembourg regis- 
tered bank and part of the TSB Group, one of Britain's 
leading banking and financial services groups. 

If you would like to discuss your investment needs in 
absolute confidence. call us in Luxembourg on 45 49 65 
(country code 352); in London on 01-925-0989 or write 
to us at 1A, rue Pierre dAspelt L-1142 Luxembourg. 


TSB Private Bank International S.A Registered Office: 1A, rue Pierre d'Aspelt 
L-1142 Luxembourg 


London Representative Office 30, St. James's Street, London SWIA LAB 
TSB Private Bank International SA. is registered in Luxembourg with limited liability 
A member of TSA 





You'll hear even less of us in the future. 





K 


Although the number of air- tion of thoroughness, we do 
craft in our fleet increases even more. Lufthansa was one 
from year to year, you'll hear of the first airlines to develop 
even less of us in the future. noise reduction take-off and 
However, this is no coinci- landing procedures and we 
dence. It is planning. By the are still working to perfect 
end of 1992, we will have in- them. Hence, although we will 


vested over 10 billion deutsch- be flying to more and more 
marks in our fleet. So thatitis destinations with an increas- 
not only one ofthe mostup-to- ing number of aircraft, you 
date in the world, but also one are going to hear even less of 
of the quietest. However, in us in the future. 

keeping with the German tradi- 


C2 Lufthansa 
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